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FOREWORD 


When- we attained Independence in 1947, we took over a country 
whose economic development had been impeded and even arrested by 
almost two centuries of foreign domination and continuation offeudal 
relationships. Under the leadership of Jawaharlal Nehru and inspired 
by his vision and noble ideals, the country adopted the method of planned 
development based on modern science and technology to move towards 
the attainment of social justice. Through a series of Five-Year Plans, 
major changes have taken place in our economy and society and the 
country has become largely self-reliant. Foundations have been laid 
for building the edifice of socialism. In this, the third Volume of the 
Gazetteer of India entitled “Economic Structure and Activities", an 
attempt has been made to tell the story of transition of an old civilization 
toanew nation, ofthechangefromihe traditional to a modern economy. 

The contributors to this Volume are men of distinction in their 
chosen fields. They have lent to this work the benefit of their profound 
scholarship. I hope this Volume of the Gazetteer will be welcomed 
by all who are interested in the economic life of the people and the 
impressive strides our economy has made since Independence, in spite 
of many hazards and obstacles. 


New Delhi 
March 10,' 


S. Nurul Hasan 
Minister of Education, 
Social Welfare and Culture 



PREFACE 


We are happy to present the third volume of the Gazetteer of India 
whose theme is the economic structure of India and all activity pertaining 
to the economic sphere. This volume, like the previous volumes in the 
series, follows an entirely new scheme of treatment which is more syste- 
matic and more informative than the relevant volume of the Imperial 
Gazetteer of India. There were only 10 chapters in the volume 
“Economic” of this scries and a chapter each had been devoted to 
such subjects as posts and telegraphs, railways and roads, famines 
and forests. All these subjects have now been dealt with in a more 
systematic manner under appropriate chapter headings. The present 
volume consists of 19 chapters which cover almost all important 
aspects of our economic life. Besides a survey of the country’s natural 
resources, this volume deals with such important topics as community 
development, banking and money market, ettemal resources, consump- 
tion and welfare, plans and prospects, etc. In the preceding volume on 
‘History and Culture’ we have dealt wih some aspects of economic life 
Up to 1947. In the present work we take note of manifold developments 
in different spheres of economy afler independence. 

In view of the importance of this volume for a developing country 
like India, the Central Advisory Board for Revision of Gazetteers 
appointed a sub<ommittee of eminent economists to prepare the draft 
plan. Prof. V. K. R. V. Rao was the Chairman of this committee. The 
other members were Shri Asok Mitra, Dr. Bhabatosh Datta and Prof. 
B. D. Bhargava with Editor (Gazetteers) as Member-Secretary. The 
plan drawn up by the Sub-Committee was submitted to the Advisory 
Board which accepted it with minor modifications. Eminent scholars in 
different fields we« appointed as contributors to the various chapters 
of this volume. We are grateful to them for sparing time in spite of their 
pre-occupations for contributing to the volume. The pace of economic 
development was so rapid that the facts recorded in the chapters became 
outdated in a very short period. The chapters, therefore, had to be 
revised and brought up-to-date as far as possible. At the suggestion 
of Prof. S. Nurul Hasan, Chairman, Advisory Committee for Revision 
of Gazetteers, a chapter was added at the end to take note of the latest 
devefopments in our economy. Shri B. P. da Ccsta has kindly gone 
through the volume updating the contents at several places. 

The economy of India in 1947 was in poor shape. While produc- 
tion, particularly in the agricultural field, had suffered a decline, the rate 
at which the population had grown in the three decades prior to inde- 
pendence was noticeably rapid. No attempt had been made to tap and 
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mobilize laud resources and as village industry had decayed, artisans 
switched over to agricultural labour in large numbers. The country’s 
agricultural economy received a severe jolt following partition, as pro- 
ductive areas were transferred to Pakistan. The situation was aggra- 
vated further by the inflow of millions of displaced persons from Pakistan 
into the country. All around, there were shortages of foodgrains, cotton 
and jute, to cite a few instances. Thus, Indian economy, to quote Prime 
Minister, Smt. Indira Gandhi, sought “to bridge, in a matter of decades, 
the gap created by a century and more of stagnation”.' The national 
economy had to be rebuilt from scratch through a series of Five-Year 
Plans. 

Planning for over two decades between 1950-51 to 1972-73 has yielded 
dividends. This can be seen in the doubling of the net domestic pro- 
duction. The infra-structure for economic development — through 
water and power, transport and science and technology — has been 
strengthened. Foreign exchange reserves, which were as low as Rs. 298 
crores in mid-sixties, showed an encouraging rise, touching the figure 
Rs. 1,056 crores in July, 1974, There has been a great rise and a 
noticeable diversification in industrial production, of products ranging 
from simple consumer goods to a variety of sophisticated machinery 
manufactured indigenously. The public sector plays a dominant role 
with increasing investment in Central Government undertakings. The 
1970-71 record in the output of foodgrains, 108 million tonnes, was 
almost double that of the output in 1950-51, which was 56 million 
tonnes. In spite of the food deficits in 1973, due to the failure of 
monsoons, the per capita availability of foodgrains has been more 
than maintained. The following pages unfold the story of the 
struggle of an emerging nation in a state of transition from , the 
traditional to modern economy. 

I would like to take this opportunity to thank Prof. S. Nurul Hasan, 
Minister of Education, Social Welfare and Culture, Shri K. N. Channa, 
Education Secretary, and Shri Mohan Mukerji, Additional Secretary, 
Department of Culture, who have been taking keen interest in this W'ork. 


New Delhi 
March 10, 1975 


P. N. Chopra 



CONTENTS 

WREWORD 

PREFACE 

Chapters 

I Planning for Economic Development . . I 

n Survey of Natural Resources . . 39 

ni Development of Water and Power Resources . . 75 

IV Human Resources and their Development 125 

V Co-operation and Communily Development . . 159 

_VI Agriculture and Allied Industries 197 

VII Mining , . 4 O 5 

VIII Industries .. 447 

IX Transport and Communications . . 703 

X Trade and Commerce . . 827 

XI Banking and the Money Market . . 866 

XII Currency and Prices . • 895 

Xm Public Finance .. 926 

XIV External Resources •• 968 

XV Rents and Wages • • 1012 

XVI Labour and Employment .. 1076 

XVII , Income, Capita! Formation and Savings .. 1132 

XVHI Consumption and Welfare •• 1160 

XIX ' Plans and Prospects 1173 

Epilogue •• 1213 

Bibliography • • 1241 

Index -- 1249 



LIST OF cormuBuroRS 


Chapter 

I 

V. T. Krishnamachari 

II 

V. Nath 

HI 

Central Water and Power Commission 

IV* 

A. C. Josh] and S. N. Saraf 

V 

Tarlok Singh 

VI** 

M. L. Dantwala, C.H. Shah and P.C. Bamil 

vir 

H, R. Dewan 

vnr 

R. K. Hazari 

IX 

L. A. Natesan 

X 

D. T. Lakdawala 

XI 

S. N. Sen and D. H. Pai Panandjkar 

XII 

B. K. Madan and A. G. Chandavarkar 

XIII 

R. N. Bhargava 

XIV 

L. K. Jha 

XV 

A. M. Khusro 

XVI 

B. N. Datar 

X\'II 

I. G. Patel and Harbans Lai 

XVIII * 

P. C. Mahalanobis 

XDC 

S. Chakravarty 

Epilogue 

P. B. Desai 


♦ComtjletedbyDi.Satafafttt Use death of Dt.Ioiti. 

** Orl^aily written by Prof. Dantwala and Dr. Shah; brought up-to-date by 
Dr. Bausil who also added a few sections. 



CHAFTER 1* 


PLANNING FOR ECONOMIC DEVELOPMENT 


I. Concept of planned Ecooomy and Welfare State 

In India the movement for political advance was always linked up 
closely with ideas of social and economic development; and the national 
leadership was conscious of the importance of planning for raising stan- 
dards of living. Leading public men like Dadabhai Naoroji (1825-1917), 
M. G. Ranade (1842-1901) and R. C. DoU (1848-1909) wrote and spoke 
extensively on social and economic problems. Their main theses were the 
growing poverty of the people and the recurrence of famines which they 
attributed to the defective land revenue policies of the government, the 
cost of administration, deficits in the balance of payments, and generally 
to policies framed not in the interests of India but those of Brit^. It 
was their considered view that no solution could be found for the social 
and economic backwardness of India by the British Government pledged 
to a policy of laissez-faire, but that only a national government which 
actively promoted development by direct government action could 
bring about improvement in living standards. 

As part of the Montague-Cbelmsford Reforms following the First 
World War, ‘nation-building’ activities like local self-government, 
agriculture, co-operation and education were entrusted to ministers 
responsible to provincial legislatures. But this constitution worked only 
in some of the prosdnees and, even in those, no national policies could 
emerge ovring to financial and other limitations. Further constitutional 
discussions followed with the Simon Commission and during the Round 
Table Conferences. The resolutions of the Indian National Congress 
from 1929 onwards emphasized the need "to make revolutionary changes 
in the present economic structure of the sodeiy and to remove grave in- 
equalities in order to remove poverty and ameliorate the condition of 
the masses,” A resolution passed in 1931 stated that "political freedom 
must include real economic freedom of the starving millions” and set out 
the fundamental tights winch, from tUs point of view, should be inciuded 
in the Constitution. jet 

The Government of India Act of 1935 introduced provincim autonomy. 
This led to the formation of Congress governments in eight Provinces. 
Soon after this, in August, 1937, the Congress Working Committee 
passed a resolution suggesting that an inter-provincial committee of 
* This chapter \vas ongmally writ 1 eatjyl®w V.T.Krislmamachari in 1966. 
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experts should be set up to consider “urgent and vital problems, the 
solution of which was necessary to any scheme of national reconstruction 
and planning” and “to suggest how and in what order those should be 
tackled". This was followed later in the year by the constitution of the 
National Planning Committee of which Jawaharlal Nehru became 
Chairman. The Committee consisted of 15 members including well- 
known industrialists, economists, financiers, professors and scientists 
in addition to representatives of the provincial governments (the non- 
Congress Provincial Governments of Bengal, the Punjab and Sind also 
co-operated) and those of the Indian States of Hyderabad, Mysore, 
Baroda, Travancore and Bhopal. 

Jav-wharlal Nehru has reviewed the work of the Committee in 
The Discovery of India. Though the view was held that “planning under 


a democratic system should be considered not merely from the 
point of view of economics but cultural and spiritual values and the hu- 
man side of the life , and that such planning could only take place in a 
free National Government strong enough to be in a position to introduce 
fundamental changes in the social and economic structure”, it was found 
that the Committee could formulate useful programmes by considering 
each individual problem in concrete terms. The Committee decided that 
it would be practical to aim at a mim'mum increase of 200 to 300 per cent 
in 10 years, of the per capita national income as it then stood — Rs. 65 
for the country as a whole and somewhere around Rs. 35 for rural areas 
Along with this, certain important objectives were borne in mind- 
mcrease m a^cdtural and industrial production; reduction of un- 
employment; liquidation of illiteracy; increase in public utility services; 

increase in the average expectation of 
Me. Emphasis was laid on heavy and basic industries as strafegic factors 

Mt of employment, it 

was felt that cottage industries should also be encouraged. The im- 

Twenty-mne subcommittees were formed to deal with specific problems 
In these were about 350 mpmEpre pi ^peeme propiems. 

subjects. The work of the Coi « were specialists in their 

broke out and manfaf th? T when the war 

arrested. Between 1940 and chairman were 

existence. A series oF vd ui ’ Committee had only a nominal 
brought together the conJ ^ however, published which 

the subcommittees and the thinking done by the Committee and 

in these reports as in the w'rf anning Committee lies not so much 

in co-ordinated planning ^ created throughout the country 

P nmng as the only means of bringing about a rapid 
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increase in standards of living and its emphasis on the need for funda« 
mental changes in the social and econonuc structure. 

In the course of the war, serious short-comings became apparent in 
the country’s economy, and in June, 1941, the Government of India took 
up the consideration of plans for post-war reconstruction. It was, however, 
only in 1944 that a Planning and Development Department was created 
under a separate member of the Viceroy’s Executive Council, for orga- 
nizing planning work in the couniiy and co-ordinating it. More than 20 
panels of experts were set up and the Central departments and the 
Governments of Provinces and Indian Stales were invited to prepare 
detailed plans for industrialization. It was estimated that about Rs. 1,200 
crores would be available as resources for plans. The plans actually put 
for\vard were estimated to cost Rs. 1,300 crores. When planning had 
advanced and sufficient experience had been gained, the Government of 
India found it necessary to explain to the country their industrial policy. 
Accordingly, the 'Statement of Government’s Industrial Policy’ was 
issued on April 26, 1945. 

This was an important pronouncement, as the last one to be made 
by a government responsible to the Secreuty of State for India. It marked 
a complete departure, as a result of the lessons of the war, from the 
policies followed until then. The statement began by pointiog out bow 
the continuance of the existing policy of laissez-faire would not meet 
the objectives of sound post-war development 

“Though industrially stronger than in 1939, India will find herself 
in a position of relative inferiority. In other countries technological 
advance has been immense and, as a result of the nature of modem 
warfare, there has been a striking increase in the total volume of 
stalled industrial labour. If India is to make rapid headway and if 
the standard of living of the masses is to be effectively raised, a 
vigorous and sustained effort is necessary in which the State no 
less than private industry must take part." 

It then proceeded to say; "The Government of India have decided 
to lake positive steps to encourage and promote the rapid 
industrialization of the country to the fullest extent possible. They 
attach particular importance to the development of those industries 
which constitute the foundation of modern industrial life, such as 
iron and steel industry, the heavy engineering industries, the 
machine tool industry, the heavy chemical industry and so on. But 
while the development of these industries must take high priority, 
it must form part of a balanced plan m which due place is given to 
consumption goods industries. It is d»r that if progress is to be 
achieved, the development of industry must be planned by Govern- 
ment in co-operation with industry and every effort made to make the 
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Plan effective. Industrial development, however, cannot stand itself. 
There should be balanced development in industry, agriculture and 
the social services and inside the field of industrial development a 
balance should be kept between the manufacture of capital and 
consumer goods.” 

The resolution then pointed out that important industries must be 
brought under ‘central control’ in the interests of co-ordinated develop- 
ment. Twenty industries were specified including iron and steel, aircraft, 
ship-building and marine engineering, heavy machinery, heavy chemicals 
and fine chemicals, cotton and woollen textiles, cement, etc. In addition 
to ordnance factories, public utilities, generation of electrical power and 
railways, which were largely State-owned and State-operated, basic 
industries of national importance could be promoted by the State if 
found necessary. The State was also to have the power to license industrial 
undertakings, the object being to prevent concentration of industries in 
certain areas and to divert private capital to schemes deserving priority. 
The resolution finally envisaged controls for the achievement of the 
following objectives : 

“(i) to secure balanced investment in industry, agriculture and the 
social services; 

(u) to secure for industrial workers a fair wage, decent conditions 
of work and living and a reasonable security of tenure; 

(iii) to prevent excessive profits to private capital ; 

(iv) to ensure the quality of industrial products in the interest of 
both internal and external markets; 

(v) to ensure that unhealthy concentration of assets in the hands of 
a few persons or of a special community would be avoided; 
‘this may be secured by a judicious exercise of controls, such as 
capital issues control and the licensing machinery for the regio- 
nalization of industry’; 

(vi) to acquire necessary technical training of personnel and to 
extend the benefit of such training to minorities and backward 
communities”. 

The Planning and Development Department was abolished in 1946. 

When the Government of India was formulating these policies, promi- 
nent industrialists of Bombay published a plan in 1944 in which they 
envisaged the doubling of per capita income over a 1 5-year period and an 
outlay of Rs. 10,000 crores. The Bombay plan recognized that during the 
period of planning, controls might have to be instituted similar to 
those which were in force under war conditions. The plan also 
defined the respective fields of ownership, control and management of 
economic enterprises by the State. In its view. State ownership should 
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enterprise which is important to public welfare and security, and (ii) where 
the State ownership is a necessary means of enforcing State controls”. 
As for the planning organization, it proposed that a national planning 
committee representing different interests should be set up to prepare a 
detailed plan and that the execution should be the responsibility of a 
supreme economic council under the Central Government. 

In October, 1946, the Government of India appointed a committee 
called the ‘Advisory Planning Board’ to review the planning that had 
already been done by the government, the work of the National Planning 
Committee, and other plans and proposals for planning and to make 
recommendations regarding the future machinery of planning and also 
in regard to objectives and priorities. Tlus Board made recommenda- 
tions for the setting up of a Planning Commission and its composition and 
functions. 

Prior to independence, there was thus a large measure of agreement in 
the nation — the Government of India under the Secretary of State, the 
Indian National Congress, prominent industrialists and others on the 
following principles: (i) There should be central planning, in which the 
State should play an active part, for social and economic development to 
bring about a rapid rise in standards ofliving; (ii) There should be controls 
and licensing in order, among other things, to direct investments into the 
desired channels and ensure equitable distribution ; 0'>0 While there should 
be balanced development in all sectors of the economy, the establishment 
of basic industries was specialty important. In this, State-owned and State- 
managed enterprises have an important role. There were, however, 
differences of approach in regard to the specific fields to be allocated to 
the public and private sectors. 

The plans prepared by the Government of India, the Bombay indus- 
trialists and others suffered from serious limitations. When they were 
prepared, it was known that transfer of power was to take place quite 
soon; but the exact form of the future government was not known. The 
plans consisted largely of proposals of experts which were not effectively 
co-ordinated. They had no sorial philosophy behind them. With the 
advent of independence, they become inadequate, though the thinking 
that had taken place on planning generally and its techniques was useful 
for the future. 

Constitutional Background : Though the Constituent Assembly met in 
December, 1946, its real work, apart from the ‘objectives resolution* began 
after the discussions in regard to transfer of power were concluded. 
These discussions eventually resulted in independence on 15th August, 
1947 on the basis of the separation of the predominantly Muslim areas 
in the eastern and western re^ons and their formation into a separate 
unit, Pakistan, After partition, elections in the areas that constituted 



6 


THE GAZETTEER OE I>'DIA 


India were completed and the newly elected representatives joined the 
Constituent Assembly. With the advent of Independence, the Constituent 
Assembly became a sovereign body representing the people of India, 
with functions exactly the same as those of the Constituent Assemblies 
in other countries. The Constituent Assembly had to face more complica- 
ted problems than similar assemblies in other countries in the past. 

There were the difficulties inherent in the framing of a constitution 
which would meet the needs of over 360 million people differing in race 
and religion and speaking different languages, and with standards of 
Using among the losvest in the world. Such a constitution had, besides, 
to bring into a common political and economic framew'ork the ‘Provinces’ 
and the ‘Indian States’. Moreover, the war had made a deep impact on 
India. India had recruited, trained and sent nearly two million men to the 
several theatres in the war — ‘the largest volunteer armj' in histors’’. 
Supply missions and operation commands for South-East Asia were 
estabUshed and worked all through the wur in the country. India had 
thus a crucial role in the war efforts in this region. Owing to these causes, 
the economy of the countiy was subjected to serious stresses and strains 
and inflationary' pressures were generated. More than this, there was the 
ferment in people’s minds. Hopes and aspirations were raised for a better 
social order due to the w'ar aims proclaimed by the Allies — pronounce- 
ments like the Atlantic Charter (August, 1941) and the Philadelphia 
Declaration (May, 1944) gave promise of intensive efforts by governments 
for promoting plans for social security, raising human dignity and im- 
proving welfare. Moreover, while the talks for the tranfer of power were 
in progress, grave communal disorders occurred in parts of the country 
in the wake of partition which involved the loss of many lives and the 
uprooting of several millions of people from their homes in the western and 
eastern regions, creating intractable problems of resettlement and housing. 

These incidents shook the nation to its depths. An extremely' difficult 
human problem faced the Constituent Assembly' — ^how to assist the re- 
volutionary' urges and hopes and aspirations for a better life felt by over 
360 million people to find constructive expression in a free society. Every'- 
where in Asia and Africa and other under-developed regions, there was a 
resurgent nationalism, with people taking pride in their past history' and 
achievements and seeking to take an equal place among the free nations 
of the w'orld. This had its economic side also. These nations saw’ the 
steadfly widening gulf between their living standards and those of the 
de\ eloped countries. They were not prepared to accept this state of things 
as inevitable. They knew that science and technology’ could assist them to 
modernize their economies and were determined to make efforts to 
achieve, in a comparatively short period, rates of growth which took 
a much longer time in the past. 
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In the case of India, there were also other factors mentioned already — 
its special part in the war, the coming of independence and the after* 
math of partition. Further, the stage of development India had already 
reached held out hopes of much more rapid advance than ever before. 
Reviewing the entire situation, in the light of the social philosophy 
evolved over decades as already explained, the Constituent Assembly 
came to the conclusion that to gptde this ‘revolution of rising expccta* 
tions’ into constructive channels, India should malce determined efforts, 
through carefully planned large-scale social and economic development 
and the application of modern sdeotific and technological improvements, 
to bring about a rapid and appreciable rise in the standards of living of 
the people, with the maximum measure of social justice attainable. Solu- 
tions for the pressing problems of resettlement of displaced pcKons — 
while the Constituent Assembly was in sesson between five and six million 
persons had come into the country in the western and eastern regions — 
and of demobilized army personnel, the rchabililaUon of the economy 
run down by the war and the economic dislocation due to partition could 
be found only in this wider setting. In other words, India should become 
a u’elfare State. 

The provisions of the Constitution have been described elsewhere. It 
is sufficient here to bring out three of Its features which are important for 
national planning. First. 'Econonfic and social planning' is a concurrent 
subject. Also, in framing lists of ‘Utuon’, ‘Stale' and ‘Concurrent’ subjects 
and the other provisions, the Constitution vests power in the Union to 
ensure co-ordinated development in essential fields of activity while pre- 
serving the imtiative and authority of the States in the spheres allotted to 
them. Secondly, the Constitution includes provisions for promoting co- 
operation on a voluntary basis between the Union and the States and 
among States and groups of States in investigation of matters of common 
interest and in legislative procedures and in administration, thus avoiding 
the rigidities inherent in federal consUlutiom (Articles 249, 252, 257, 258, 
258-A, and 312). In other words, the objective is co-operative feder- 
alism. Thirdly, the Constitution also sets out in broad outline the pattern 
of the welfare State envisaged and the fundamental principles on which 
it should rest. 

Pattern of Welfare State : The importance attached by the Constituent 
Assembly to the inclusion in the Constitution of basic ideas on the 
pattern of the welfare State which the nation should establish can be seen 
from the long discussions that look place on the relevant portions of the 
Constitution: the Preamble, Fundamental Rights (Articles 12 to 35), 
Directive Principles of State Poliqr (Articles 36 to 51), and the special pro- 
visions for Scheduled Castes and Tribes and Backward Gasses CArticIes 
330 to 342). The keynote was struck in one of Jawaharlal Nehru’s speeches 
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in the Constituent Assemblj'. In this, the two sides of this problem 
were emphasized. The first was that India should move into the modem 
world of science and technology for bringing into existence a social order 
in which there could be a rapid rise in standards of living with equitable 
distribution and equality of opportunity. The second Avas that the new 
social order should be built on the foundations of, and derive its strength 
from the nation’s cultural heritage. The Preamble set out the basic objec- 
tives of the nevr’ social and economic order which the nation had ‘sole- 
mnly resolved’ to bring into existence, viz., to secure to all its citizens ; 
‘Justice, social, economic and political; Liberty of thought, expression, 
belief, faith and worship; Equality of status and of opportunity and to 
promote among them all Fraternity assuring the dignity of the individual 
and the unity of the Nation.’ The Fundamental Rights and the Directive 
Principles of State Policj' set these objectives out in greater detail. 

While the Preamble emphasized the development of a free society based 
on the dignity of the individual in which there would be equality of status 
and opportunity' and justice, social, economic and political. Article 38 
defined the aim as follows; “The State shall strive to promote the welfare 
of the people by securing and protecting as effectively as it may a social 
order in which justice, social, economic and political shall inform all the 
institutions of the national life’’. In Article 39, stress w'as laid on the right 
to adequate means of livelihood equally for men and w’omen (Article 39-a); 
equal pay for equal work for both men and women (Article 39-d); condi- 
tions of work ensuring health and strength (Article 39-e) and protection 
of children and youth against exploitation and against moral and material 
abandonment (Article 39-f). It is also laid down that the State should 
ensure that ‘the ownership and control of the material resources of the 
community are so distributed as best to subserve the common good’ 
(Article 39-b); and that ‘the operation of the economic system does not 
result in the concentration of wealth and means of production to the 
common deteriment’ (Article 39-c). 

The duty' is enjoined on the State that ‘it should within the limits of its 
capacity make effective provision for securing the right to work, to educa- 
tion and to public assistance in cases of unemployment, old age, sickness 
and disablement, and in other cases of undeserved want’ (Article 41). 
The State should also ‘secure just and humane conditions of w'ork’; 
and secure to all workers — agricultural, industrial and otherwise — ^work, 
a living w’age, conditions of work ensuring a decent standard of life and 
full enjoyment of leisure and social and cultural opportunities’ (Articles 42 
and 43). Particular stress is laid on special assistance to the weaker sec- 
tions of the people, including the Scheduled Castes and Scheduled Tribes, 
with a view to promoting their educational and economic interests and to 
protecting them from social injustice and all forms of exploitation. In 
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regard lo the rural economy, Articles 40 and 48 enjoin the application 
of modem scientific methods to agriculture and animal husbandry 
and the implementation of programmes and improsements through self- 
governing panchayats. Article 43 requires the promotion of cottage 
industries on an individual and co-operative basis. 

The only Article in which a definite time limit has been fixed is Article 45 
under which 'The State shall endeavour to provide, within a period of ten 
years from the commencement of this Constitution, for free and compul- 
sory education for all children until they complete the age of fourteen 
years’. The programme laid down in this Article is of vital importance 
to the nation. 


These general principles v.ere given a mote precise direction when Parlia- 
ment accepted in December 1954 the socialist pattern of society as the 
objective of social and economic policy. The Second Five-Year Plan 
report explains this approach to planned development in the following 
terms: “Essentially, this means that the basic criterion for determining 
lines of advance must not be private profit, but social gain.. -Major 
decisions regarding production, distribution, consumption and invest- 
ment — and in fact all significant socio-economic relationships— must be 
made according to social purpose. The benefits of economic development 
must accrue more and more to the relatively less privileged classes of 
society, and there should be progressive reduction of the concentration 
of incomes, wealth and economic power. The problem is to create a 
tnilieu in which the small man. ..is enabled to put in his best in the interests 
of a higher standard of life for himself and increased prosperity of the 
country . . . The accent of the socialist pattern of society is on the attain- 
ment of positive goals, the raising of living standards, the enlargement of 
opportunities for all, the promotion of enterprise among the disadvantaged 
classes and the creation of a sense of partnership among all sections of 
the community. These positive goals provide the criteria for basic deci- 
sions....’’ India’s Five Year Plans follow and arc based on these 
principles. 

Important principles of public social policy are embodied in Article 3 1 
as amended. As India's Plans envisage a large extension of State activity 
in the economic field, the reconciliation of the claims of property with 
those of the community is left to Parliament in each case of nationaliza- 
tion on its merits. Assurance has been given in Parliament that the basic 
principles of ‘justice, equity and good conscience* would guide the Union 
and State Governments in fiang compensation. Moreover. laws coming 
under the following categories cannot be called in question on the ground, 
among others, of property rights bring infringed : 

(i) land reform laws for defining tenancy rights, modifying rents, 


etc; 

(.ii) company reform laws 


containmg provisions for modifying rights 
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of managing agents, secretaries and treasurers, managing direc- 
tors, etc.; 

(iii) laws for extinction or modification of rights under lease of mine- 
rals or mineral oil where such rights impose undue burdens on 
the community or are opposed to national interests in any other 
manner; and 

(iv) laws for the taking over of property by a State for a temporary 
period in the public interest to secure proper management. 

Laws falling under these heads have an important place in programmes 
for social and economic welfare. Their aim is to prevent abuses and 
bring about institutional and other changes which are essential for 
speeding up the pace of development. 


n. The Planning Commission 

Composition and Functions ; The industrially advanced democracies in 
North America and Western Europe have accepted the idea of planning, 
in some form or other, in order to secure high rates of economic growth. 
In all of them, planning is restricted to specific fields and has limited 
objectives; and the planning authoritj^ advises governments responsible 
to Parliaments. In Communist countries, there is comprehensive planning 
of the entire economy and the planning body has a dominant position, 
as an integral part of the executive machinery, with power to supervise 
implementation. India’s plans cover a wider field than the plans of the 
advanced democracies though they are less comprehensive than those 
in the Communist countries. The planning body in India is advisory and 
plans have to be accepted by Parliament before they become effective. 
Implementation also rests with the Union and State Governments. Plan- 
ning in India has thus distinctive characteristics of its own. India has, 
therefore, to find by a process of trial and error its own solutions to ques- 
tions of democratic planning — the composition of the Planning Commis- 
sion and its relations w’ith the Cabinets in the Union and the States — and 
strike its own balance between liberty and progress, central control and 
private initiative and national planning and local authority. 

The Planning Commission was established by an order of government 
in March, 1950 which defines its functions. The order says; 

The Planning Commission will 

(i) make an assessment of the material, capital and human re- 
sources of the country, including technical personnel, and 
investigate the possibilities of augmenting such of those re- 
sources as are found to be deficient in relation to the nation’s 
requirements; 
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(iO formulate a Plan for the most efiective and balanced utiliza- 
tion of the country’s resonrces; 

(iii) on a determination of priorities, define the stages in which the 
Plan should be carried out and propose the allocation of re- 
sources for the due completion of each stage; 

(iv) indicate the factors which are tending to retard economic 
development, and determine the conditions which, in view of 
the current social and political situation, should be established 
for the successful execution of the Plan; 

(v) determine the nature of the machinery which will be neccssaiy 
for securing the successful implcfnentation of each stage of the 
Plan in all its aspects; 

(vi) appraise from time to time the progress achieved in the execu- 
tion of each stage of the Plan and recommend the adjustments 
of policy and measures that such appraisal may show to be 
necessary; and 

(vii) make such interim or ancillary recommendations as appear 
to it to be appropriate cither Ibr facilitating the discharge of 
the duties assigned to it; or on a consideration of the prevailing 
economic condidons, current policies, measures and develop- 
ment programmes; or on an examination of such specific 
problems as may be referred to it for advice by Central or 
State Governments”. 

The Planm'og Commission consists of the Prime Minister as chairman, 
the Finance Minister and the Minister for Planning and some other 
Cabinet Ministers on a part-time basis and also full-time members. 
There is also a deputy chairman whose main function is to co-ordinate 
the work of the Commission. The deputy chairman is usually a full 
time member without parliamentary duties though there have been 
exceptions. The Commission works in close touch with the Union and 
State Cabinets and with full knowledge of their policies. At the same 
time, it is an autonomous body entitled to form Sts own views on impor- 
tant issues and place them before the governments. The Commission is 
also invariably consulted on changes proposed in social and economic 
policies. To ensure free and full exchanges of ideas, the Planning Commis- 
sion has established a convention that it will not give publicity to diffe- 
rences of views between the Commission and the Union and State Govern- 
ments. The link with the Union Cabinet also exists at the secretariat 
level. The Planning Commission is part of the Cabinet organization 
and the ‘demand for grants’ for the Planning Commission is included 
in the budget demand for the Cabinet Secretariat, The Commission has 
a staff of Secretaries and Advisers and also a research organization. 

The duties assigned to the Planning Comnussion in the order quoted 
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above bring out the scope of the continuous studies it should undertake. 
It is obvious that, in important sectors, the Commission will have to 
plan for longer periods than five years and fit the five year plans into 
these long range programmes. Example of such sectors are: (i) General 
education based on free and compulsory education for boys and girls 
of age 6 to 14 upto and including university education, technical educa- 
tion of all grades and manpower requirements of projects and pro- 
grammes; (ii) Assessment of natural resources, land and water resources, 
mineral resources, etc. and their conservation and utilization; 

(iii) Financial resources — internal and external — and price levels and 
consumption patterns; (iv) Studies of demands for commodities and 
products based on the anticipated growth in national income and other 
factors. Perspective planning has thus a major role and its techniques 
have to be progressively improved. The Commission has also to evolve 
criteria for fixation of priorities and the reconciliation of competing 
claims. It should also scrutinize projects and programmes from the eco- 
nomic and financial points of view. Other studies it has to undertake are: 

(i) Policy reviews: The broad strategy of the Plans should be 
worked out along with long-term objectives and economic, 
fiscal, and other policies on which they should be based. 
Policies should also be worked out in regard to indiridual 
sectors of the economy. 

(ii) Institutional changes and social change: Studies should be 
made of changes in the social order which are needed — ^land 
reforms, labour laws, etc., and of the changes that have to be 
brought about in attitudes and outlook. 

(iii) Public co-operation; Studies should be made of the steps 
which should be taken for making the people feel a sense of 
participation in the Plans so that efforts on a national scale 
might be made for their implementation. 

(iv) Administrative machinerj': The changes in the administrative 
structure needed from time to time for efficient implementa- 
tion of the Plans should be studied. 

(v) Appraisal of progress: There should be appraisal of progress 
achieved from time to time with an analysis of the factors 
which hinder development. The Commission should reco- 
mmend such adjustments of policies and improvements in 
administration as may be needed to secure successful imple- 
mentation. 

(vi) Evaluation and research; There should be evaluation of results 
from time to time; and research should be organized to study 
social and economic results of legislative measures and for 
other connected purposes. 

In its work, the Commission obtains the assistance of the Union and 
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State Ministries including their technical experts. It has evolved arrange- 
ments to ensure that in the formulation of proposals for plans and in 
working out policies and programmes, consultations take place conti- 
nuously with the Union and State Miiiistries, the Reserve Bank of India, 
organized bodies in different sectors and panels of experts as detailed 
below 

(i) Union and State Govemmenis; Consultations take place at the 
secretariat level as well as at the level of members of the 
Commission and Minisfere. There is very close touch with the 
Ministry of Finance and Econoouc Affairs and the Reserve 
Bank of India. The Planning Commission has three ‘Progra- 
mme Advisers’, senior admioisirative ofScers to whom groups 
of Slates are assigned. They visit the States and discuss the 
working of the plans with officials and Ministers, explaining 
to them the Commission’s points of view and resolving 
difficulties. 

(ii) Conferences of States’ Ministers and meetings of Advisory 
Committees to Union Ministries: The members of the Com* 
mission' attend conferences of States’ Ministers {Education, 
Health, Co-operation, Agriculture, etc.) convened by the 
Union Ministries concerned. They also attend the annual 
conference of Development Commissioners at which the 
working of the community development movement is dis- 
cussed. The members of the Commission also attend the 
meetings of the Advisory Committees attached to Union 
Ministries. 

(iii) Consultative Committee of Parliament: Parliament constitutes 
a Consultative Committee consisting of about 80 members to 
be in touch with the Commission at all stages commencing 
from the stage of formulation of the plan. The Planning 
Commission meets the Consultative Committee frequently. 
Anangements for consultation with parliamentary Committees 
at the stages connected with the formulation of the plan are 
dealt with later. 

(iv) Panels: The Commission has set up panels consisting of 
the best persons available in different fields both within and 
outside government, to advise it on general questions of 
principle and policy. There are now a panel of economists, a 
panel of scientists, and also separate panels of persons qualified 
to advise on agriculture, land reforms, education, health and 
housing. These keep the Commission in touch with the best 
thinking in the country on the diffemnt subjects. 

(v) Federation of Industries: All-India boards, etc. The Planning 
Commission keeps in close touch with the Federation of Indian 
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Chambers of Commerce and Industry and other representa- 
tive organizations for industries and commerce. It also meets 
representatives of all-India boards for discussions — the Khadi 
and Village Industries Board, Handloom Board, Handicrafts 
Board, etc. 

(vi) Experts from other countries and the World Bank Missions: 
The Commission also has the advantage of discussions on plan- 
ning problems with delegations from other countries, the repre- 
sentatives of the United Nations agencies, the United States 
A.I.D. experts, experts obtained under the Colombo Plan, etc. 
The opportunities it has of detailed talks with the missions sent 
by the World Bank to review the progress of India’s economic 
development from time to time are also of great value to the 
Commission in its work. 


(vii) Universities and other research institutions in India: The 
Commission is assisted in its work by research and other work 
done in research institutes, attached to Universities or working 
independently, which examine general issues connected with 
planning and important aspects of India’s plans and publish 
books and papers on them. Eminent economists from other 
countries are often associated with these institutions in 
research on problems in which they have special interest. 


The Planning Commission prepares the plans for the Union and the 
States. The plans show the financial resources available and their alloca- 
tion among the different sectors of the economy both in the Union and the 
States TOth details of the projects. The Planning Commission also pre- 
papers plans for important industries in the private seetor, co-ordinating 
them with those for industries in the public sector and those for smaU 
scale indi^tnes. Plans are prepared for five year periods. The First Plan 
was for the penod April 1, 1951— March 31, 1956, the Second Plan for 

for April 1, 1961 to 
once published, are revised as conditions change. 
Every year, annual plans are prepared for the Union and the States after 
reviewing progress made and taking into account the latest revised finan- 
internal and external. The annual plans are incorporated 
m the Umon and State budgets and are passed by Parliament and State 
egislatures. Siimlarly, the private sector plans are also revised from time 
o ime as conditions change in regard to likely demand and availability 
ra^w materials and of internal finance and foreign exchange. Planning 
and adri<;pq^r^°”^ process. The Commission prepares progress reports 
underfx Ministries on the working of plans. It also 

research^ Projects and programmes, and organizes 
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Stales have their own planning arrangements. In every Stale, there is a 
Cabinet Committee which is in close touch with the preparation of the 
plans and the manner in which they are carried out. This committee is 
assisted by a committee of officials svoiking under it for co-ordinating 
plans made by different Ministries and supervising implementation. 
In many States, there are Advisory Committees of non-officials consisting 
of members of Legislative Assemblies and others whose advice is likely 
to be useful. The Planning Commission has made suggestions for streng- 
thening the planning organizations in States, as they should undertake 
larger responsibilities for the preparation of long-term plans in fields of 
development in the subjects allocated to them and economic and technical 
investigations and also watch implementation and publish progress 
reports. The need for adequate arrangements for planning at district and 
block levels, including preparation of village plans, has also been stressed. 

Mention should be made here of the National Development Council 
which was established in 1952. This Council consists of the Prime Minister 
(Chairman), the Chief Ministers of all Slates and the members of the 
Planning Commission. The Union Ministers in-charge of subjects that 
come up for discussion are also invited to attend meetings, The functions 
of the Council are: (0 to consider the proposals formulated for plans 
at all important stages and accept them; (u) to review the working of 
plans from time to time; C>>>) to consider important questions of social 
and economic policy affecting national development: and (iv) to re- 
commend measures for the achievement of the aims and targets set out 
in the national plan, including measures to secure the active participation 
and co-operation of the people, improve the efficiency of the administra- 
tive services, ensure the fullest development of the less advanced regions 
and backward sections of the community and through sacrifices borne 
equally by all citizens, build up resources for national development. 
The vital role of this body is obvious. It promotes collective thinldag and 
joiut action by the Union and States and emphasizes the national character 
of the plans. Through its deliberations, uniformity is brought about in 
social and economic policies where national interests requires this, with- 
out in any manner impairing local initiative and responsibility. 

The other committees should also be mentioned. The Central Com- 
mittee for Community Development, which consists of the Prime Minister 
as chairman and members of the Planning Commission and the Ministers 
of Agriculture and Community Dc%eIopmcnt as members, meets regu- 
larly to review the progress of the community development movement and 
guide the policies to be followed. The Committee for Land Reforms also 
consists of the Prime Minister as chairman and members of the Plan- 
ning Commission and the Minister of Agriculture as members. It advises 
on proposals for land reforms received from States and reviews the 
progress made in legislation. 
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Evolution of a National Plan : In democracies, plans can be effective only 
if there is the widest participation by interests concerned at all stages 
of their preparation and the largest measure of pubh'c support is obtained 
for their basic aims and the patterns of growth envisaged. This is parti- 
cularly vital in regard to rural programmes: these can have no chance of 
success unless “the millions of farmers in the country' accept their objec- 
tives, share in their making, regard them as their own and are prepared 
to make the sacrifices necessary for implementing them.” Considerable 
thought is devoted to these aspects and methods and procedures are 
re\ised from time to time in the light of experience. It might be useful 
to explain briefly the main steps taken with these ends in view. 

The first stage is the formulation of the broad strategy and the basic 
objectives, including the aggregate and inter-sectoral financial allocations 
and the targets in terms of employment opportunities pro\ided and 
increase in per capita national income. For working these out, the Com- 
mission holds frequent discussions with Central and State Ministries, 
the Reserve Bank of India, the panel of economists and other advisory 
bodies already referred to, including the Consultative Committees of 
Parliament. Questions connected with resources for the plan — from 
current revenues, public loans, small savings, etc. — and the limits of 
deficit financing are examined with the Finance Ministries of the Union 
and States and the Reser\'e Bank of India. Proposals on all these issues 
are placed before the Union Cabinet and discussed at several meetings. 
They are also considered by the National Development Council. The 
decisions reached form the basis for preparing the plans. 

While these discussions are in progress, as the second stage in the pre- 
paration of plans, working groups are set up for different sectors of the 
economy — agriculture, education, health, industry, railways, etc. These 
consist of representatives of Ministries including technical officers and 
of the Pla nnin g Commission. In State subjects, working groups are set 
up in each State to work in close touch with the concerned Central group. 
These working groups indicate targets of production which can be 
achieved, with the technical and other resources available, irrespective 
of financial limitations — ^with specific projects, costs, etc. In the chapter 
on community' development, it .is explained how schemes for rural deve- 
lopment and Vi’elfare are built up from the village upwards, for being 
incorporated in the State working groups’ proposals. The programmes 
for industries in the public sector are initiated by the respective w'ings 
under the Ministries concerned. Those for the private sector are pre- 
pared by organized bodies representing individual industries. The Plan- 
ning Commission considers these proposals, in consultation with the 
development councils for the industries for ivhich these exist — ^these 
councils consist of representatives of the employees, labour and consu- 
mers and are set up under the Industries (Development Regulation) 
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Act, 1951— and with organized bodies of industries for which there are 
no such councils. Plans for industries in the public and private sectors 
are carefully co-ordinated. Plans for small scale and cottage industries 
are framed by State Governments and the autonomous bodies already 
referred to and are discussed with them before they arc finalized. For 
example, an informal all-party Parliamentary Committee was set up in 
December, 1958, to consider issues relating to the Third Five-Year Plan 
and advise on them. It comprised leaders of political parties in Parlia- 
ment, the Union Mimsters of Home, Finance, Planning and Community 
Development, and the Deputy Chairman of the Planning Commission. 
Papers relating to the Plan were placed before the Committee from time 
to time and its views formed part of the material considered for the draft 
outline. 

At the third stage, the financial and phyrical targets are brought together 
and a plan is prepared embodying priorities. For this, there arc frequent 
discussions with the Ministries and with the Federation of Industries and 
other representative organizations. The plan, as settled, is placed before 
the Cabinet and the National Development Council, in the form of a 
‘Draft Outline’. When approved, the ^ft is published for public criti- 
cism. It is also placed before commiitees— five in number-— of Members 
of Parliament of all parties, appointed Parliament to consider it: 

CbmDuttee ‘A* — Policy, resources and allocations. 

Committee ‘B’— Industry, power and transport. 

Committee ‘C— Agriculture and rural economy. 

Committee ‘D’ — Social services. 

Committee ‘E’ — Technical manpower and scientific research. 

The observations made by the members are explained carefully. 

At the fourth stage, detailed plans prepared by the Uruon Ministries 
and States arc discussed. These plans show the expenditure on schemes 
and projects to be canied over from the previous plan and new ones. 
The financial resources to be prorided by the States themselves and the 
quantum of Central assistance are also discussed. These discussions last 
several months. Efforts are made to ensure that the allocations to in- 
dividual States arc equitable and that special attention is given to back- 
ward regions and classes. The draft outline, revised in the light of these 
discussions and such further material as might be available, is again 
placed before the National Development Council for approval. 

At the fifth stage, the preparation of the detailed report is taken in hand. 
Every chapter is sent in draft to the Ministries and edited. When con^’ 
plcted, the report is placed before the Oibinct and the National Devefof? 
ment Council. Finally, the report is placed before Parliament and-' re-* 
solutions are moved in both Houses by the Prime Minister.^DisJUsslons 
in both the Houses last for several days and many members ‘take part 
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in them. Similarly, the plans for the States are discussed in local legisla- 
tures. The plans become effective after they are approved of in Parlia- 
ment and the State legislatures. 

Discussions take place in Parliament and State Assemblies at practically 
all the sessions on subjects connected with the plans — ^progress in im- 
plementation; working of important projects included in plans — ^irriga- 
tion, power, industrial and transport undertakings, price levels, etc. 
During the budget sessions in Parliament and State Assemblies, the 
working of the plan in the Union and the States is systematically reviewed 
as the annual plans form part of the budgets in the Union and the States. 
The reports of the Estimates Committees and Public Accounts Committees 
of the Parliament and State legislatures devote much attention to the 
working of the plans in individual sectors of the economy and these arc 
discussed at considerable length. In these and other ways, interest in the 
plans is always maintained at a high level. The Planning Commission 
publishes periodical progress reports on the working of the plan. It 
published six such reports for the First Plan and five for the Second in- 
cluding a special appraisal report in May, 1958. These reports are in- 
variably discussed in Parliament and in State legislatures. 

Planning in India thus represents a great co-operative effort. Many 
agencies participate in the formulation of a plan at all stages. When the 
broad social aims and strategies of the plan and the allocations of financial 
resources among the sectors of the economy ha\’e been approved by the 
Cabinet and the National Development Council, detailed projects and pro- 
grammes are prepared by technical and other officers of the Union Minis- 
tries and State Governments w'ho are entrusted with the duty of imple- 
menting them. Similarly, the plans in the private sector are worked out 
with the co-operation of organized representatives of industries. Targets 
are fixed for industries as a whole. The distribution of the targets among 
the units is made on definite criteria and the units are free to carry out 
their expansion programmes in accordance with the laws and regulations 
applicable to all industries. In the distribution of resources available 
among detailed heads, projects and programmes. Union Ministries and 
State Governments naturally have much discretion; the Planning Com- 
mission co-ordinates their decisions in order to ensure that the Central 
and State programmes fit into one another. A national plan accepted 
by Parliament thus emerges with defined social and economic objectives 
and provides for a rate of growth which is thought necessary' in the 
national interests. In the implementation of the plan, the Union and State 
Governments function in the respective spheres assigned to them in the 
Constitution. 

Priorities and Patterns of Development: When the First Five-Year Plan 
was published, a long-term objective was placed before the nation. This 
was slightly revised in 1956 and accepted by Parliament. The objective is 
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the doubling by 1975-76 of the per capita national income as it stood 
in 1956 (approximately Rs. 280 in 1956 to about Rs. 550 before 1976 at 
1952-53 prices). After the Census ofl961, forecasts of population growth 
showed net annual increases larger than in the estimates of 1956, as the 
result of an appreciable reduction in death rates. 


Population in (millions) 



1961 

1966 

1971 

1976 

1956 estimates 

408 

434 

465 

500 

1961 estimates 

43S 

492 

555 

626 


It has been decided that the nation should make the increased efforts 
needed to achieve the per capita rate of growth envisaged in 1956. This 
means a cumulative annual increase of 6 per cent in the years 1961 to 
1976. The difficulties involved are understood; but there is absence of a 
sense of urgency in the nation — a conviction that, in modern conditions, 
even this rate of growth may not provide the minimum social and 
economic base leqvuted for the efficient working of democratic instittt- 
tions. 

In India’s plans, the sectors of the economy are grouped under the 
following heads: 

(i) Agriculture and coounuoity development (including minor 
irrigation). 

(ii) Irrigation projects— multi-purpose, major and medium. 

(iii) Power— hydro-electric and thermal. 

(iv) Industries and nunerals— heavy and producer goods industries, 
large-scale organized consumer goods industries, small-scale 
industries, and cottage industries. 

(v) Transport and communications — railways, ports, roads, etc. 

(vi) Social services — education, health, relief and rehabilita- 
tion, etc. 

It might be useful to describe the patterns of growth evolved in the ten 
years covered by the First and Second Plans. 

The basic aim of all planning is the improvement of the quality of life 
of men and women. In the plans, therefore, Wgh priority is assigned to 
education — expansion of facilities at all levels to the maximum limit 
possible. Special Importance was attached to the completion in the Third 
and Fourth Plans of the programme for free and compulsory educaUon 
for boys and girls of the age group 6-14. Similarly, health plans-^ike 
those for eradication of malaria, provision of wholesome drinking water 
supplies, etc. — have high priority. From the outset, the Government of 
India accepted the need for family planning. In all the plans, there are 
financial allocations for assisting voluntary workers to carry on propa- 
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ganda and for government and other clinics to offer facilities to those 
who seek them. 

High priority is assigned to increased agricultural production by scienti- 
fic utilization of land and w’ater resources and the spread of the commu- 
nity development movement. It is recognized that ‘an agricultural re- 
volution — ^marked rise in productivity per worker in agriculture — ^is a 
pre-condition of the industrial revolution.’ Before planning commenced, 
multi-purpose projects and large and medium irrigation projects had been 
started in several States. These were included in the plan. Later, more 
such projects were added. Provision is also made for research in agri- 
culture in the wdest sense, animal husbandry and allied fields, and for 
teaching institutions. The community development movement, which 
proHdes a centrally-aided extension service for establishing contact with 
all families in the countr>'side, was steadily expanded to cover the entire 
country by 1963. In these sectors, the aim is to see that finance is made 
available for all useful schemes that can be carried out and to enlist for 
them the Viidest possible measure of public participation. 

Power production is also given priority. At the end of the Second 
Plan, the total power generated was divided almost equally between hydro- 
electric and thermal power. The Third Plan target was 12.7 million kw. 
against 5.7 million kw. in 1960-61 and 3.4 in 1955-56. 

Coming to industries and minerals, the Second Five-Year Plan sought 
to initiate the process of decisive transformation which Rostow 
calls the “take off”, “when the economy, and the society of which it is a 
part, transform themselves in such ways that economic growth sub- 
sequently is more or less automatic”. The industrial policy resolution 
of 1956 defined the roles of the public and private sector in industries. 
The resolution is worked in a flexible manner. The aim is that both sec- 
tors should work together, developing to the maximum extent possible. 
The First Five-Year Plan had included projects for additional produc- 
tion of iron and steel in the public and private sectors and for a plant for 
heavy electrical equipment. These were not started in the First Plan period 
and were carried over to the Second Plan. After a surv'ey conducted in 
1954, a target of six million tons of ingot (4i millions of finished steel) 
was fixed for the Second Plan with coal, managanese and other targets to 
match. Among non-ferrous metals the production of aluminium for 
which raw materials are available had an important place. There were 
also allocations for a heavj' machine building industry — a plant for heavj' 
el^trical machinery and plants for other machinerj' for which demand 
existed in the country. Provision was also made for heavy chemical and 
drug projects, after a suiv'ey of internal needs. India is advantageously 
plared for the production of iron, as it has high grade iron-ore, coking 
co^ and other raw materials available in close proximity in certain re^ons, 
and manufacturing costs can be lower than in many other countries. 
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In the course of the Second Five-Year Plan, explorations showed the 
existence of peotrokum reserves. The establishment of refineries and ex- 
ploration in further areas were, therefore, accorded high priority. At the 
same time, the organized consumer goods industries had to be expanded 
to meet growing demands. These are almost entirely in the private sector. 
Investments in such industries increased steadily from plan to plan 
(Rs. 325 crorcs in First Plan, Rs. 850 crores in the Second and Rs. 1,056 
crorcs in the Third). For planning and setting up heavy industries and those 
requiring modem technology, agreements for collaboration with foreign 
interests have been concluded; these provide foreign credit for purchase 
of equipment and machinery and expert technical assistance and training 
facilities for local staffs in India as well as outside. To give examples, 
the three steel plants in the public sector have such agreements with the 
U.S.S.R., West Germany and Britain; the heavy machine building pro- 
ject at Ranchi with the U.S.S.R., and the heavy electrical plant at Bhopal 
with British interests. There is foreign collaboration in oil exploration 
and for setting up of oil refineries. Technical collaboration agree- 
ments with foreign interests are encouraged for private sector projects 
as well. 

From the point of view of employment, much importance is attached 
to small-scale and cottage industries. Special organizations have been 
evolved for assisting the growth of small-scale industries, (i) There are 
service institutes and extension centres. in all States with technical per- 
sonnel advising on projects, giving training, etc. (ii) Industrial estates 
have been set up in which developed sites or buildings are made available 
with power and other facilities, (iij) The National Small Industries Cor- 
poration supplies machinery on hire-purchase, (iv) The State Bank of 
India has a special scheme for ^ving credit to small industries. Auto- 
nomous Boards have been set up — the Kbadi and Village Industries 
Commission; the All-India Handicrafts Board and the Handloom Board 
— which are doing good work in their respective spheres. The Hand- 
loom Board, for example, has brought about half the looms in the coun- 
try into co-operatives (10,414 co-operatives with 1.3 million looms em- 
ploying 1.6 million persons). 

This industrial paCCcoi was ccatiaued is the preparation of the Third 
and Fourth Plans with larger targets for iron and steel, petroleum ex- 
ploration and refining, and heavy machinery manufacture including 
electrical, to meet the growing needs of the country as ascertained by 
surveys. Obviously, the definite programmes to be undertaken from time 
to time will have to be formulated on the basis of the foreign aid and 
technical co-operation available. PreUminary arrangements including 
training programmes have, however, to be organized with this broad 
objective in view. The provision under railways and ports is related to the 
volume of traflic to be handled and is increased steadily from year to year. 
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ni. The Five-Year Plans 

The First Plan : The First Five-Year Plan had the following aims in 
view: 

(i) to restore the economy which had run down as a result of the war; 
to resist the inflationary pressures that were prevalent; to build up 
the transport sj'stera; and to ease the food and raw materials 
position; 

(ii) to formulate and execute programmes of development which would 
be substantial in themselves while laying the foundation for larger 
eSbrts in the coming years; 

(iii) to initiate measures of social justice on a wide scale, thus taking 
the first steps in the direction of the pattern of society placed before 
the nation by the Constitution in the Directive Principles; 

(iv) to build up administrative and other organizations which would 
be equal to the large programmes of reconstruction to which the 
nation is committed. 

As there were inflationary pressures in the economy, the Planning Com- 
mission proceeded with caution in determining the size of the Plan. 
In the draft outline, the expenditure in the public sector was fixed at 
Rs. 1,793 crores which included deficit financing of the order of Rs. 290 
crores. In the course of the Plan, the size was increased from time to time 
as inflation was being checked. Ultimately, the allocations under the heads 
in the public sector were as follows: 



(Rs. crores) 

Agriculture and community development 

372 

Irrigation and flood control 

395 

Power 

266 . 

Industry and minerals 

179 

Transport and communications . . 

556 . 

Social services: education, health, housing and rehabilita- 
tion and miscellaneous 

588 

Total . . 

2,356 


Over and above this, were the credits — short, medium and long-term — 
to agriculture given through the Reser\'e Bank of India, which were 
Rs. 60 crores in June, 1956. These were outside the Plan. Investments in 
organized industries in the private sector amounted to nearly Rs. 325 
crores. 
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The table below shows the way in which the Plan in the public sector 
was expected to be financed and the way in which it was actually 
financed: 



(Rs. 

Expected 
in the 
Plan 

crores) 

Actuals 

Total expenditure in the public sector under the 


First Rve-Year Plan 

.. 2.186 

2,022 

Resources under various heads 

. . 1,286 

1,287 

A. Budgetary Resources . . 

769 

699 

Receipts from current revenues 

599 

S84 

Receipts from railways. . 

170 

115 

B. Other sources 

517 

588 

Loans from the public 

115 

201 

Small savings and unfunded debt . . 

270 

304 

Other debt heads 

132 

80 

Gap in resources 

900 

735 

External assistance 

300 

203 

Deficit financing 

600 

532 


As a result of the First Five-Year Plan, there was an increase of 18 per 
cent in the national income or on the average of 3 per cent every year 
and direct employment was provided for 4.5 million persons. It is esti- 
mated that, in this period, population increased at the rate of 1.5 per wnt 
a year. 

The Second Plan ; The size of the Second Plan was a subject to which 
much thought was given by the Planning Cooimission. It was first pro- 
posed that the public sector outlay might be of the order of Rs. 4,300 
crores. It was soon found, however, that as the needs to be met were 
large and the technical and administrative or^nizations at the disposal of 
the Central and State Governments were capable of executing programmes 
of larger magnitude, the aggregate size could be increased to Rs. 4.800 
crores. The increase was due largely tothc requirements of the development 
of heavy industries, including iron and steel production, addiu'onal coal 
production and the improvement of the railway system. The net invest- 
ment on the Second Plan was of the order of Rs. 6,100 crores— Rs. 3,800 
crores in the public sector and Rs. 2,300 crores in the private sector, pe 
‘current’ expenditure amounted to another Rs. 1,000 ciores- The aims 
of the Second Plan were formulated as follows : 
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(i) an increase of 5 per cent every year in the national income; 

(ii) provision of employment to about 10 million persons ; 

(iii) rapid industrialization with particular emphasis on the production 
of iron and steel and development of basic and heavy industries 
and on their co-ordination with a planned expansion of large- 
scale consumer goods and cottage and small-scale industries; 

(iv) reduction of inequalities in income and wealth and more even 
distribution of economic power, thus helping in the creation of a 
socialist pattern of society. 

It was expected that an industrial plan of the nature envisaged would 
cause strains and stresses in the economy, especially on the side of foreign 
exchange. Actually the situation in the initial years was less favourable 
than anticipated owing to the set back in agricultural production caused 
by adverse seasonal conditions in the rice-growing eastern regions, a 
rise in prices in countries in which orders were placed for machinery, 
and the short-term effects of the Suez crisis. 

It soon became clear that the financial resources required for comple- 
ting the Plan would be significantly higher than the total of Rs. 4,800 
crores envisaged initially. In May, 1958, therefore, the Planning Commis- 
sion made a reappraisal of the Plan taking into account the progress 
made until then and the likely trends and requirements for the remaining 
years of the Plan. This survey also included a review of the foreign ex- 
change resources already comnutted and likely to be available. The 
conclusion was reached that the expenditure in the public sector should 
be fixed at Rs. 4,500 crores. The private sector remained unaffected. 
Actually, the expenditure in the public sector came to Rs. 4,600 crores 
divided as follows: 


Agriculture and community development 

(Rs. crores) 
530 

Irrigation and flood control 

420 

Power 

445 

Industry and minerals 

900 

Village and small industries 

175 

Transport and communications . . 

1,300 

Social services: education, health, housing and rehabilita- 
tion and miscellaneous 

830 


4,600 


To this should be added credits — ^short, medium and long-term — ^given 
to agnculture through the Reserve Bank of India, which were Rs. 132 
crores m June, 1959, as against Rs. 60 crores in June, 1956. 
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The total investment in the private sector was as follows ; 


Agriculture and community dev-elopment 

(Rs. crores) 
675 

Power 

40 

Organized industry and minerals 

725 

Village and small industries 

225 

Transport and communications . . 

135 

Social services and miscellaneous 

1,000 

Inventories 

500 

Total 

. . 3,300 

The estimate of financial resources against the outlay of Rs. 4,800 crores 
and the actuals (Rs. 4,600 crores) was as follows: 


(Rs. crores) 

As expected According 
in the Plan to actuals 


Balance from current revenues excluding 
additional taxation 

350 

—50 

Contribution of Railways 

150 

150 

Loans from the public (net) 

700 

780 

Small savings (net) . . 

500 

400 

Provident funds (net) ^ 

Steel equalization fund; balance of mis-/ 
cellaneous capital receipts over non-plan j 
disbursements J 

250 

230 

Additional taxation 

(Tksrs wasa gap of Rs. 400 crores left to be 
covered by additional internal effort) 

450 

1,052 

Budgetary receipts corresponding to external 
assistance 

800 

1,090* 

Deficit financing 

1,200 

948 


4.800 

4,600 


•Includes investment of P.L. 480 funds in special securities. 
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There is no doubt that in the ten years covered by the First and Second 
Five-Year Plans the economy gained considerably in strength. The 
industrial base was broadened and a large and growing class of skilled 
technicians and industrial managers came into existence. On the other 
hand, there were also some disquieting features. There was an upw'ard 
trend in prices during the Second Plan period, though part of the rise was 
a corrective to an earlier decline. The index of wholesale prices (1952-53= 
100) rose from 98.1 in 1956 to 127.5 in 1961; food articles from 91.8 in 
1956 to 117.6 in 1961 (cereals and pulses, how'ever, w'ere 100 and 93 in 
1961); and industrial raw materials from 109.4 in 1956 to 159.1 in 1961. 
Also agricultural production lagged behind owing partly to adminis- 
trative and technical short-comings, especially cotton (5.4 million bales 
as against 6.5), jute (4 million bales as against 5.5) and oilseeds (6.5 
million tons as against 7.6). Further, exports were more or less 
stagnant; the annual average in the period of the Second Plan being 
Rs. 614 crores as against an annual average of Rs. 609 crores in the 
First Plan. 

The deficit in the balance of payments over the First Plan period was 
Rs. 318 crores. This was financed by external assistance of Rs. 196 crores 
and the running down of foreign exchange resen'es by Rs. 122 crores. 
For the Second Plan period, the balance of pajTnents deficit was about 
Rs. 2,100 crores. This was met by external assistance, including P.L. 480, 
of Rs. 1,410 crores, using the foreign exchange reseiwes for Rs. 600 crores 
and drawings from the I.M.F., the net amount being Rs. 55 crores. 
The total foreign assistance authorized during the Second Plan period 
came to Rs. 2,450 crores, including P.L. 480 to the extent of Rs. 545 
crores. 

The national income and per capita income in the years covered by the 
Second Plan is shown below': 


Year 

Financial 

National income at 
1948-49 prices 
(Rs. 100 crores) 

Per capita income in 
Rs. (1948-49 prices) 
based on 1941, 1951 
and 1961 census figures 

1950-51 

88.5 

247.5 

1955-56 

104.8 

267.8 

1956-57 

110.0 

275.6 

1957-58 

108.9 

267.4 

1959-60 

118.6 

279.2 

1960-61 

127.3 

293.2 
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The rise in national income in real terms during the Second Plan period 
was 21.5 per cent as against 18.4 per cent in the First Plan period. The 
Planning Commission calculated that in the course of the Second Plan, 
emplo^ent opportunitcs created amounted to about 8 millions of which 
6.5 millions were outside agricultuK. The backlog of employment at 
the end of the Second Plan was estimated at 9 millions. The details of these 
“admittedly rough” estimates can be seen in chapter X of the Third Plan 
report. The report adds that “in addition, underemployment in the 
sense of those who have some work but arc willing to take up additional 
work cannot be precisely estimated, but is believed to be of the order of 
15-18 millions.” 

The Third Plan ; The Third Five-Year Plan represented a crucial stage 
in the fulfilment of India’s social and economic objectives. Taking into 
account the experience of the first two plans, the Third Plan was for- 
mulated with the following aims: 

O') to secure a rise in national income of 5 to 6 per cent per 
annum, the pattern of investment being designed so as to 
sustain that rate of growth during subsequent plan periods; 

(ii) to achieve self-sufficiency in foodgrains and increased agricul- 
tural production to meet the needs of the growing population 
and also the requirements of industry and of exports; 

(iii) to expand basic industries like steel, fuel and power, and che- 
mical industries and also establish machine building capacity, 
so that the requirements of further induslrialjEalion could be 
met within a period of 10 years or thereabouts largely from the 
country’s own resources; 

(iv) to utilize to the fullest possible extent the manpower 
resources of the country and ensure a substantial expansion in 
employment opportunities; and 

(v) to establish progressively greater equality of opportunity and 
to bring about reduction in disparities in income and wealth 
and a more even distribution of economic power. 

As already stated, revised forecasts of population on the basis of 
preliminary census figures showed figures of 438 millions in 1961 and 
492 in 1966, The doubling of the per capita income before 1975-76 which 
is the objective of India's plans has, therefore, to be achieved under less 
favourable conditions. 

The National Development Council fixed the aggregate financial out- 
lay for the Hurd Plan at Rs. 7,500 crores for the public sector and 
Rs. 4,100 crores for the private sector distributed as follows: 
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Public Sector 

Private 
Sector 
invest- 
ment . 

Total 

invest- 

ment 


Plan 

outlay 

Current 

outlay 

Invest- 

ment 

Agriculture, minor irriga- 
tion and community develop- 

ment 

1,068 

408 

660 

800 

1,460 

Major and medium irrigation 

650 

— 

650 



650 

Power 

1,012 

— 

1,012 

50 

1,062 

Village and small industries 

264 

114 

150 

275 

425 

Industry and minerals 

1,520 

— 

1,520 

1,050 

2,570 

Transport and communica- 

tions 

1,486 

— 

1,486 

250 

1,736 

Social services and miscel- 

laneous 

1,300 

678 

622 

1,075 

1,697 

Inventories 

200 

— 

200 

600 

800 

Total . . 

7,500 

1,200 

6,300 

4,100 

10,400 


To this should be added credits — short, medium and long-term — 
given to agriculture through the Reserve Bank of India. It was estimated 
that these would rise to about Rs. 390 crores by the end of the Third 
Plan. The level of investment, public and private, was expected to rise 
from about Rs. 1,600 crores in 1960-61 to Rs. 2,600 crores in 1965-66. 
In the public sector alone, the corresponding investment figures were 
Rs. 800 crores and Rs. 1 ,700 crores respectively. 

The tentative estimate of financial resources against the estimates 
outlay of Rs. 7,500 crores in the public sector was as follows: 


item 

Balance from current revenue (excluding additional taxatio 
Contributions of Railways 
Surpluses of other public enterprises 
Loans from the public (net) 

Small savings (net) 

Provident funds (net) . . ” 

Steel equalization fund (net) 

over no„-pl 

Total of above items .. .. 3040 

eme*S 

Budgetary receipts corresponding to external assistance 
Deficit financing 


Rs. crores 
550 • 
100 
450 
800 
600 
265 
105 

170 


1,710 

2,200 

550 
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The Jeveis of inveslmenl j’n the private scrtor nere later sJighliy revised 


as follows: 

Group 

Rs. crores 

Agriculture including irrigation 

850 

Power 

50 

Transport . . 

250 

Village and small industries 

325 

Large and medium industries and minerals 

1,100 

Housing and other construction 

1,125 

Inventories . . 

600 

Total 

4,300 


The pattern of development in the Third Plan followed the pattern of 
the Second Plan with higher rates of investment and larger targets. 

The Cost of the programmes included in the public sector was estimated 
at Rs. B,300 crores, as against the total outlay of Rs. 7,500- The greater 
part of the gap related to Central Government's schemes. Their total 
cost MTis Rs. 4,076 crores, the actual financial provision being Rs. 3,600 
crores. In addition, supplementary items were mentioned in the Plan, 
notably programmes for creating additional employment opportunities, 
for which no financial provision was made. 

The foreign aid needed for the Third Plan was estimated at Rs. 2,600 
crores, exclusive of P.L. 480 imports. (Under P.L. 480 agreements 
entered into with the U.S.A. foodgrains valued at about Rs. 600 crores 
were to be imported during the plan period). This estimate was made 
on the basis that annual exports during the years covered by the Plan 
would amount, on an average, to Rs. 740 crores, i.e., aggregate export 
of Rs. 3,700 crores for the five years of the plan. The need for concerted 
efforts for expanding was emp^sized in the Third Five-Year Plan report, 
which also made specific proposals for the purpose, based on sp^al 
studies undertaken in consultation with the Ministries and representatives 
of organized industries. . -j , , 

It was estimated that the plan programmes will provide employment 
opportunities for about 14 million persons during the Third Plan; the 
addition to the labour force could have been of the order of 17 millions 
about a third of the increase being in urban areas. In the result, there- 
fore. leaving aside the earlier bacUog of unemployment, additional 
employment opportunities were required for 3 million persons. For 
this purpose, a special rural works programme for ^vmg employment to 
2.5 million persons, on an average of 100 days in the year, was 
and financial allocations made for carrying it out. It was also ex^rt 
that the impetus given to small-scale, cottage and other industries by 
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extending electricity to small towns would add to the employment poten- 
tial of the plan. 

It was expected that over the Third Plan period, the national income 
would increase by about 30 per cent. But because of two wars on 
India’s borders in 1962 and 1965 and failure of monsoons, the Third 
Plan ended wth the actual achievement being only half this target i.e. 
15.5 per cent. The increase in population reduced the rate of increase 
in per capita income (in real terms) to 2.8 per cent for the entire plan 
period. 

The difficulties encountered in the implementation of the Tliird Plan 
and the inadequate rate of growth in the economy, delayed the start of 
the Fourth Plan for three years until March, 1969. The interval was 
covered by three annual plans in which the level of investment was stabi- 
lized at the level of the last year of the Third Plan, to continue or complete 
the w'ork on projects under construction and to consolidate the economy 
before expanding investment further. This limited objective of economic 
policy during the three year period was largely achieved by 1969, The 
recovery in agricultural production in 1967-68, marking the beginning of 
the “green revolution”, and gradual re%Tval of industry after a period 
of recession imparted considerable strength to the Indian economy and 
helped to acliieve a fair degree of stability in the price level, which en- 
couraged increased efforts to mobilize additional resources and step up 
outlays under the Fourth Plan. 


IV- Other Functions of the Commission 

histitutional Changes: Social Change. Reference has been made to insti- 
tutional and other changes necessary for promoting large scale social 
and economic growth. It might be useful to mention the main changes 
briefly; these are dealt with in greater detail elsewffiere. 

The changes in the rural sector brought about by the land reforms 
laws and the panchayat and co-operative organizations are described 
in the chapters relating to these subjects. A new pattern of rural society 
is being evolved, with changes in attitudes and outlooks. 

There have been reforms in the field of banking and life insurance to 
make them efficient instruments for planning. The Reserve Bank of India 
has been nationalized. Similarly, “The Imperial Bank of India” and its 
subsidiaries have been nationalized and reconstituted as “The State 
Bank of India” with units in States. With the nationalization of 14 major 
banks in July, 1969, nearly 83 per cent of the Indian banking has come 
under the public sector. Also, life insurance has been made a State 
monopoly under the Life Insurance Corporation of India. These new 
institutions have broad social objectives. The Reserve Bank of India, 
among other programmes, is supporting rural credit on an impressive 
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scale. The State Bank of India has a large programme for opening 
branches in order to spread the banking habit. During the five years 
1955-60, it opened 400 new branches. It has also initiated schemes 
for financing small-scale industries. Sinularly, the Life Insurance Cor- 
poration is spreading the habit of insurance in new areas and its invest- 
ment policy is guided by the priorities in the plans. 

To ensure that the private sector industries subserve the wider social 
purposes envisaged in the Constitution, the Industries (Regulation and 
Control) Act of 1951 was passed. Linder it, development councils 
were set up to promote eflicicni working. There is provision in this law 
for manageroent being taken over on spedfied grounds. A system of 
licensing of industries has been introduced to direct investment in 
accordance with plans. Mention should be made of the measures taken 
for improving conditions of labour; labour laws have been enacted 
including one for fixing minimum wages in agriculture; the setting up of 
bipartite machinery for adjusting dilterenccs; and laws providing for 
provident funds and reirenchemet benefits. Lastly, there are special 
programmes included in all the plans for the welfare of backward classes 
and tribal areas and for colonization of agricultural labour. The 
social and economic changes iniUated in these ways arc gaining in 


momentum. 

Administration: Research and Evaluatiou. From 195! onwards, special 
studies have been made of questions relating to administration ^ 
all levels and the necessary reforms introduced. Mention ^ 
made of the special reports submitted by A. D. Gorwala (I951J. 
Paul Appleby (1953 and 1956). and V. T. Krishnamachan (Augmt. 
1962). The steps taken for improvement may be groups under 
the following heads: (i) the expansion of the cadres of adn^straUve 
and technical services and changes in traming schemes and institution 
of refresher courses in India and abroad m order to meet the wquiremcnU 
of the plans; (ii) continuous ‘audit’ of efficiency through Organiza^ 
and Methods divisions, vigilance units, etc; (Ui) creation of new semas 
required for planning and for industrial and other projects m the p 
sector like the Economic (Advisoor) Service, the StatisUcal Senaw. the 
Industrial Management Service, etc; (iv) creation of new ^-India 
Services in important fields of acUvity-Engineermg. Forest, Meto 
and Public Health-which, under the Constitution arc S^e subj^. 
The district administration, which holds a key position, has^n changed 
radically under the community development programme. Much th^gfU 
is also devoted to such subjects as co-ordmau^on of inter conne«ed 
activities in the Ministries, relations between Cabinets 


i, entrusted lo the Research Prograrata^ ‘^rl“from'“tlie 
: set up in 1953. It has 30 to 35 expert members drarvn from the 
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fields of economics, sociology, political science and public administra- 
tion. The committee meets twice a year. It has a Standing Committee 
and Regional Committees which meet oflf and on. The functions of the 
committee are to select subjects for research, invite schemes from un- 
iversities and research institutes and scrutinize and approve them. The 
committee also guides research on the technical side — suggests standard 
concepts and definitions, illustrative schedules, etc. Upto the end of 
1961, about 90 studies had been sanctioned on such subjects as social 
and economic effects of land reforms legislation in different regions: 
economics of farm management; social and economic problems of rapid 
urbanization; direct and indirect benefits of irrigation; resources for 
development — ^rural incomes and savings, mobilization of small savings, 
etc. Many of these studies have been completed and the reports pub- 
lished. 

Two bodies have been set up for evaluation. The first is the Pro- 
gramme Evaluation Organization. This was set up in 1952 as part of 
the community development movement for making objective assess- 
ments of its impact on the economic and social life in rural areas. It 
has an economist at its head, with an advisory body of economists and 
sociologists. Though it is attached to the Planning Comim’ssion, the 
organization is autonomous. It is entitled to form and publish its own 
conclusion on the basis of studies conducted on the spot through its 
regional staff. The studies cover a wide range of subjects — the impact 
of specific programmes on rural life; acceptance of improved agricultural 
practices by farmers; progress of cottage industries; organizational 
aspects, etc. There are also studies of the working of panchayats and 
co-operatives at all levels. In all these studies, attempts are made to 
assess the extent to which the movement is achieving its main objectives — 
the development of self-reliance and community feeling among the people; 
their active participation in common programmes; and the measure in 
which its benefits reach the weaker sections of the comm uni ty. The 
reports of the organization are considered at the annual conferences of 
Development Commissioners. The reports arouse wide interest and arc 
discussed in Parliament and legislative assemblies and in the press. 

The second is the Committee on Plan Projects which was set up in 
1956. This committee consists of the Union Mim'ster of Home Affairs 
as chairman and the Union Minister of Finance and Planning and the 
deputy chairman of the Planning Commission as members. When 
particular projects are taken up for investigation, the Union Minister 
concerned and two • Chief Ministers of States are co-opted. The 
committee organizes investigations, including inspection of important 
projects or classes of projects through specially selected teams of experts 
recruited in the country and from outside, with the object of suggesting 
ways of securing maximum efficiency and economy in planning and execu- 
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tion. The teams make recommendations which are of general applica- 
bility. Investigations on th«e lines ha^e been made in regard to; (i) buil- 
dings — multi storeyed office buildings, factory and residential buildings 
and for technical institutions and colleges; fii) urban water suppJv 
schemes, etc; (iii) major irrigation projects; (iv) minor irrigation projects; 
(v) road transport schemes in Slates; (vi) groups of industrial undertakings 
in the public sector, etc. Other investigations arc in progress. In all 
cases, reports of teams are considered by the Committee and steps are 
taken through the Union and State Ministries concerned to ghe effect 
to the recommendations. 


Appraisal and Prospects 

The period of the Third Fisc-Vear Plan has been a period of slow- 
economic growth. The annual rate of increase in national income svas 
only 3 per cent against the 5 per cent increase envisaged. This short- 
fall is due to a setback in agricultural production owing to bad seasons 
and to a slowing down in the rate of growth in iroportani industries. 
Then, there was also the serious threat to national security and the conti- 
nuing emergency the nation has to face. All development is inextricably 
linked up with national security, as the organization of defence in modem 
times needs a broad based agricultural and industrial foundation. The- 
National Development Council which met in November, 1962, viewed 
the plan from this angle and readapted it so as to meet the urgent require- 
menrs. * The 'aanexure' sbou-s the progress made in important sectors- 
of the economy during the three plan periods. The conclusion that 
emerges is that a great national effort should be made to obtain, through 
highly increased administrative and technical effidcncy, the best returns 
possible from investments that have been already made and that will be- 
made from time to time on irrigation, power, industrial projects in the 
public and private sectors, transport systems, etc. The aim should be- 
to secure the largest production possible as well as raise the maximum 
resources for investment in future development programmes. This 
means hard and sustained internal efforts in coming yean. Much will 
also depend Qti the availability of foreign aid in suitable forms and the- 
building up of export markets to the level of the targets envisaged in 
the plan. The realization of the objective of doubling by 1975-76 the 
per capita national income as it stood in 1955-56 has now become much 
more important than ever before. This means an annual cumulative 
rale of grow-th of a minimum of 7 per cent in the coming years. The 
nation has to meet this challenge unitedly and in a spirit of deter- 
mination. 
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Passenger cars '] 

Commercial vehicles )■ Thousand numbers 16.5 23.3 ''‘225 333 ’* 

Jeeps and station wagons J 5,5 






(ii) Comimiiiicalions 

Post olllccs Thousand numbers 36 55 77 97 128 

Telegraph oUlecs Thousand numbers 3.6 5.1 6.5 8.8 9.0 

Number of telephones Thousand numbers 168 280 463 858 1,618 



CHAPTER II 


SURVEY OF NATURAL RESOURCES 


Natural resources are natural materials or natural phenomena which 
man utilizes for economic activity. Agricultural land, forests, minerals, 
falling water, an estuary which contains a harbour and the climate and 
landscape of a resort town arc among the natural resources of a country. 
The concept of natural resources is culture-bound: what does or does not 
constitute a natural resource, and the relative importance of different 
natural resources depend upon such cultural factors as the state of techno- 
logy, the nature of demand, prices and socio-economic institutions. In 
India, while very small numbers of primitive shifting cultivators can 
obtain only a precarious living from vast areas of forest, large population 
of settled cultivators live next to them on small areas but at much higher 
levels of living. The advance from hunting and food gathering or 
primitive, shifting cultivation to settled agriculture is accompanied by an 
enormous increase in the efficiency of resource use and in the range of 
natural materials used. Similar changes take place with industrializa- 
tion. Use of minerals or inanimate energy sources, which is very limited 
among agricultural peoples, is of central importance in the developed 
industrial countries. Per capita consumption of natural materials is much 
higher in these countries than in the under-developed countries which are 
predominantly agricultural or pastoral. The U.S.A. with only 6% of the 
world’s population is estimated to account for more than half of the 
total annual world consumption of natural materials. 

Efficiency of resource use is also much higher in the developed countries 
than in the under-developed countries: this is reflected in the higher 
productivity of agricultural land and of labour employed in natural 
resource exploitation activities in the former. An indication of the 
higher productivity of agricultural land is given by the data on yields of 
wheat and rice in selected developed and under-developed countries 
(Tabic I). Crop yields have been increasing in the developed countries 
for a centuiy or more as a result of improvements in techniques and 
management practices, especially use of improved, higher-yielding seeds, 
chemical fertilizers and pesticides. Yields per acre of wheat increas'ed 
by 50% in Denmark between 1885-89 and 1949-51; similar increases 
took place in the other West European countries. A single technologi- 
cal advance, such as development of hybrid com (maize), increased 
average yield of the crop in the U.S.A. by nearly 50% within a decade— 
from an average of 23.3 bushels per acre during 1931-35 to an average of 
33.1 bushels during 194M5. Further improvements in seed varieties, 
intensive use of chemical fertilizers, pesticides and other modem inputs 
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and improvements in farm management practices had raised yields pro- 
gressively to 89.3 bushels per acre by 1969. Similar increases in crop 
yields with application of modern technology are now taking place in the 
under-developed countries. Yields of most crops have risen slowly in 
India during the last 15 years (Table 2). The yield of rice increased from 
874 kg. per hectare in 1955-56 to an average of 1,054 kg. per hectare dur- 
ing 1967-69. The increase was greater in the case of wheat, from 708 kg. 
to 1,137 kg. in the same period, because the new, high-yielding varieties, 
introduced since 1966, have proved very successful in the wheat growing 
areas of northern India. 

Differences in labour productivity in the natural resources sectors of 
the developed and the under-developed countries are much greater than 
differences in productivity of land ; average productivity per agricultural 
worker, as measured by value of output, is nearly 34 times greater in 
the U.S.A. than in India. 

Technological Advance: Besides raising productivity of land and 
labour used in the natural resource sectors, technological advance has 
been responsible, especially in recent years, for (i) development of syn- 
thetic substitutes for natural materials, ranging from metals to fibres, and 
(ii) an enormous increase in the spatial range of exploitation of natural 
resources. The most notable example of the latter is provided by exten- 
sion of exploitation of oil and natural gas resources to the oSshore areas. 
Ofishore production of both has increased rapidly during the last decade 
and the recent discoveries in a number of regions, from the N orth Sea 
and the Mediterranean to various parts of the Western Pacific, especially 
the South China Sea, indicate that significant proportions of the world 
output of oil and natural gas will come in future from offshore sources. 
Exploitation has been confined so far to shallow, continental shelf areas; 
but the technology is advanced enough for development of resources 
located at p’eater depths. The sea floors may become important sources 
of other minerals also in the not so distant future. 

Tectaological advance is often trigerred off by shortages resulting 
rom interruption of supplies, as during a war, or from progressive 
ep etion of supply sources. Development of synthetic rubber, nitro- 
geneous fertilizers and fibres like nylon have all resulted from war-time 
s ortages of natural materials. Exploitation of offshore petroleum sources 
IS a response to progressive depletion of on-shore oil-fields in major pro- 
u(nng countries, such as the U.S.A., and the failure of new discoveries 
to keep pace with the rapid growth of demand— 7 to 8% a year during 

e post \yar period. On the other hand, there are innumerable e.xam- 
ples of mineral deposits ceasing to be worked or crops or other natural 
products not being produced because of discovery of new, richer deposits, 
or a\ai a ihty of better or cheaper substitutes. The coal industries of 
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the U.S.A. and Western Europe have been depressed during most of the 
post-war period because of progressive inaease in the proportion of 
energy derived from oil and natural gas in these countries. Cultivation 
of indigo stopped in India after the development of aniline dyes. 
Abundance or scarcity of natural resonrees are relative terms which 
describe the demand-supply relationship. The latter depends in turn, on 
such factors as the size of the population and its level ofUviDg(demand) 
and the levels of technology and organization (supply). The expression, 
‘high pressure of population’ on land, used so frequently for India, merely 
indicates that at the present leN’ds of technology and organization, agri- 
culture does not provide to the population of the country, food and other 
agricultural products, commensurate with its demands. A significant 
change in any one of the variables will change the relationship. Thus, 
the recent success of the high-yielding varieties of cereals (change in 
technology) has not merely relieved food shortage but has also changed 
the long-term outlook for increasing the food output to meet the increases 
in demand resulting from growth of population and rise in per capita 
consumption with increase in income. Accordingly, the natural re- 
sources of India have been viewed here in relation to the size of the popu- 
lation (547 million in 1971); its rate of growth (2.3% a year during the 
1960’s): the present levels of production and consumption of primary 
products, and projections of these to 1980-81, contained in the Fourth 
Five Year Plan. 

Natural Resources in the Indian Econumy: As in most other under- 
developed countries, most of the population of India is dependent upon 
agriculture and other primary activities which consist in direct exploita- 
tion of natural resources. Nearly three-fourths of the labour force is 
engaged in primary activities, with 70% in agriculture alone. Agriculture 
contributes about half of the gross national product; forestry and mining 
contribute about I % each, and fishing accounts for labout 0.5 %. But 
in contrast to most other under-developed countries in which primary 
products are the major source of export revenues, India is a net importer 
of these products. In 1968-69, the value of agricultural and mineral 
imports was nearly 50 % higher than that of exports (Table 3). Further- 
more, according to current projections, the values of agricultural and 
mineral exports and imports will just balance by 1980-81, despite rapid 
expansion of the exports and sloppa^ during the IffTO's, of imparts of 
foodgrains. As the following survey indicates, the natural resources of 
India are varied and provide an adequate basis for building a diversified 
modern economy. But they are not of such magnitude that exports of 
primary products could finance economic deveiopment in a s/gn/ffcant 
way. The high pressure of population on land limits prospecu of 
exports of agricultural products and defideocies of petroleum and meullic 
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and non-metallic minerals have necessitated sharply rising imports of 
these with industrial development 

Knowledge of Natural Resources: Knowledge of natural resources is 
much better in the case of India than in most under-developed countries. 
Basic resource survey agencies have been in existence for a century or 
more and systematic surveys and investigations of resources have been 
undertaken by them. The Trigonometric Survey of India was started 
in 1802, although the beginning of the Survey of India goes back further 
to the Survey of Bengal by James Rennel in 1767. During the 19th 
century, the Survey of India covered the entire country and several 
adjacent countries with topographic maps. The maps were periodically 
revised, but the work fell into arrears during World War II and the post- 
Independence period, because of other urgent demands on the resources 
of the Survey. Cadastral surveys formed an integral part of the system of 
land revenue administration which was established by the British. ILarge 
scale maps were prepared for all ‘settled’ villages in all the British pro- 
vinces and in a number of princely states. In addition, detailed data on 
topography, climate, soils, drainage and the local social and economic 
conditions were collected during the periodic ‘settlement and survey’ 
operations that were undertaken in all areas of ‘temporary settlement' 
(of land revenue) and were incorporated in the Settlement Reports and in 
the records maintained by the Land Revenue Department. These reports 
and records have few equals in the world for the wealth of local data that 
they contain. The field-by-field inspection, conducted, by the village 
accountant (known as patwari in North India, talati in Maharashtra and 
by other local terms in other regions) during every crop season, still forms 
the basis of data on land utilization and crop production. Surveys of 
forests were undertaken similarly as part of the system of forest adminis- 
tration. Forest areas were mapped and detailed information on forest 
types, nature and density of vegetal cover, species of-plants and wild life, 
which is of great scientific value, was collected. The Geological Survey 
of India, estabhshed in 1848, had prepared the first geological map of 
India as early as 1877. The map was revised in 1911 and again in 1933. 
Systematic geological mapping had been completed for one-fourth of the 
area of India by the time of Independence and smaller scale maps had been 
prepared for another one-eighth. Important mineral-bearing areas, such 
as coal-fields, had been surveyed in greater detail. 

Besides surveys by the established survey agencies, valuable work on 
assessment of spedfic natural resources was done by various commissions 
and committees that were set up from time to time. The Irrigation 
Commission and the Electricity Commission made in the early j'ears of 
this century detailed estimates of the irrigation and hydro-electric poten- 
tials respectively. Perhaps the principal deficiency in the pre-Indeoen- 
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dencc system of surveys was in respect of survey of soils. 'Systematic 
soil surveys were undertaken only for smaU areas, mainly areas of irriga- 
tion projects, in which they were needed for crop planning or correction 
of Soil defects such as salinity or alkalinity. For the remaining agri- 
cultural areas, general qualitative descriptions of soils were contained in 
the Settlement Reports. They were useful for administrative purposes, 
but did not have systematic data on fertility characteristics or chemical 
composition of soils. Moreover, since a scientific scheme of classifica- 
tion of soils was not evolved, the descriptive data had limited value for a 
systematic survey of soils. 

Work on mapping and surveys of natural resources has been expanded 
greatly under the five-year plans. The older survey agencies, such as the 
Survey of India and the Geological Survey, have been expanded in order 
to enable them to undertake ' • •■■■ 

agencies have been created to . • • - ■ . • 

fields which had not been covet : - ' • *. 

has had to undertake, in addition to its normal work of revision of topo- 
graphic maps, topographic surveys in areas of various irrigation and other 
projects to provide base maps for them, has been greatly expanded and 
use of modem surv^- t^echniques, such as aerial photography, has in- 
creased greatly in its work. The Geological Survey has b«n similarly 
expanded in order to enable it to undertake detailed surveys and assess- 
ment of reserves of coal, iron ore and other minerals. The groundwater 
survey work of the GSl has also increased and is supplemented by 
groundwater investigations by the Exploratory Tubewell Organization of 
the Ministry of Agriculture as well as by the Slate Governments. The 
Indian Bureau of Mines was established in 1950 to undertake economic 
assessment of mineral resources and to formulate programmes of de- 
velopment. The Oil and Natural Gas Commission, established in the late 
’1950’s to undertake exploration and development of petroleum resources, 
has been responsible for major discoveries of oil and natural gas in Assam 
and Gujarat. The Central Water and Power Cbnunission, established in 
194S, has responsibility for co-ordination of hydrological investigations 
and assessment of water resources. It has revised the estimates of irriga- 
tion and hydro-electric potentials, made earlier by the Irrigation Com- 
mission and the Electricity Commission respectively. A Soil and Land 
Use Survey has been established under the Indian Council of Agricultural 
Research and systematic soil surveys arc bring undertaken by it in co- 
operation with the State Departments of Agriculture. The country-wide 
fertilizer trials, undertaken since the early 1950s under the direction of the 
Indian Council of Agricultural Research, are yet another noteworthy 
aspect of work on soils. The national laboratories and institutes of scienti- 
fic research also undertake studies relating to evaluation or utiiization of 
natural resources. The work of the National Mctallurpcal Laboratory 
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on metak and of the Central Fuel Research Institute on coal deserve 
particular mention. The areas covered by the different natural resource 
surveys by the end of the Second Five Year Plan are shown in Table 4. 

But experience under the Plans has demonstrated the need for further 
expansion or acceleration of work in some directions, greater use of 
modem survey and mapping techniques and more adequate economic 
assessment of natmal resources. Investigations of soil fertility and of 
groundwater will need to be expanded and improved further in order to 
provide data for intensive use of chemical fertilizers and efficient water 
management which are essential for the successful use of the new high- 
yielding varieties of cereals or other programmes of intensive cultivation. 
Modem survey techniques, such as aerial photography, aero-magnetic 
survey and remote sensing, which have advanced Very rapidly in recent 
years but which are not used adequately by the Indian survey agencies, 
will need to be used much more. The use of these techniques reduces the 
time requirements of surveys and preparation of maps; makes possible 
surveys of inaccessible areas and aids location or estimation of reserves of 
minerak and other natural resources. Precise estimation of coal and iron 
ore resources began to be undertaken w'hen large programmes of expand- 
ing production of these minerals were initiated under the Second Plan. 
Similar surveys of other important minerak, such as bauxite, are an 
important part of the national resource inventory and should be under- 
taken. Another essential activity is illustrated by the work of the Energy 
Survey of India Committee (1965) which made an overall assessment of 
energy resources of "the country and projections of demand upto 1986. 
Tue projections are being constantly revised on the basis of new dis- 
coveries or more precise estimation of the known energy resources and 
trends in demand. . 


I. Land 

Topography and Climate; Forty three per cent of the geographical area 
of India is plain, another 28 %is plateau and less than 30% is under hills 
and mountains (1 able 5). It has been estimated that 62 % of the total area 
is topographically usable. The distribution of temperature and rainfall is 
ako favourable for utilization of a large proportion of the area for agri- 
culture or other productive purposes. Temperatures over the whole of 
India, except above certain altitudes in tlie Himalayas, are high enough to 
permit crop production throughout the year. The distribution of the 
geographical area, by zones of annual rainfall (Table 5), indicates that 
more than two-thirds of the total area is. in zones with rainfall of 750 mm. 
and above, and only 2% is in the zone with rainfall below 250 mm. But, 
in most parts of India, rainfall is concentrated in the brief monsoon period 
of 3-4 months — ^the period extends to nearly 6 months in Kerala and parts 
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of Eastern India — and the test ot the year is practically dry. This tn e ans 
that, except where inigation fadlities ate available, or the dry season crop 
can be sustained by sub-soif mofetuie, auppremenied by the small rainfall 
during the dry season, crop production has to be confined to the monsoon 
period. As a result, only a small proportion of the cultivated area, 
about 15%, grows more than onecropinlheyear. Moreover, since there 
is great variation in the monsoonal and the dry season flows of riven, 
large storage reservoirs have to be built for irrigation, generation of 
hydro-electricity or other purposes, and most rivers are not suitable for 
navigation. 

Soils: In the soil map of India, prepared by the Indian Agricultural' 
Research Institute, 27 broad soil classes, Asides glaciers, have been 
distinguished. The areas under the classes are given in Table 6. The 
agriculturally important soils are generally grouped into three major 
groups — alluvial, black and red and yellow- Their distribution is as 
follows: 


Sett Group 

Area 

(Million 

heetarts) 

Per cent 
of total 
atta 


141S0 



60:31 

18.S 

Red and yellow, including latentee 

€1S3 

19.0 


The alluvial soils are found in the Northern Plain, the Plains of the East 
and the West Coast and in river valleys in the Peninsula. The largest 
area of black soils is in the western part of the Peninsula and is underlain 
by basaltic lavas, although the soils are found also, pure or mixed vdth 
red soils, in other parts of the Peninsula. Red and yellow soib are formd 
mainly in the eastern and southern parts of the Peninsula which are 
underlain by undent crystalline rocks. The structure, depth and texture 
of soils in dJflerent areas vary greatly with variations in the nature of the 
underlying rocks, topography, rainfall, drainage and other factors. In 
general, the black soils tend to be heavy, clayey and moisture-retentive 
they have a tendency to fissure in the dry season; the alluvial soils are 


organic matter and respond well to applications of nitrogeneous lertilizcrs 
and organic manure. 

f gnit Utilliation: Data on land ntiGzation in 1950-51, 1950-61 and 
1966-67 given in Table 7, bring out the trends in utilization of land 
for agriculture and other purposes during the period of the first 
three Five Year Plans. The prelections of the cropped area and the 
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irrigated area to 1980-81, (Tables 8 and 9), indicate the likely trends in 
agricultural land use during the present decade. Taken together, the 
tables provide a synoptic view of agricultural land use over a 30-year 
period. 

Agricultural Land: This is defined here to include ‘net area sown’, 
‘current fallows’ and ‘land under miscellaneous tree crops and groves’ 
(Lines 9, 8b and 6 in Table 7). The total area of agricultural land was 
154.4 million hectares in 1966-67. Arable land, defined somewhat 
differently by the Food and Agriculture Organization (FAO) of the United 
Nations, totalled 163 million hectares in 1968, or just over 50% of the 
total geographical area (Table 10). The latter figure is the highest among 
the large or medium-sized countries of the world, indicating (i) the 
influence of favourable physical factors such as the large areas, extent of 
plains and plateaus and very small extent of arid areal (annual rainfall 
below 250 mm), and (ii) extension of cultivation to a large proportion- of 
the cultivable land. But, because of the large population of the country, 
arable land per capita is not high; the figure of 0.3 hectares is lower than 
the average for the world and is only one-third of the U.S. figure. About 
15 % of the sown area is multi-cropped (sown more than once in the year), . 
while a fifth of the gross cropped areas (20.9% in 1966-67) is irrigated. 
Irrigation makes possible extension of cultivation to dry lands which 
would not be cultivated otherwise. More important, it raises productivity 
of croplands through increases in the intensity of cropping and in crop 
yields. Most ofthe multi-cropped area is irrigated, and the security pro- 
vided by irrigation facilities is a major factor in intensive application of 
labour and other inputs to obtain high yields. The influence of irrigation 
on crop yields is indicated by the following data on yields of rice and 
wheat taken from the National Sample Survey, 16th Round- (1960-61): 


(^I'op Yield (Lbs. per acre) 

Irrigated Unirrigated 

Rice 
Wheat 


Figures are not available for later years, but the yield differentials between 
the irrigated and the unirrigated. lands have probably increased after 
adoption of the high-yielding varieties, which are confined, almost, to the 
irrigated lands. The yield of wheat in Punjab-Haryana, where most of 
the crop is irrigated, was in 1961-62 81% higher than the yield in 
Madhya Pradesh where most of the crop is unirrigated; by 1970-71 it 
was more than three times as high : 


1,204 761 

985 545 
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Stale 

Prcpcrfioit of 
cropped area 
irrigoied 
(Prr cru) 

yield 

{Kg. per hectare) 

Increase in 
yield 1970-71 
o\er 1961-62 
(Per eenJ) 


1961-61 

197MV 

Punjab-Harvana 

71.1 

U41 

2.173 

75.0 

Uttar Pradesh 

59.1 

1,013 

1,286 

27.0 

Madhya Pradesh 
India 

10.4 

685 

657+ 

—4.0+ 

37.9 

■H96S-69 

890 

i;»9 

46.0 


Moreover, since increases in output through use of modem technology 
(high-yielding seeds, chemical fertilizers, pesticides etc.) will continue to 
be concentrated, in areas with assured, adequate and well regulated water 
supplies (mainly irrigated lands), the productivity differentials between 
the irrigated and unirrigated lands will continue to increase (see below). 

Noo-Agricnltoral Land: This includes land under forests, permanent 
pastures and other non-agricultural uses (towns, villages, roads, r^ways 
etc.);land classified as ‘culturable waste’ and ‘fallows other than current', 
as Well as barren and unculUvabte land of mouniain and desert areas. 
The total area of non-agricuUural land was 172 million hectares in 1966- 
67. The classification of noo-agricultural land has been improved 
considerably during the period of the plans: a more detailed scheme of 
classification was adopted in the eatly 1950s, and there is more careful 
recording of actual land use. Even so, the figures of different classes of 
noa-agricuUural land do not pve an accurate idea of the nature of 
vegetal cover on them, or actual land use or the land use capability. In 
the areas classified as ‘forests’, the nature of vegetal cover varies all the 
way from dense forest' through open woodland to poor scrub. On the 
other hand, some areas clastified as ‘culturahle waste’ are wooded. 
Grazing of livestock is not confined to the small areas, clastified as 
‘permanent pasture’. It is penoitted in most forest areas and most of the 
‘culturahle waste’, fallow lands (current and other than current) and 
vacant cultivated fields are also used for il. The large livestock popula- 
tion of India — 228.9 million bovine animals and 96.5 million sheep 
and goats in 1966 — arc supported in this way. Finally, not all the 
areas classified as ‘culturahle waste’, ate suitable for cultivation. The 
Working Group onLand U^e Policy of the Union Ministry of Agriculture 
had stated, after a reconnaissance survey of these lands in 1960, that 
‘Ten million acres might be the upper limit of the additional areas that 
might become available for arable farming out of the existing culturahle 
waste during the period Of about fifteen years beyond 1960-61 
An adequate inventory of the land resource will involve; 

(i) further improvement In classification of land; 

(ii) specifying the nature of v^al cover on all non-agriculiural 
lands; 
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(iii) indicating the land use capability of all lands, agricultural and 
non-agricultural, and the measures needed to effect changes 
from present to capability uses in lands in which such changes 
are required; and 

(iv) approximate estimates of the costs of the measures. 

The inventory will require surveys of land use and land use capability 
over large areas and feasibility studies for reclamation and other land 
development projects in selected areas. The changes in land use will 
include both extension of cultivation to suitable waste and fallow lands 
and retirement from cultivation of agricultural lands of very low pro- 
ductivity, those suffering from severe erosion or located in erosion- 
prone areas, such as steep hill slopes. It may be mentioned that large 
areas of waste and fallow land remain uncultivated only because they 
suffer from defects, such as severe soil erosion, infestation with weeds, 
salinity or alkalinity. The total extent of such areas; the extent of the 
areas which can be reclaimed economically and the costs of reclamation 
should be indicated by the surveys and studies. 

Trends in Land Utilization; The changes in land utilization between 
1950-51 and 1966-67 (Table 7), represent the combined effects of extension 
of reporting to the areas which were non-reporting earlier; improve- 
ments in classification and actual changes in land use. The three effects 
can be separated only by examining district-level data, particularly for 
States like Rajasthan and Madhya Pradesh in which extension of report- 
ing was the maximum. However, the data of Table 7 bring out (i) the 
progressive reduction in the areas classified as ‘culturable waste’ and 
‘fallows other than current’ and increase in the ‘net sown area’; (ii) signi- 
ficant increase in the ‘area sown more than once’; and (iii) a large, 45%, 
increase in the irrigated area. Reclamation of waste and fallow lands 
was relatively rapid during the 1950s, following land reforms, such as 
abolition of Zamindari and JagirdarL The dispossessed Zamindars 
and Jagirdars reclaimed l^ds which had been left .to them for ‘personal 
cultivation’, while their former tenants reclaimed waste and fallow lands 
to which they had acquired rights. The process was aided by loans and 
subsidies from the state governments. . The increase in the irrigated 
areas was due primarily to the plan programmes of major, medium 
and minor irrigation. The progiammes had created a total potential 
of about 18.5 million hectares by 1968-69, of which about 17 million 
hectares had been utilized. 

Agricultural output increased at an average rate of 2.9 % a year during 
the period -1949-50 to 1968-69 (Table 8). About half of the increase was 
due to increase in the cropped area, while the remainder was the result 
of improvement in productivity. Increase in the cropped area was most 
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rapid during the early 1950s and slowed down later, while improvement 
in productivity had the opposite trend. The rate of growth of agii- 
cuiturai output, projected by the Planuog Commission for the period 
I968'69 JO 1980-81 is much higher than the rate achieved in any earlier 
plan period; achievement of the projected high rate is considered essen- 
tial for meeting the increases in demand for food and other agncuttural 
products resulting from increases in population and per capita consump- 
tion. The rate of population increase, estimated at 2.5% a year for 
1968-69, is expected to decline to 1.7%by 1980-81 with decline in the birth 
rate under the impact of the family planning programme. But the 
dechne will be more than compensated by increase in ptf capita con- 
sumption; the rate of economic growth is expected to go up from 5.5% 
during the period of the Fourth Plan (1969-70 to 1973-74) to 6% in the 
remaim'ng period. 

Three-fourths of the projected increase in agricultural output is expect- 
ed to come from improvement in productivity, the rate of which is 
expected to go up from i7 % a year during the Third Plan period to 3.7% 
during 1969-70 to 1980-81. The projected rateofinercase in the cropp^ 
area is also riuJtehigh, 1.2% a year, or twice the actual rate of the Tlurd 
Plan period. But less than half of the projected increase will be through 
extension of cultivation Oncrease in the 'net area sown*); the balance is 
expected to be contributed by increase in the 'area sown more than once' 
CTable 7). The intensity of cropping is projected to increase from 114.3 
in 1966-67 to 124.5 in 1980-81, bat to be as high as 150 on (he irrigated 
lands. Gross irrigated area is also expected to increase rapidly by 4.2% 
a year, to reach a total of 55 million hectares by 1950-51. 

The projected increases in both productivity and the intensity of cropp- 
ing are closely related to use of the new high-yielding varieties of cereal 
Use of the varieties has been the major factor in the increase in food 
output experienced during recent yeare — from an average of 82.5 million 
tonnes during 1961-62 to 1964-65 to an average of 99 million tonnes 
during 1967-68 to 1970-71, and it is expected to contribute two-thirds of 
the projected increase in foodgrain output during the period of the 
Fourth Plan. Secondly, since the varieties have shorter growing seasons 
than the old varieties, multi-croHJing is more feasible with them. But 
successful cufuVatibn of lAe new varieCies reqoilres iiiteiisfve are of citenu- 
cal fertilizers, careful preparation of land and efficient water manage- 
ment. The last is best achieved in irrigated lands in which water supplies 
are adequate and assured, and can be effectively regulated to suit the 
requirements of individual crops. The emphases on extension of irriga- 
tion and on improvement in the qcali^ of irrigation in the Fourth Plan, 
derive primarily from the water reqwrements of the new varieties. The 
principal programmes for improving the quality of irrigation are con- 
struction of wells and tube-wells and instaflation of electric pumps on 
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them. The. programmes, initiated along with introduction of the new 
varieties in 1966, are being continued under the Fourth Plan and later 
through the 1970s. The emphasis on exploitation of ground-water 
is due partly to the large unexploited potential of the resource in some 
regions, but even more to the fact that water supplies from wells and 
tube-wells can be regulated much more effectively .than supplies from 
canals or tanks. In Punjab-Haryana and Uttar Pradesh, where large 
areas are affected by salinity or water log^ng as a result of canal irriga- 
tion for several decades, the fanners have a preference for irrigation from 
wells and tube-wells. Moreover, as experience during the recent drought 
years 1965-66 and 1966-67 demonstrated, water supplies from ground- 
water sources hold up better during a drought than do those from 
surface sources, especially tanks. 

Soil Erosion and Other Defects: Among the defects, such as soil 
erosion, infestation with weeds, salinity, alkalinity and water logging, 
which lead to deterioration or depletion of the land resource, soil erosion 
is the most serious, because it affects by far the largest areas. A detailed 
survey of soil erosion, estimating the toal extent of erosion-affected 
areas and classifying the affected areas by type and severity of erosion, 
has yet to be made; but according to a preliminary estimate, about 
200 million acres (80.8 million hectares) of land in the country require 
protection fay soil conservation measures. The most serious damage is 
done by ravine erosion and erosion by chos (hill torrents). Ravine 
erosion is widespread in Madhya Pradesh, Uttar Pradesh, Rajasthan and 
Gujarat. It is estimated to have destroyed about 1.4 million hectares in 
Uttar Pradesh alone, while the total area affected by it and associated 
severe gully erosion may be as large as 10 million hectares in these four 
States. Erosion by chos occurs mainly in the sub-montane area of 
Punjab-Haryana, where about 1,813 sq. km. are affected by it. 

Soil erosion affects both agricultural and non-agricultural land. Large 
areas of agricultural land, especially in Peninsular India, are affected by 
gully erosion; the areas whose fertility is depleted by sheet erosion. are 
much larger. But the most severely eroded lands are non-agricultural, 
in which erosion follows denudation of vegetation as a result of over- 
grazing and indiscriminate cutting of trees and bushes. Village pastures, 
‘culturable waste’ and ‘fallows other than current’ need particular men- 
tion in this context. Since grazing is free for all livestock belonging to 
the villagers,. the numbers grazed are generally excessive. The conse- 
quent over-grazing and absence of any measures for improvement of 
pastures, lead to progressive denudation of vegetation^ and in turn to 
soil erosion, which spreads frequently to the adjoining agricuiiural 
lands. 
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Programmes for control of erosion and conservation of soil and 
moisture have to be drawn up scparatdy for agricultural and non- 
agricultural land and have to include in addition to agronomic and en- 
gineering measures, economic and socio-institutional measures. In 
agricultural land, the most needed measures are contour-bunding, 
contour-plougWng, terracing, planting of legumes and other sod- 
enriching crops, and changes in the cropping pattern, particularly reduc- 
tion of fallow periods. They have to ^ accompanied by technical and 
financial assistance Goans and subsidies) to the cultivators. In some 
areas, tenancy reforms which ^ve the cultivators security of tenure and 
provide them with adequate incentives to undertake the improvements 
may also be needed. Some agricultural land, located on steep slopes 
and other xrosion-prone areas, may need to be taken out of cultivation 
and put under pastures or forests. In non-agricultuial land, the most 
important measures arc effective control over grating and felling and 
gradual rehabilitation of the eroded areas through pasture improvement 
or plantation of trees. Engineering measures, such as terracing and 
construcUon of check dams are needed in severely eroded areas. The 
village panchayats have to be pven technical and financial assistance 
for efficient management of the lands which are under their jurbdiction. 
But in critical areas, such as the watersheds of major irrigation or 
multi-purpose projects, if management by the panchayats does not 
result in adequate control over erosion, management by the Forest 
Departments should be undertaken. 

Infestation with deep-rooted weed» such as kans is a serious problem 
in parts of Madhya Pradesh, Rajasthan and Bihar. An estimated 4 
million hectares have been rendered unculUvable by it. A large pro- 
gramme of reclamation of these lands with heavy tractors was started 
in 1948 by the Government of India. But it had to be given up after 
some time because of the high cost of reclamation and various organiza- 
tional difficulties. Reclamation by the tractor organizations of the State 
Governments and by individuals, however, continues. 

Salinity or alkalinity of the soil and water logging are generally associa- 
ted with irrigation from canals. Tliey arise from seepage of water from 
canals and distributaries and faulty irrigation practices. The total 
area of saline and alkaline lands is estimated at 6 million hectares; most 
of it is located in Punjab-Haryana, Uttar Pradesh and Maharashtra. The 
area affected by water logging is estimated at 1 million hectares and is 
located mostly in Punjab-Haryana. The remedial measures include 
flooding of the land to remove excess salinity or alkalinity; providing 
efficient drainage, and lining of the canals and distributaries (generally 
drainage with brick masonry) to prevent seepage. The new canals of 
the Bhakra Nangal and Rajasthan Canal projects have been or are 
being lined. 
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Programmes of soil conservation and correction of other soil defects 
have been undertaken since the First Five Year Plan and have been 
progressively expanded. The expansion of the former is indicated , by 
the folto^ving figures relating to expenditures and the areas benefited 
during the first three plans, and the targets of the Fourth Plan: 


Soil conseruation 
programmes 

First 

Flans 

Second 

Third 

Fourth 

Expenditure (million rupees) 

16 

180 

780 

1,594 

Ai^ benefited-f 
(million hectares) 

0.3 

0.8 

4.0 

6.9 


+Figures for the First and the Second Plan relate only to areas benefited by 
contour-bunding. 


Since the areas affected by soil erosion and the investment needs of 
erosion control and soil conservation programmes are very large, it has 
been necessary to select priority areas for the programmes. In the first 
three plans, priority was given to agricultural land, catchment areas of 
river valley pirojects and certain non-agricultural lands from which 
erosion spread to threaten large areas of agricultural land. The 
priorities remain unaltered under the Fourth Plan, but conservation 
measures in the catchment areas of the projects have been intensified, 
because sedimentation surveys have revealed that in a large number of 
projects, the actual rates of siltation are higher than the rates assumed 
at the time of construction. 


n. Water 

-Assessment of water resources is required for development of irrigation 
and navigation, generation of hydro electricity and meeting the domestic 
and industrial needs for water. These uses may be complementary or 
competitive. Irrigation and generation of hydro electricity are largely 
complementary, but irrigation and domestic and industrial use of water 
are largely competitive. Assessment of the water resources must include 
both surface flows and ^ound-water supplies and should indicate, in 
addition to the total quantities available, their location seasonal distri- 
bution and quality. In India as in many other countries, there is a 
hiatus between the geographical location of the areas and the seasons 
of the most urgent need for water and its availability in abundance, 
which limits possibilities of utilization of the available supplies of water 
and raises costs of utilization. A large proportion of the water supplies 
is located in zones with annual rainfall of 1,250 mm., and above, but 
the need, particularly for irrigation, is greatest in the zones of medium 
or low rainfall (below 1,250 mm.-). The concentration of rainfall in the 
monsoon season furth^ limi ts the scope for economic utilization of the 
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available water supplies. Defects ia the quality of water also limit 
utiUaation in some areas; ground-water is brackish in large parts of 
Western Rajasthan. Pollution of river waters by discharge of urban 
and industrial wastes can affect their usability fay communities or 
industries located downstream. The problem could become serious in 
the not distant future in case of river ^sterns, such as the Ganga- 
Yamuna, on which a large number of cities are located. 

The annual water balance ofTodta has been estimated as follows; 


MiHion Heeiare 
meires 

Total precipitation 



Evaporation 


124 

Surface flow 



Seepage 


S0.9 

Of which soil moisture 


43.6 

Annual eniicfuncot of ground-water 


37.3 


One-third of the surface flow (56 and 22 m.h.ni. of ground- 

water arc conrideted to be usable for irrigation. The ultimate potential 
of gross irrigated area had been estimated earlier at 70.85 million 
hectares; but the estimate has been recently revised to 82 miUioo hectares. 
The increase is due to mainly to the larger possibility of multi-cropping, 
with use of the new high-yielding, short duration varieties of cereals. 
The progress of utilization of the potential under the plans aud the pro- 
jections to 1973-74 are a* follows: 



Surfcce Water 

Cround-naler 


Quantity 

Gross hri* 

Quantity 

Cross [rtf' 


(AfiUion 

gated area 

{Million 

ated area 


heetarn 


hectares 

{Mitlion 

' 

mtn.) 

hectares) 

mirs.) 

hectares) 

Total Potential 

UtSizatioa: 

56 

(0 

22 

22 

At be^niung of Fint Plan 
(1950-51) 

9S 

16.1 

6.5 

66 

1068-69 

20.5 




1973-74 (Projections) 

Proiected time period for full 

25.5 




utilization of the potential — about 20 years 


—about 15 years— 


+The projection of gross irrigated area for 1980-81, from both surface and ground-water 
sources, is 58.0 million hectares. 


The estimate of the ultimate irrigation potential is based on detailed 
investigation of the potential of irrigation projccU on the different river 
systems and of the gromtd-watcr supplies in different regions. The 
earlier total of 70.85 million hectares had been made up of 40.50 mt'llton 
hectares from major and medium projects and 30.55 million hectares 
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from minor irrigation works. The region-wise distribution of the 
potential of major and medium projects is shown in Table 11. 

Sources of Irrigation: Somewhat over 40 per cent of the total irrigat- 
ed area is served by canals; another one-tKird is served by wells and 
tube-\vells and the balance gets water from tanks and other sources. The 
areas irrigated by canals and wells have increased more rapidly during 
the period of the plans, than that irrigated by tanks, while the area 
irrigated by other sources has declined : 



1950-51 

1960-61 

1966-67 


Area 


Area 


Area 


Irrigation source 

irrigated 

Per cent 

irrigated 

Per cent irrigated 

Per cent 


(mihectares) 


{mihectares) 


(mihectares) 


Canals 

8.3 

39.8 

10.4 

42.1 

11.4 

41.4- 

Wells and tube- 
wells 1 

6.0 

28.7 

7.3 

29.6 

9.5 

34.5 

Tanks 

3.6 

17.3 

4.6 

18.5 

4.6 

16.6 

Others 

3.0 

14.2 

2.4 

9.8 

2.1 

7.5 


The efficiency and dependability of irrigation from the different 
sources also vary considerably. In the areas irrigated by canals, supplies 
of water are generally more adequate and dependable to fields located 
at the head of an irrigation channel than to those located at the tail end. 
Supplies from tanks are less dependable than those from canals or wells 
during periods of drought, such as the two recent years 1965-66 and 
1966-67. On the other hand, irrigation from wells can be regulated 
most efficiently to meet the requirements of crops because the irrigation 
source is entirely under the control of the individual farmer, and is also 
more dependable than those from tanks or canals. 

Water for Domestic and Industrial Uses; Estimates of domestic and 
industrial consumption of water and projections of growth of consump- 
tion have not been made so far. This is a serious lacuna in assessment 
of the water resource which will affect efficient allocation of water among 
its competitive uses in particular regions. The requirements of water 
for domestic and industrial uses are not large, in comparison with those 
for irrigation, but they have increased rapidly in recent years, and will 
increase perhaps even more -rapidly in future with acceleration of urban 
and industrial growth. The increases in supplies have not kept pace 
with increases in demand in the case of most large cities of the country, 
so that water shortage has become chronic. In Bombay, where w'ater 
shortage has persisted since World War n, the demand was estimated 
at 350 million gallons a day in 1965, when the supply was only 210 mgd. 
In Calcutta, the water shortage had become so acute by the early 1960s, 
that emergency’ water supply schemes had to be undertaken to relieve it. 
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One reason for the failure of supplies to increase along with increases in 
demand is the high cost of storage, transport and distribution works. 

The cost of the expansion programmefor Bombay to meet the project- 
ed growth of demand upto 1980-81 was estimated at 167l million rupees. 
In case of Madras, the cost of increasing supplies from conventional 
sources Was estimated to be so high, until investigations revealed suitable 
ground-water supplies near the city, that desalination of sea water was 
considered as a possible source of supply. The cost of desalination, 
although still high in comparison with water supplies from conventional 
sources, has fallen rapidly during the last two decades with advances in 
desalination techniques. It is still falling and desalination is beginning 
to be competitive with alternative sources of supply where the cost of 
the latter is high, or where desalination can be combined with generation 
of electricity and industrial development, such as manufacture of chemi- 
cal fertilizers. Schemes for establishment of multiple desalination — 
power-fertilizers complexes, such as the one along the Saurashtra coast 
have been considered by the Government of India. A comprehensive 
survey of domestic and industrial water needs and formulation of a 
long-term programme for meeting them are urgently needed. The pro- 
gramme should include also measures to check pollution and maintain 
the quality of water at acceptable levels, especially in densely populated 
areas such as the Ganga-Yamuna basin. 

III. Sources of Energy 

Per capita consumption of energy Is animporiant indicator of economic 
development; it is much higher in the developed couotriesthan in the 
underdeveloped countries. Figures for selected countries (Table 12) 
indicate that consumption in the U.S.A. was more than 50 times that in 
India in 1969, while that in Japan was nearly 15 times. The Indian figure 
is itself nearly four times the figure for Burma. Moreover, per capita 
consumption of energy has increased in India with economic develop- 
ment; the 1969 figure of 193 kg. ofcoal equivalent was 75 per cent higher 
than the figure of 110 kg. for the early 1950s. 

Coal, oil and natural gas, hydro-elecricity and nuclear fuels are the 
principal sources of energy in the developed countries. Ootnmerciai 
use of nuclear energy began only in the 1960s, but its growth has been so 
rapid that nuclear power stations, now under construction, represent 
substantial proportions of the new power generating capacity in the 
western developed countries. The three Indian nuclear power stations, 
located at Tarapur, Kotah and near Madras, will add more than 1 
million kw. of generating capacity by the early 1970s. Coal is the most 
important source of commercial energy in India. In 1960-61, it contri- 
buted a JittJc jocre than 20% of the total energy supply (Table 13). Oil 
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is a close second, but hydro-electricity, which contributed less than 3 per 
cent of the total energy supply in that year, is of minor importance. But 
all the commercial sources of energy contributed only 40 per cent of the 
total energy supply in 1960-61, and the remaining 60 per cent came from 
non-commercial fuels, such as cow-dung, fire-wood and vegetable wastes. 
Use of commercial fuels is confined to the modem sectors of the economy 
and to the urban areas; the energy needs of the rural population, 80 per 
cent of the total, are met almost entirely by non-commercial fuels. A 
study of rural fuel consumption, conducted by the National Council 
for Applied Economic Research, revealed that in 1960-61 only 5% of the 
energy needs of the rural population was met by commercial fuels. The 
preponderance of non-commercial fuels in rural energy supplies reflects the 
subsistence nature of the rural economy; the fuels are used because they 
do not have to be purchased. But it constitutes wasteful use of resources. 
Use of cow-dung for fuel is particularly wasteful because it deprives the, 
soil of a most valuable organic manure. Some of the vegetable wastes 
could also be used in more productive ways. Bagasse could be a very 
useful supplementary raw material for manufacture of paper. The 
demand for paper is increasing rapidly and the principal raw materials, 
bamboo and sabai grass, are in short supply. Supplies of fire-wood 
are dependent upon large areas being kept under fire-wood plantations. 
While this may be the optimum land use for some areas, for most others 
it is not. But progress in changing rural consumption patterns is not 
likely to be rapid*' non-commercial fuels are expected to continue to 
meet most of the energy needs of the rural population, and their con- 
sumption is expected to increase. The Energy Survey of India Commi- 
ttee had estimated a 43 per cent increase in energy generation from 
non-commercial fuels by 1980-81, although its contribution to total 
energy supplies was expected to decline from 60.4 per cent in 1960-61 to 
27.8 per cent by 1980-81, due to more rapid growth of energy generation 
from commercial fuels (Table 13). The Committee made three pro- 
jections of groNvth of demand for energy, based on different assumptions 
relating to growth rates of national income and industrial production. 
The projected values of the index of energy consumption .in 1980-81 
(1960=100) varied from a low 264.2 to a high 368.3. The intermediate 
projection, based on annual growth rates of 6 per cent in national 
income and 8J% in industrial production, has been used in Table 12 and 
in this section. The estimates of reserves of energy sources, given in the 
following paragraphs, are also based on the report of the committee. 

Coal: The principal coal-fields of India are in the eastern and central 
States of Bihar, West Bengal and Madhya Pradesh. Outside of this 
area, there is only one important coal-field, the Singareni in the Godavari 
valley of Andhra Pradesh, although there are lignite deposits at Neiveli 
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in Tamil Nadu, in the Assam Hills and at Palana in Rajasthan. The 
concentration of coal-fields in one re^on and absence of water transport 
facilities from it to the consumption centres are handicaps for industrial 
and economic development ; the cost of transport of coal by rail to most 
points in Southern and Western India is very high. 

The total reserves of coal are large, but most of the coal is of poor 
quality. It is high in ash and has low calorific value. The reserves of 
coking coal, suitable for metallurgical uses, are small, being limited to 
the coal-fields of Bihar and West Bengal, principally the Jharia field of 
Bihar. But much of the coking coal also has a high ash content and 
has to be washed before being used for metallurgical purposes. 

The Energy Survey of India Committee estimated that out of the total 
reserve of 5,800 million tonnes of coking coal down to 610 metres in 
the Jharia coal-field only about 1,800 million tonnes would become 
available for industrial use. Its calculation was as follows: 


StamjIXfXto Xyilt 


Dovmto610meltw(2.000ft.) 2.510 2,5<W 

610 to 1,220 mtrs. 

aOOO- 4,000 f«0 11 

Totallo 1,220 metres (4.000 ft.) 2.521 2,910 

Mined coking coal 50^ of 5, $00 miition tonnes 
Waiheiy yield 50% of 2,900 million tonnes 
Addition of blcndable 25% of 1.450 million tonnes 

Total: 


788 


5,800 


1,820 2.237 

2.606 8.037 

2,900 million tonnes 
J ,450 million tonnes 
360 miliion fonnes 

1,810 million tonnes 


The quantity of usable coal could in fact be larger. Mirung losses 
could be considerably less than 50%; the committee referred to a vicwo 
the Department of Mines and Metals of the Government oflndia accord- 
ing to which the losses could be reduced to 25%, raising the recovery 
ratio to 75% with stowing. Some producUon could also 
from reserves below 610 metres, which have been entirely ® 

committee. But these modifications do not alter materially t e 
picture of 30-40 years’ supply of coking coal for an iron and steel mdusuy 
of moderate size producing about 50 nullion tonnes of pig iron a ^a . 
The need for conserving coal has been recognized by the ove 
of India for a long time and a number of conservation . . 

been taken. These include stowing, establishment of ^ ’ 

blending of weakly coking or non-coking <»al with strong . j 

and substitution of coking coal by non-coking coal for non- 
uses. The reserves of non-mctallurgical coal, 

115,000 million tonnes, arc quite large. Recent advance i -<• 
of power generation from low quality coal and of traosmissio 
at high voltage over long distances favour construction of larg , 
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based power stations near the coal-fields and supply of power from them 
over large areas. These developments as well as advances in the techno- 
logy of gassrfication of coal could reduce to a considerable extent the dis- 
advantages of concentration of the coal-fields in one region of India. 

Petroleran: The position regarding reserv'es of petroleum was 
summarized by the Energy Sur\’ey of India Committee as follows: 

“India possesses an area of about one million sq. kilometres of sedi- 
mentary rocks which theoretically represent an oil potential; this consti- 
tutes nearly one-third of the countr 3 '’s total area. As the available 
geological knowledge regarding several of these sedimentary basins is 
meagre and of a very general nature, it is for the moment impossible to 
make any firm assessment of possible petroleum reser\'es. Of the areas 
so far explored for oil, much the most promising are those in Assam and 
Gujarat. The figures given for estimated reserv'es are constantly changing 
in the light of new knowledge. Recent guesses — and they can be little 
™ore — are that proved reserves in Assam may amount to 50 million 
tonnes and those in Gujarat to another 50 million tonnes. Both these 
areas are being intensively studied and it is too soon to be at all certain 
W’hat the total resen’es may be. There are approximately 100 million 
tonnes of proved resen'es; including possible inferred reserves, the total 
may conceivably reach 175 million tonnes .. . We are informed that the 
proved and inferred natural gas reserv'es, as estimated on the basis of 
present explorations, are 31.5 million cubic metres or only about 50 million 
tonnes of coal equivalent determined on a calorific equivalent basis.” 

There have been promising new discoveries in recent j'ears, especially 
in the offshore area of the Gulf of Cambay. Estimates of petroleum 
reserves are liable to change continually w'ith new discoveries, and further 
exploration in the Cambay area could lead to large oil finds, altering 
materially the above assessment. How'ever, the Planning Commission has 
assumed only a modest increase in domestic production of petroleum — 
from 6 million tonnes in 1968-69 to 8.5 million tonnes in 1973-74 — and 
continued dependence upon imports for the greater part of the petroleum 
needs. Consumption of petroleum has been projected to increase from 
16.1 million tonnes in 1968-69 to 26 million tonnes in 1973-74. 

Hydro-EIectricitj': The estimates of the hj'del pow’ei; potential, made 
m the early years of this century by the Electricity Commission, have 
een revised in recent years, after further surveys and more precise 
esUmarion, by the Central Water and Power Commission. The ultimate 
potential is now estimated at 41 million kw. at 60 per cent load factor. 

y 3.6 per cent of the potential had been developed by 1960-61. The 
tota potential, the proportions of the potential developed and the demand 
or e ectricity in the different regions of India are given in Table 14. 
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Both Southern India and Northern India, which are far from the coal- 
fields, have large potentials, while Eastern India in which most of the 
coal-fields are located, has only a limited potential. Relatively high 
percentages of development of the potential in Southern and Western 
India, mostly in stations located along the slopes of the Western Ghats, 
reflect the comparative advantage of development of hydel power in 
these regions. On the other hand, as much as 30 % of the total potential 
of the country is located in Assam, where the demand for electricity is 
very small, development is negliyble at present and could remain limited. 
Other handicaps in development of the hydel potential arc difficult 
communications; soft, unstable rocks in the Himalayan region and the 
susceptibility of the region to earthquakes; concentration of rainfall in 
the monsoon season, and fluctuations in rainfall from year to year. 
Because of these rainfall characteristics, storage works have to be large 
and thermal power stations have to be built alongside hydel stations, 
as standby power sources. 


Nudrar Futls: The nuclear fuels found m India are uranium and 
thorium. Deposits of uranium have been localcd in Bihar, Rajasthan 
and Tamil Nadu, The Bihar deposits have been invesUgated in some 
detail and ‘indicated’ and ‘infeirrf’ reserves in them are estimated to be 
in the neighbourhood of 10,000 tonnes. The reserves of thonum are 
much larger and it appears that, in the long nin, development of nuclear 
energy will be with use of thorium. “There are sotae 500,000 tonnes o 
thorium, mainly in two deposits. About 200,000 tonnes are wntai^ 
in the very rich (9% concentration) monarite sands of Kerala ... An 
even larger deposit in the Ranchi Plateau, partly in the Bihar region and 
partly in Bengal ... contains some 300,000 onum m 

monazite of a concentration of 10 per cent. The 500,000 tonnes o 
thorium has been described as equivalent to all the wor s oto 
uranium in ore containing 1 % and above.” But the ^se o ^ ^ 

generation of energy awaits the solution of a number o « 
blcms, especially development of suitable breeder ty^ rea on. 
suitable breeder type reactors are commerdally availa c, n la 
richly endowed with nuclear fuels. 

Non-conventional Energy Sources: Coal, oil and natural ^ * 

fuels. Generation of energy from them only means using “P ® 

of energy. Much experimental work is in progress ^ PJ®* 
lion of currently produced energy - solar, wind. f 
thermal. The problems relate mainly to reducing co energy 

energy from these sources to competitive levels. o 
is of particular interest to India because of the large 
days during the year in most parts of the coun ry. 
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breakthrough, in this area could change the energy outlook for India 
significantly. 


IV. Minerals other than Fuels 

This collective term may be used to include ferrous and non-ferrous 
metals and the non-metallic minerals. The latter is a very diverse group 
however, including minerals ranging from sulphur and common salt to 
building stones and clays. India has large resources of some of these 
minerals, but is deficient in others; an indication of the resources and 
deficiencies is given in Table 15, in which are included data on estimated 
reserves of about 20 selected minerals. 

India’s resources of iron ore are among the world’s largest, are of 
high quality and are well distributed regionally. The largest deposits are 
in the eastern and central States of Bihar, Orissa and Madhya Pradesh 
but there are large deposits also in the South, in Tamil Nadu and Mysore, 
and in the West, in Goa and Maharashtra. India has large deposits also 
of high grade manganese ore and of limestone and dolomite and is thus 
well supplied with all the raw materials of the steel industrj' except 
coking coal. 

But the situation is different in respect of non-ferrous metals, such as 
copper, lead, zinc and tin, and some non-metallicminerals, such as sulphur 
and rock phosphate. The known deposits of all of them are small 
and the demands are met mainly or entirely by imports. The principal 
deposits of copper are in Bihar, Rajasthan and Andhra Pradesh. Domes- 
tic production had until recently been only from the Ghatsila mine in 
Bihar but the Khetri deposit in Rajasthan has been developed and de- 
velopment of the Andhra Pradesh deposits is being considered. Produc- 
tion of lead and zinc is only from the Zawar mine in Rajasthan. There 
is no indigenous production of tin. The deficiency of copper is made 
up to some extent by the existence of large deposits of bauxite. Alu- 
minium can be a substitute for copper in the electrical industry and has 
a.lso a wide variety of other uses. It is a versatile metal, whose consump- 
tion has increased rapidly in recent decades. The bauxite deposits 
are of liigh grade and are well distributed regionally, being located 
in Bihar, Orissa, Madhya Pradesh, Maharashtra and several other States. 
The principal problem in their development is the high cost of power 
which is needed in very large quantities in conversion of alumina 
to metallic ^ aluminium. The prospects of development appear most 
favourable in Bihar and Madhya Pradesh where large blocks of relatively 

cheap power could become available from thermal stations based on 
low grade coal. 

Arnong the non-metallic minerals, there are large deposits of mica, 
principally in Bihar and Rajasthan, which are worked mainly for export. 
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Tlie most notable deficiencies are those of sulphur and rock phosphate, 
raw materials of the chemical industry. There are no known deposits 
of elemental sulphur. There is a deposit of pyrites in Bihar, but produc- 
tion remains small because of the hj^ cost of recovery of sulphur. 
Large deposits of high grade limestone and dolomite arc found both in 
Eastern India in the viciiuty of the coal-^elds and the iron ore minw, 
and in other parts of the country. Building stones of great variety 
are found in different parts of Peninsular India. The white marble of 
Makrana in Rajasthan; the red and yellow sandstones of Rajasthan and 
Madhya Pradesh, and the granites of South India are the best known 
among them. Common salt is obtained by evaporation of sea water 
all along the coasts, and also from Sambhar T.akft and salt wells in 
Rajasthan. The largest manufacture of sea salt is in Gujarat The salt 
industry offers considerable scope for increasing recovery of by-products, 
such as potassium chloride. 


V. Forests 

There is a large variety of forest types in India — from the tropical 
evergreens of Kerala and Assam to the cotufers of the Western Himalayan 
region, and from the tropical deciduous of Madhya Pradesh and Orissa 
to the thorny scrub of Rajasthan. The variety of species is even greater. 
This variety of forest types and speties Is often found within short dis- 
tances. Thus one can see within a small area of the Himalayan region 
the entire range from the luxuriant sub-tropical vegetation of the teroi 
and the foothills to the conifers of the higher slopes. The variety of wild 
life matches the variety of vegetation; the two could be very valuable 
in development of recreation industries. 

The total area under forests was reported to be 62,335,000 hectares 
or 623,350 sq. km. in 1966-67 according to the statistics on ‘ClassiGca- 
tion of Area’, collected by the Revenue Departments of the Stale 
Governments (Table 7). But according to the ‘Forest Statistics’, which 
are collected by the Forest Departments of the State Governments, the 
total area was 752,982 sq. km. (Table 16)- The discrepancy between 
the two figures is due to ^fferences in tbc methods of classification of 
‘forest’ adopted by the two departments. The distribution of the forest 
area, as reported in the ‘Forest Statistics’, by type of forest, ownership, 
management and econonuc value, is ^ven in Table 16. Comferous 
forests, which occupy 6 per cent of the total forest area, are confined to 
the Western Himalayan region — in Uttar Pradesh, Himachal Pradesh 
and Jammu and Kashmir. Among the other forests, the most valuable 
are those of sal and teak, wluch cover together 189,000 sq. km. or about 
one-fourth of the total forest area. Most of the area of ‘mis- 
cellaneous forests’ is covered by poor scrub. More than 90 per cent of the 



62 


IHE GAZETTEER OF INDIA 


total forest area is under the ownership and management of the Forest 
Departments, the remainder being with the panchayats and individuals. 
But only the Resei^'ed Forests of the Forest Departments are managed 
according to scientific management practices and have good stands of 
timber. These practices cannot be followed in the Protected Forests 
because the local people have virtually unrestricted rights of felling of 
trees and of grazing of livestock in them. Large areas of such ‘Forests’ 
suffer from severe soil erosion resulting from denudation of vegetation. 
The condition of most ‘Unclassed Forests’ is equally bad or worse. The 
classification of forest areas by economic value indicates that as much 
as one-fourth does not contain any merchantable timber. 

Consumption of timber and other industrial wood was estimated at 
11 million cu. metres in 1968-69 and was expected to increase by 1973- 
74 to 16-17 million cu. metres. In order to meet the increasing demand 
for industrial wood, a massive programme of clearing the existing forests 
and planting the cleared areas mth quick-growing spedes, suitable for 
industrial use, was initiated in 1961. The programme represented a 
significant departure from the earlier forest management practices, 
which had been based on the principle of sustained jaeld through natural 
regeneration. The new approach emphasized quicker growth and higher 
yields with the aid of modern plantation practices. By 1968-69, 0.65 
million hectares had been covered by the programme. In order to 
extend coverage by it, a pre-investment surv'ey of 75,000 sq. km. of forest 
area is being undertaken during the Fourth Plan period. 

Pulp for paper and other products is manufactured in most other 
countries from coniferous softwoods. The area of coniferous forests 
being small in India, the pulp is manufactured from other materials. 
Paper pulp is manufactured mainly from bamboo, but the rayon industry 
depends upon imported pulp. The forest development programmes, 
included in the Fourth Plan, aim to achieve self-sufficiency as early 
as possible, in major forest-based products such as pulp, paper, news- 
print, wood panel products and matches. Furthermore, sizeable exports 
of paper and wood panel have been projected. 

The increasing demand for fire-wood — a 25 per cent increase between 
1960-61 and 1980-81 had been projected by the Energy Survey of India 
Committee (Table 12) — can also be met efficiently by plantations, 
located in waste-lands and other suitable areas, in the \acinity of to\ras 
and villages. The plantations can be managed directly by the Forest 
Departments, or by the village panchayats under the direction of the 
Forest Departments. The need for such plantations has been recognized 
for over a century — the first statement on Indian Forest Policy, made in 
1870, included their establishment as one of its principal objectives — 
and plantation programmes have been undertaken. But they have not 
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been adequate, and a serious shortage of fire-wood is apprehended in 
rural areas. The Fourth Plan proposes an expansion of the programme 
and emphasizes the need for co-ordination of efforts among the various 
agencies concerned with it. 

AfTorcstation in critical areas forms an essential part of erosion control 
and soil conservation programmes. The obvious first priority areas for 
the programmes are the catchments of major irrigation and river vaUey 
projects, in which afforestation is needed to prevent rapid silting of the 
reservoirs. Afforestation programmes have been undertaken in several 
catchment areas, from the Second Plan penod and, as mentioned earlier, 
have been progressively expanded. 

The recreation and tourism industries arc just beginning to develop 
in India, but they have a large potential for growth. In order that 
forest areas may be utilized adequately for these industries, access to 
them has to be improved by construction of good roads and suitable 
facilities have to be provided for the stay of visitors. At the same time, 
adequate steps have to be taken for protection of wild life and natural 
vegetation. National Parks and Wild Life Sanctuaries have been 
established in most countries to achieve the twin objectives of recreation 
and protection. A number of National Parks and Game Sanctuaries 
have been eslablished^in India in recent years and facilities for travel to, 
and stay in, them are being progressively improved. The parks and 
sanctuaries are attracting considerable numbers of visitors, including 
foreign tourists, and can attract much larger numbers in future because 
they offer an opportunity to see animals, such as the tiger, elephant, 
bison and rhino, in their natural habitats, and also to observe flora of great 
variety and beauty. But there is still much surreptitious killing of wild 
life and destruction of natural vegetation in these areas. Species, such 
as the cheetah, and several species of deer have already bwome exUnct 
and even the celebrated Indian tiger is seriously threatened. I^asurw 
for protection of wild life and natural vegetation will need to be made 
much more effective, and soon, if the rich wild life and natural vegetation 
of the Indian forests are not to be lost irretrievably. 


VI. Fisheries and Resources of the Sea 
India has a coastline of nearly 5,635 km., but 

and other resources of the sea has remained an acU«tyo mi . 

importance. Consumption of fish, marine or fm -wa cr, 

.ha„ 3 .s. p«capi.ain„ca. 

of ths people of coastal areas, or of Slates socO as west pc e . 

fresh water fish is pieofiful. 

is due partly to unfavourable plqrsical con^Uons culriiral 

shelf and a straight coastline svith few good harbours on if. But cultura 
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and techno-economic factors have also hampered development. Fisheries 
along the coast of Gujarat were not exploited until recently because the 
local people are vegetarians. Secondly, since fishing has traditionally 
been done in small, non-power-driven boats, it had to be confined to 
a narrow zone of a few miles from the coast and had to be virtually 
suspended during the monsoon season and other stormy periods when 
the boats could not go out to sea. 

The total catch of fish was estimated at 1.5 million tonnes for 1968-69. 
The Fourth Plan has indicated a target of production of 1.97 million 
tonnes, consisting of 1.4 million tonnes of marine fish and 0.57 million 
tonnes of inland fish for 1973-74. The bulk of the marine fish catch 
consists of mackerel and sardines, although in recent years there has 
been a rapid increase in the catch of prawns, mainly for export. 

Fishery development programmes under the Five Year Plans have 
concentrated on the following : — 

(i) for the marine fisheries, mechanization of fishing boats and use 
of improved tools by the fishermen; use of trawlers for deep 
sea fishing, and provision of facilities for storage and transport 
of fish from the coastal areas to the major cities; and 

(ii) for the inland fisheries, stocking of reservoirs, streams and other 
water bodies with fingerlings. 

The use of mechanized fishing boats has increased progressively; the 
Indo-Norwegian Fishery Development Project, which began in Kerala in 
1952, has made a major contribution to the increase. By 1968-69, a 
total of 7,800 mechanized boats were in operation, and the number is 
proposed to be increased by 5,500 during the period of the Fourth Plan. 
The plan programmes include also addition of 300 trawlers, construc- 
tion of additional facilities for storage and transport of fish and expansion 
of the fish stocking programmes in inland waters. A noteworthy 
development of recent years has been rapid increase in exports of fish and 
other marine products, especially prawns. The value of the exports 
increased from Rs. 46 million in 1960-61 to Rs. 340 million in 1969-70. 
Other Resources of the Sea: Reference has been made above to exploita- 
tion of off-shore oil and natural gas resources, manufacture of common 
salt from sea-water and desalination of sea-water. These constitute, how- 
ever, only the beginnings of exploitation of the resources of the sea. The 
sea floor is rich in minerals and technology is now sufficiently advanced 
to bring exploitation of these within the range of possibilities of the near 
future. Plant life of the sea also has immense potential for supplying 
food and raw materials. Marine algae are used for food in Japan and 
China and sea food can be processed for being added to cattle feed and 
for extraction of substances such as agar agar. The possibilities of 
economic exploitation of plant life pf the sea are dependent, to a large 
degree, on technological advance. 
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Conclusion: This review has sought to relate the availability of 
natural resources of India to the present and projected near future (upto 
1980-81) demands on them. The picture that has emerged is one of 
high pressure of population on land and forests; adequacy (or abundance) 
of some minerals and energy sources, but deficiency of others. A some- 
what longer perspective, say upto the year 2000, will indicate rapidly 
increasing demands on natural resources to meet the needs of population 
growth and economic devclopmenL The populaton of India may be 
any^vhere between 0.89 billion and l.I billion in that year; the lower pro- 
jection of the Planning Commission, is based on expectation of a signi- 
ficant decline in fertility from the early 1970s, while the higher projec- 
tions of the United Nations is .based on the assumption of later decline in 
fertility. National income will be more than 7 times the 1968-69 figure, 
if the rates of growth of 5.5 to 6% up to 1980-81 andatleast 6.5% there- 
after, projected by the Planning Commission, are achieved. Estimating 
the magnitudes of demands on specific natural resources, or of specific 
primary products, is a complex undertaking, and the estimates have 
their limitations; the most recent estimates for the U.S.A., made in 
1963, are already outdated because of rapid technological change. But 
absence of detailed estimates need not stand in the way of perception of 
the overall situation relating to the demands on natural resources, or of 
the measures needed to ensure that defidendes of resources do not prove 
to be a serious impediment to economic development. 

The growing demands for primary products will have to be met mainly 
from domestic production because, as experience during the drought 
years of the 1960s demonstrated, the need to import large quantities of 
primary products puts severe strains on the economy and the process of 
economic development is disrupted. But rapid enough expansion of 
domestic production will require, especially in agriculture, forestry and 
fishing, rapid modernization of production techniques; the slow 
rate of modernization of the period 1950-1965 will not be adequate. The 
high-yielding varieties programme in agriculture, the plantation pro- 
gramme in forestry, and mechanization of fishing constitute significant 
beginnings of the modernization process. In the mineral and energy 
sectors also, there is a very large potential for raising productivity and 
expansion of the usable resources through further modernization and 
technological advance. Productivity in coal mining can be greatly in- 
creased and the efficiency of utilization of coal can be greatly improved 
through these means. And, in the case of nuclear and solar energy, India 
has a vital interest in the development of new technology which would 
bring the large potential within the range of economic utilization. 

Of course, modernization and technological advance are only one 
element of a comprehensive frame-work of policies on natural resources 
which must include, in addition, conservation, control over pollution 
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and preservation of the natural environment. These elements have 
begun to receive considerable attention in recent years in the develo- 
ped countries in which serious problems of depletion of natural 
resources, pollution and deterioration of the environment have arisen. 
These problems exist in varying degrees in India also and these 
elements must be important constituents of the policies on natural 
resources; references have been made earlier in this chapter to the 
needs for conservation and control over pollution. But if any aspect of 
these poh'cies has to be singled out as being the most important at the 
present stage of India’s economic development, it is unquestionably 
rapid modernization of production techniques. 


Table 1 


Yields of Rice and Wheat — Developed and Under-developed Countries 

(Kg. per hectare) 


A. Paddy Rice (Average 1966-68) 
Developed coiiniries 

Wheat (Average 1966-68) 


Italy 

46.4 

United Kingdom 

38.5 

U.S.A. 

49.6 

U.S.A. 

18.1 

Japan 

55.3 

France 

33.8 

U.S.S.R. 31.7 

Under-developed countries 

U.S.S.R. 

13.3 

India 

14.9 

India 

9.5 

Burma 

15.8 

Pakistan 

8.9 

Thailand 

16.8 

Turkey 

12.0 

Brazil 

15.0 

Argentina 

11.4 

U.A.R. 

49.8 

U.A.R. 

25.8 


Table n 


India — ^Trends in Yields of Selected Crops 

(Kg. per hectare) 


Rice (Cleaned) 
Wheat 
Cotton 
Jute 

Sugar-cane {Gur) 


1955-56 1961-62 1967-69 (^vero^e) 


874 

1,028 

1,054 

708 

823 

1,137 

88 

103 

123 

1,082 

1,248 

1,210 

3,289 

4,303 

4,834 
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Tabu ni 

Contribution of Agricultural and Mineral Products to Exports and Imports In 196S^9 
and Projections for 1973-74 and 198I>«1 


1968-69 

Votue Perctnt 


(Value figures in Rs. million) 
1973-74 1980-81 

Value Per cent Value Per cent 


A. Exports: Total 

13,600 

100.0 

19.000 

100 0 

30.200 

100.0 

1. 

Agricultural and 
allied products: 

4.500 

33.1 

6.050 

31.8 

9,580 




1.560 

11.5 

1,700 

8.9 




Marine products 

230 

1.7 

480 

25 

1,160 

3.8 

2. 

Minerals: 

1,320 

9.7 

2030 

6.8 

3.160 



Iron ore 

880 

5.9 

1.550 

t2 

2.520 

8.3 

3. 

Manufactures 

7.040 

Sl.S 

10,100 

53.2 

16J90 

543 

B. Imports: Total 

19.040 

lOOO 

22.000 

1000 

29,500 

100.0 

1. 

Food grains 

3,370 

17.7 

300 

1.4 

— 

— 

2. 

Metals including 
metalliferous ores 
and scrap 

1,810 

9.5 

3.550 

16.1 

4.500 

15.3 

3. 

Crude oil and pet- 
roleum products 

1,330 

7.0 

1,800 

8.2 

3J00 

11.2 

4. 

Fertilizers and raw 
materials 

1.850 

9.7 

3.100 

14.1 

4.300 

14.6 


TABLE IV 

Areas Corered by Surreys 


1. Topographic surrey 

(By Survey of India upto i960) 

Area surveyed on 1" : 1 o^e or larger scales 2,294,214 sq. km. 

Area survey^ on smaller scales 66S,SS8 „ „ 

2. Cadastral surrey 

Surveyed areas'. 

(a) With reporting agency which maintains land 

records and also reports agricoitutal statistics 223.97 nuUion hectares 

(b) With no reporting agency maintaining records 
but for which statistics are reported by the 
States 


23.52 
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Unsurveycd areas: 

(c) With no reporting agency but for which statis- 
tics are reported by the States 43.68 million hectares 

(d) With no reporting agency and no statistics 35.22 „ „ 


3. Soil sune 3 's 
(upto 1961) 

(a) Surveys in areas of irrigation projects 

(b) Detailed or reconnaissance surveys by the Soil 
and Land Use Suiv'ey 

(c) Surveys by State Governments 

4. Forest suirej’s 
(upto 1957) 

Total area under forests 
Surveyed 
Unsur%'eyed 


9.77 


6.07 


5 > 


10.28 


783,962 sq. km. 
353,711 „ „ 
430,251 „ „ 


5. Geological surrey 
(upto 1961) 

Area surr'eyed on scale of I" : 1 mile 1,135,520 sq. km. 

Area surveyed on smaller scales 4,30,743 „ „ 


Table V 

India — Classification of Total Area by Topography and Annual Rainfall 


I. Topography 


Per cent of total land area classified as: 

Plain 43.05 

Plateau 27.67 

Hill 18.53 

Mountain 10.74 

Topographically usable area* 62.08 

II. Annual Rainfall 

Per cent of gross sown area in zone of average annual rainfall : 
Assured Above 1,875 ram. 11.1 

1,250 mm. — 1,875 mm. 22.3 

Medium 750 tnm. — - 1,250 mm. 33.8 

Low 375 mm. — 750 mm, 25.0 

250 mm. — 375 mm. 5.6 

Below 250 mm, 2.0 


*Topographically usable area has been calculated as follows: 


Plain 

Plateau 

Hill 

Mountain 


95% 

75% 

25% 

5% 
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ln:}ia — Classtflcatton of Area by Droad Soli Classei 

Arpro’c* a^ea in million hectares 


Desert sod 
Deep black soil 
Medium black soil 


Red soil 
Red graselly soil 
Red and yellow soil 
l^terite 

Laierite and laleritic soil 
Brown soil under deciduous 
Gray and brown soil 
Hill soil 
Podsolic soil 
Forest soil latensed 
Foot hiliyferai hill 
Mountain Meadow soil 
. Mountainous soil undifferentiated 
Skeletal soil 

Feat muck, very humose and humose soil, also called bog soils, 
organic sods and half bog soils 
Glaciers and eternal snow 


A'orc: Figures, given in acres in the original, have been converted into hectares. 
Tabix Vll 

India -> Land Utilization and Irrigation IPSO'SI to 1966-67 

(000 Hectares) 



I9SO-S1 

1960-61 

1966-67 

1. Geographical area 

326,809 

326,809 

326.S09 

2. Reporting area 

284.31S 

293.458 

305,610 

3. Forest 

40.482 

54.032 

62, .335 

4. Not available for cultivation 

47,517 

50,751 

48,293 

4a. Land put to non-agricultural uses 

9.358 

14,840 

15.534 

4b. Barren and unculturable land 

38.159 

35,911 

32,759 

5* 

6,675 

13,966 

14,085 


19,828 

4,459 

4,110 

7. 

22.943 

19,212 

17,101 

9,357 

8. 

17,445 

11,180 


10.679 

n.639 

13,282 

Cultivation and Irrigation: 

9. Net area sown 

118.746 

133.199 

137,047 

10 Area sown more than once 

13,147 

19,573 

19,520 

11. Gross cropped area 

131,893 

152,772 

156.567 

12. Net irrigated area 

ai.853 

24,661 

27.478 

13. Gross irrigated area 

22,563 

27,980 

32.754 
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Table VIH 


Growth rates of Agricultural Areas, Production and Productivity 
— ^Trends and Projections, 1949-50 to 1980-81 



Gross 

cropped 

Area 

Produc- 

tivity 

Produc- 

tion 

Gross 

Irrigated 

Area 

Area somt 
more than 
once 

1949-50 to 1968-69 

per 

1.4 

cent 

1.5 

per year 
2.9 

2.4* 

2.6* 

First Plan 

1951-52 to 1955-56 

2.6 

1.4 

4.1 

2.6 

6.7 

Second Plan 

1956-57 to 1960-61 

1.3 

1.8 

3.1 

1.8 

1.5 

Third Plan 

1961-62 to 1964-65 

0.6 

2.7 

3.3 

2.2 

1.9 

1969-70 to 1980-81 
(Projection) 

1.2 

3.7 

5.0 

4.2** 

4.6** 

*1950-51 to 1966-67 

**Calculated from figures given in Table 9. 



Table IX 

Agricultural Areas, 1950-51 to 1966-67 and Projection for 1980-81 

(million hectares) 



1950-51 

1955-56 

1960-61 

1964-65 

1966-67 

1980-81 

(Projec- 

tion) 

1. 

Total reporting area 

284.3 

291.9 

298.5 

305.3 

305.6 

n.a. 

2. 

Net sowm area 

118.7 

129.2 

133.2 

138.1 

137.0 

151 

3. 

Area sowm more 
than once 

13.1 

18.2 

19.6 

21.1 

19.6 

37 

4. 

Gross cropped area 
(Lines 2-1-3) 

131.9 

147.3 

152.8 

159.2 

156.6 

188 

5. 

Gross irrigated area 

22.6 

25.6 

28.0 

30.7 

32.8 

58 

6. 

Cropping intensity 
(Lines 4/2) per cent 

111.2 

114.1 

114.7 

115.3 

114.3 

124.5 

7. 

Irrigation percentage 
(Lines 5/4) 

17.1 

17.4 

18.3 

19.3 

20.9 

30.9 
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Table X 

Arable Land in Selected Countries 


Arable land! Arable land 

Ceographieai area per capita 

{Per cent) {hectares) 


World 

U.SA. 

Canada 

Brazil 

United Kingdom 

France 

India 

Japan 

Sudan 


105 042 

18.8 0.87 

44 2.06 

3.5 0 33 

30 2 0.13 

362 0.38 

50.1 0 30 

IS.4 0 06 

2.8 0 47 


Irrigation PotenUai of Major and Medium Projecte 


West-flowing rivers (covering nver tesw in Kerah. 
Mylora Meha^lra states and the basins of 
Tapti, Narmada and others) 

r- . rivers /Covering the basins of Tambra- 

Krishna, Pennar and othen) 

Indus basin 

rmverine Chamba), Yamuna, Ram- 

gs s ‘ssr <:»=» »»'■ 

tarics) 

Brahmaputra basin 
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Table XII 

Per Capita Consumption of Energj- in Selected Countries in 1969 


World 
U.S.A. 
Canada 
U.K. 

W. Germany 

France 

Italy 

Yugoslavia 

U.S.S.R. 

Japan 

India 

Burma 

Ceylon 

Taiwan 



1,804 

10.774 

8,794 

5,139 

4,850 

3,518 

2,431 

1,243 

4,199 

2,828 

193 

58 

118 

874 


Table XIII 

India-Energj’ Consumption in 1960^1 and Projection for 1980-81 
(By pnmao- sources, expressed in tenns of million tonnes of coal replacement) 


Tnerov r, in 1960-61 

energy source Quantity p„ 


Projection for 1980-81* 
Quant i ty Per cent 


Coal 

Oil 

Hydro power 
Nuclear 


49.9 

39.1 

6.8 


20.6 

16.2 

2.8 


Total commer- 
cial sources 


208.9 

279.9 

38.4 

15.4 


27.8 

37.2 

5.2 

2.0 


95.8 


Cow-dung 

Fire-wood 


39.6 


543.1 


72.2 


21.6 

95.3 


Vegetable waste 29.2 
Total non- 


8.9 

39.4 

12.1 


25.0 

125.0 
59.0 


3.3 

16.6 

7.8 


commercial 

sources 


146.1 


60.4 


Grand total 


209.0 


27.8 


241.9 


100.0 


752.1 


100.0 
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TabeeXIV 

RegionaJDjsfritwtionof PoJ«j<ia/a«t DeTehpmnt of Hjdd Power, and Demand 
for Bectfid^ 


Region 

Po/entw/* 

Derelopment 

Demand for 
eleetrtetty 

Alillion rnfi. 


Per cent of 
potential 
deieloped by 
1960-61 

Per cent of Alt- 
India 
demand 

Eastern 

14.2 

65 

5.6 

26.4 

Northern 

3G.6 

16.9 

2.8 

9.6 

Central 

43.9 

203 

1.1 

15.5 

Western 

13.6 

6.3 

10.0 

21.5 

Southern 

42.6 

197 

9.7 

26.1 

Assam 

6S.5 

30.3 

0.03 

0.9 

All India 

21G.4 

100.0 

36 

100.0 


•Tlie hydcl pov,«r pottntUl is estimated id agsRPtt at 41 million lew. at 60% load 
factor, N^hich corresponds to 216.4 tniHion i«b. annual output on a firm basis. 


TasuXV 

lodU — Estimated Reserws of Sdeeicd Minerab 


Mineral 

Unit 

Quantity 

Mineral 

Unit 

Quantity 

Coal 


123,000 

Bainite 

imilion 

260 

tonnes 

(aluminium ore) 

tonnes 


Petroleum 


100-175 

Mica 


na. 

Manganese ore 


180 

Asbestos 


0J8 



21.870 

C>psum 





23 

Limestone 


15,740 



26.7 

Magnesite 


100 

Ilmenite 
(Titamum ore) 

” 

350 

Sulphur 

(element) 


mg. 

Copper ore 



I^rrrtes 
(40 per cent) 



Lead ore 






’ > 

J0,7 

nodules 




.. ) 


Apatite 


0 87 

Tin 
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Table XVI 

Classification of Forest Area by Type, Ownership, Legal Status and 
Economic Value — 1964-65 


Area 

(insq. kilometres) 


forest area. 


752,982 

Type: 



Coniferous 


46,144 

Broad-leaved: Sal 

* , 

97,818 

Teak 

, , 

91,222 

Miscellaneous 

. . 

517,798 

Ownership: 



Forest Department 


696,582 

Ciwl authorities 


16,084 

Corporate bodies 


24,573 

Private individuals 


15,743 

Legal status: 



Reserved 


327,181 

Protected 


226,027 

Unclassed 


179,412 

Economic value: 



Merchantable 


590,064 

Unprofitable or inaccessible 


162,918 


CIIAPIER in 


DEVELOPMENT OF WATER AND 
POWER RESOURCES 

A. WATER RESOURCES 
!• Assessment of Resources 

The Indian sub-continent ranging from the lolly Himalayas in the 
north, through the Indo-Ganga plains, the Rajputana (Rajasthan) desert, 
and the central plateau to the large peninsula in the south has varied 
topography and climate. The major part of the country has an average 
monsoon rainfall of over 100 cm. with the north-eastern and south- 
western regions receiving over 400 cm. in a normal year. This rainfall 
as well as the melting of the snows in the Himalayas give rise to a 
number of river systems which have been sustaining civilizations since 
pre-historic times. The Indus Valley civilization, the Aryan civilization 
on the banks of the holy Ganga, and numerous lesser known civiliia- 
tioDS in the southern peninsula, all flourished on the water resources 
made avmlable by the various rivers that flow in several directions in 
the country. The long coastline with the vast Indian Ocean also gave 
rise to many a civilization which established trade and cultural contacts 
with other countries extending from the Mediterranean Sea to the 
Pacific Ocean. Thus utilization of the natural water resources for the 
benefit of mankind in this part of the world is not new. But its syste- 
matic development, which keeps in view the present requirement, the 
future needs for the ever-increasing population as well as the equitable 
distribution of the natural wealth of the country can be said to have 
begun only with the dawn of Independence in 1947. 

Rainfall Pattern: Due to the movement of the sun to the northern 
hemisphere in the summer, seasonal winds, called the south-west mon- 
soon, which are moisture-laden, originate from the huge Indian Ocean 
in the southern hemisphere, cross the equator and enter the Indian 
sub-contineflt from the south-west. Soon afterwards the monsoon 
bifurcates the Arabian Sea branch and the Bay of Bengal 
branch, the latter moving into parts of Assam In the month 
of May Kerala, on the sea-ride of the Western Ghats, receives the 
south-west monsoon between the last week of May and the first week 
of June With the progress of the summer, the monsoon winds from the 
Bay of Bengal move northward and ate stopped and deflected to the 
west by the Himalayas and tMs results in the whole country excluding 
the western parts of Rajasthan coming under the influence of the mon- 
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soon by the first week of July. However, the advance of the monsoon 
is not regular every year and is governed by the movement of depressions 
and low pressure waves travelling from the Bay of Bengal across the 
country. Moreover, precipitation in other areas is determined by the 
orographic features. While Assam, the western coastal plains and the 
Western Ghats receive heavj' rainfall in all years, other parts of the 
country have to take chances on the number of depressions that occur 
in the Bay of Bengal during the monsoon months. Therefore, the 
annual monsoon rainfall variation in the central, northern and north- 
western parts of the country is much more pronounced than in the 
regions of abundant rainfall. 

The monsoon starts withdrawing from the Punjab downward upto 
Saurashtra in Gujarat in the first week of September and disappears 
by the middle of November except in the extreme south and south-east 
where the receding monsoon gives rains as the north-east monsoon 
from the Bay of Bengal. 

During the winter, the northern parts of the country get some rainfall 
from western disturbances but these are irregular and not reliable com- 
pared to the south-west monsoon. Severe cyclonic storms experienced 
during the transition months of April to June and October to December 
also cause heavy precipitation. 

Topography and River Systems: The great rivers, Indus, Ganga and 
Brahmaputra together with their tributaries have their source in the 
glaciers of the Himalayas and are perennial as tliey are fed by the melting 
of snow in late winter and summer and are also rain-fed during the mon- 
soon. The other river systems in the central and southern parts of the 
country are rain-fed and since the monsoon is limited to approximately 
4 months viz. June to September, they have very low flows in the pre- 
monsoon months of March, April and May and even tend to dry up 
during this period. 

The Himalayas may be regarded as a double moimtain wall descending 
into a series of deep valleys towards the north from which the Indus, the 
Sutlej and the Brahmaputoa rivers gather their waters while the southern 
slopes drain into the mighty Ganga system which forms one of the 
largest plains in the world extending over 1,500 km. The Indo- 
Ganga plain lies between the Himalayas in the north and the plateau 
of the peninsula in the south. This extends from India’s boundary in 
the west to the Bay of Bengal in the east. The Brahmaputra and its 
tributaries drain the heavy rain-fed regions of Assam. In the Rajputana 
desert, which occupies a major part of the State of Rajasthan, rainfall is 
very scanty and till recently this area was thinly populated. The central 
plateau with the southern peninsula is almost triangular in shape and 
includes the whole of the country south of the Vindhya range, as far as 



DEVEtOPMENT OF WATER «JD POWER RESOURCES 77 

Kanyakumari. The plateau slopes up from the southern edge of the 
Ganga plains with the Vindhya hills ranging from about 500 metres 
to 1,700 metres in height and stretching from east to west for a length 
of about 1,300 km. Rivers from Ibis central region flow in alJ directions 
contributing to the Ganga in the north, Narmada and Tapti in the west, 
Damodar and Mahanadi in the east and the tributaries of the Godavan 
in the south. 

Leaving a narrow belt on the west coast, the Western Ghats with an 
arerage height of 1,000 metres run from north to south in almost a 
continuous stretch, dotted by a number of peaks reaching upto 2,400 
metres in height. The Eastern Ghats on the eastern side of the plateau 
are neither as high nor as continuous as the Western Ghats. The 
average height of the Eastern Ghats is 450 metres and they recede inland 
as they stretch southwards and leave broad flat tracts of land between 
the hills and the sea. On the eastern coastal plains the deltas formed by 
the rivers Godavari, Krishna, C^uvery and other smaller rivers 
are fairly extensive in area and ate fertile and suitable for 
intensive cultivation. The rivers draining the west coast are short in 
length, but swift due to the steep slope. The rivers on the east coast, 
however, are longer, but being in the rainshadow region their flow is 
meagre and inadequate to meet the needs of the region. 


Regions: The average rainfall over the Indian sub-continent is about 
110 cm. as a whole, and this rainfall over the country’s land area of 328 
million hectares gives a total predpitation of about 373 million hectare 
metres. Although this is an enormous quantity, much of it is lost in 
evaporation in this hot country and less than half of it appears as run-off. 
The mean daily evaporation in the country varies from about 2 mm. in 
the winter months in wet areas to as much as 16 mm. in the summer 
months in dry areas with the annual average for the whole country at 
about 6 mm Therefore, the total run-off in the vanous nver basins 
which includes the flood flows in the monsoon, dry weather flows from 
subsoil storage and groundwater recharge is esUmated at only about 
167 million hectare metres. _ 

For tho purpose of ssscismcnl of the available water resources, Ihe 
country has been divided into sU refions as indicated below; 


1 Indus Basin; This region in the nottb-west comer of India 
draining the western and northern dopes «r the Htoalayas has an area 
of 35 4 million ha. with average rainfall of 56 cm. The States of Jammu 
and kashmir, Punjab, Haryana and Himachal Pradesh are located in 
this region. 


2 Ganga System: This large hashx of nearly 100 million ha. with 


V \ 
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an average rainfall of 111 cm. extends from the southern slopes of the 
Himalayas in the north to the northern slopes of the Vindhyas in 
the south and is spread over the States of Uttar Pradesh, Bihar and 
parts of Madhya Pradesh, Rajasthan and West Bengal. 

3. Brahmaputra System: The mighty Bralunaputra system rising 
from the northern slopes of the Himalayas debouches into India at the 
north-east corner of Assam and is further fed by its various tributaries 
rising from the hea \7 rainfall regions of Assam, Nagaland, Meghalaya 
and the adjoining territory of Bhutan. The area of this region is 51 
million hectares and it has an average rainfall of over 120 cm. 

4. Rajasdian (Rajputana) : This forms part of the State of same 
name and is practically waterless. The total area is 17 million hectares 
with an a^’erage rainfall of 29 cm. 

5. West Coast: The west coast draining into the Arabian Sea, 
excluding the Indus system, is also a region of high rainfall and parts 
of the States of Gujarat, Maharashtra, Mysore and Kerala 
form this region. The total area of this region is 49 million hectares 
and the average rainfall is 122 cm. 

6. East Coast: Basins of rivers falling into the Bay of Bengal other 
than the Ganga and the Brahmaputra systems form this region which 
covers a wide area of over 120 million hectares and has a large 
population. Some areas in the interior are frequently affected by 
drought. Parts of Madhya Pradesh, Bihar, Maharashtra, Karnataka 
(Mysore) and the States of Orissa, Andhra Pradesh and Tamil Nadu 
form this region which has an average rainfall of 109 cm. 

From the above description of the monsoon and the topography 
of the country it may be observ^ed that India gets moderate rainfall 
which, however, covers almost the whole of the country'. But the 
average rainfall is neither assured nor its distribution favourable for the 
crops every' year. A few regions such as the west coast and Assam get 
consistently good rainfall; in other regions, although the average appears 
adequate, the variations in different years are considerable and, there- 
fore, not suitable for dependable cultivation. The run-off records of 
the various river systems in India are incomplete and an assessment of 
the water resources from actual gauge-discharge records is therefore 
not possible for the whole country; but rainfall records are available for 
a long period and attempts have been made to forecast the run-off from 
the rainfall to assess the water resources for the whole country'. 

The Central Water and Power Commission had v/orked out the 
surface water resources of different regions during the period 
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1954-66. This study was based largdy on a statistical aoaljxis of the 
flow data wherever it was available and on suitable rainfall run-off 
relationships, wherever observed data was meagre. According to this 
study, .in the year I960 the water resources of the various barins 
amounted to 1,881,057 m. cu. m. (1,524 million acre feet) as detailed 
below. 


Suffice Walcf Potemiil 


Zone No: I ~ West Flomog RJren 

River basuu of Kerala 

River basins of Madras and ttombay 

below Tapti 

Tapii basin 

Narmada basin 

Basin above Narmada 


Zone No: It — East Flonlng Risers 
Tambrapanii and Vaigai river basins 
^uvety basin 

Mahanadi and other basins between 

Qanga and Codasari 

Godavan basin 

Krishna basin 

Peanar 

Basins belitcea Cauvefy a"® Penaar 


Zone No; ni — Indus Basin 
Indus basin 

Zone No : tV — Ganga Basin 
Chambal nver basin 
Yamuna rivet basin 
Ram Canga basin 
Tons river basin 

anifoiher basins between Tons 

RiXbanIr tributaries b^S^ 
Left bank tnbuiaries betow Gofra 


64.43 Figures as estimat- 
ed by Khosla's 
formula. 


and Barak basin 

Grand total for Zones I, H. HI. IV & V 
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Groundwater Resources: A scientific assessment of the groundwater 
potential of the countrj' was not undertaken until a few years ago. 
Wells used to be constructed, and are even now being constructed, on 
the basis of local expertise and on the advice of water diviners. The 
construction of tube-wells in the Ganga alluvium of Uttar Pradesh 
was taken up in the thirties but tins was based on local knowledge and 
not on any assessment of the groundwater potential. Groundwater 
mapping and groundwater exploration were, until recently, sporadic 
and limited to specific areas. 

It was not until 1936 that a large-scale programme for the construction 
of tube-wells was undertaken in the Ganga alluvium of Uttar Pradesh 
when 1,500 tube-wells were constructed and channels laid to irrigate 
3,367,000 hectares. 

Estimate of Available Resources: Although groundwater has been 
located at a number of places, no systematic quantitative assessment 
has so far been made. Such an assessment can be made only on the 
basis of complete data on sub-surface geology, rainfall, evapotranspira- 
tion, run-off, percolation zone and extent of saturation, hydraulic gradient, 
aquiferous characteristics, gco-chemistry of water, etc. The collection, 
compilation and analysis of such data will naturally take time. The 
regime of groundwater in various regions has also to be systematically 
studied over a number of years. 

The occurrence of groundwater, according to a recent assessment, is 
indicated in Table IT. 

Utilizable Water Resources: So far, no systematic study or analysis 
of the utilizable water resources of the country has been done except 
for the Indus river system. The Irrigation Commission (1969-72) has 
made some preliminary assessments and has indicated in its report 
that the entire water resources of the Godavari, Krishna, Narmada and 
Tapti rivers can be utilized. The waters of the Cauvery have already 
been practically fully utilized. 

As regards the Ganga, which carries about 493,400 m.cu.m. (400 
M.A.F.) of water on an average, the Commission assessed that it should 
be possible to utilize about 185,000 m.cu.m. (150 M.A.F.) for the develop- 
ment of irrigation. In view of the topography and the limited oppor- 
tunities for storage, the rest of its waters will continue to flow into the 
Bay of Bengal, particularly during the monsoon season. 

There is very little possibility of utilizing the Bralimaputra waters 
except through a few medium and lift irrigation schemes in Assam. 
Nearly 370,000 m. cu.m. (300 M.A.F.) of the Brahmaputra waters will 
continue to flow annually into the Bay of Bengal. 

The west flowing rivers of India (excluding the Tapti and Narmada) 
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are another important and significant source of water. These rivers 
carr}’ on an average nearly 246,700 m.cu.m. (200 MAF) of water. 
However, on account of the very short distances traversed by them in 
their flow to the coast and the nature of the terrain, the possibilities of 
utilizing these waters for irrigation are veiy' limited. It is, however, 
possible to divert eastward a limited quantity of water from these rivers 
for irrigation. Nearly 197,400 m.cu.m. (160 MAF) however will still 
continue to flow into the Arabian Sea. 

The Mahanadi, and other east flowing rivers have a sizable water 
potential though only partial utilization would be possible on account 
of the limited land potential and storage possibilities. About 74,000 
m.cu.m. (60 MAF) of water from these rivers would stiU flow into the 
Bay of Bengal. 

The utilizable water resources of the country, as assessed by the 
Irrigation Commission, can be broadly summed up as shown below: 

Table III 


1. Narmada, Tapti, Godavari, Krishna, Cauvcrj', 
and other southera'rivcrs 

2. The Indus System 

3. The Ganga System 

4. The Brahmaputra System 

5. The Mahanadi and other cast flowing rivers 

6. The west flowing rivers excluding the Tapti 
and Narmada 


246,700 m.cu.m. (200 MAF) 

49.300 m.cu.m. ( 40 MAF) 
185,000 m.cu.m. (150 MAF) 

12.300 m.cu.m. (10 MAF) 
123,400 m.cu.m. (100 MAF) 

49.300 m.cu.m. ( 40 MAF) 


Total: 666,000 m.cu.m. (540 MAF) 


ir. Development of Irrigation 

India lies partly in the tropics and partly in the sub-tropical region. 
The general climate of the country is warm, and therefore, the tempera- 
ture conditions would permit two or more crops over most of the country'. 
However, since rainfall is concentrated over just 4 monsoon months, 
without irrigation cultivation is not possible for more than one crop. 
In regions where the annual rainfall is 100 cm. or less, agricultural pro- 
duction is inainly dependent on the favourable distribution of the mon- 
soon rains. In a majority of the years, even if the average rainfall does 
not depart much from the normal, the distribution may be erratic and 
unreliable. In many years only, a cash crop is possible. Even in regions 
with high rainfall, excess rainfall gives rise to floods and inundation of 
the soxTO areas, and this, coupled with long periods of break in the mon- 
soons, results in a poor y'ield in a number of years. 

Irrigation has been practised in India from pre-historic times and 
ancient Indian literature refers to wells, tanks, canals etc,, which are 
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said to ha\c been maintained efficiently with the Slate taking the res- 
ponsibility of their maintenance and operation. The entire landscape 
in central and southern India is studded with numerous irrigation tanks, 
some of which ha\c been constructed ccniurjcs before the Christian 
era. There arc a number of small canals in the upper \aiicys of the 


rivers of northern India which arc equally old. 

Among the important ancient irrigation systems still in use is the old 
stone weir (Kallanai) which is reported to base been constructed by the 
ancient Tamil King Karikala Chola in A.D. 46 across the Cauvery, at 
the head of its delta. With the system of river channels and canals from 
the headworks, a large area of nearly 0.4 million hectares (1 million 
acres) is being irrigated for centuries. In the British period, the irrigation 
works constructed during the 19th century were the Western Yamuna 
Canal, Bari Doab Canal, Godavan delta system, Krishna delta system. 
Cbuvery delta system, Agra Canal, Betwa Canal, Penyar canal system, 
Kharakvasla Storage Dam, Godavari Canal, Sarda Canal. Ganga 
Canal. Sone canal sj'Stera, etc. Early m the 20th century, subsequent 
to the report of the First Irrigation Commission, some more projects 
such as the Krishna Raja Sagar, Mctiur Reservoir, Nuam Sa^r 
and a few others were taken up. These irrigation projects were m addi- 
tion to the number of smaller irrigation works taken up aU over the 
country to irrigate small areas. Thus, at the time of in epeo ence e 
total gross irrigated area that remained in India ? 

22.6 million hrtares. Tlio details ot important .tngaton rvorb in 


use at the time of independence arc given 


in the following table; 


Table IV 

- ' Yeat Cron Total 

pf arra cost of 

SI. tt'ame of Projtct Cortwltiion irrigaitd Ptojtet in 

No. *000 ha. Ri. mltion 


2 3 4 


Andhra Pradesh 

1. Krishna Delta svatetn 

2. Kurnool-Cuddapah canal system 

3. Godavan Delta system 

4. Nuam Sagar 

5. Kanj^i Reservoir 

6. Pennar nver system 

BOtar 

7. Tnbeni Canal 

8. Sone Canal 


I89S 

1870 

1890 

1930 

1906 

1894 


494 82.5 

60 29.5 

503 31.4 

76 40.4 

38 3.5 

69 7.2 


J914 43 8.2 

1879 275 26 8 


9. wSSyarma Canal laclufe 
extension scFeme 
Jasunn and Kashmir 
10. Ranbir canal 


1892 547 76.6 

1904 48 5.0 
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(1) 

(2) 

(3) 

(4) 

11 . 

Madhya Pradesh 

Sarathi Rcserv'oir and Wain Ganga Canal 

1923 

29 

5.1 

12. 

Tandula 

1921 

65 

10.6 

13. 

Murramsilli Rescn oir Mahanadi Canal 

1923 

88 

15.7 

14. 

Kharung 

1931 

38 

6.6 

15. 

Maniari 

1933 

32 

6.2 

16. 

Harsi and Katcpo Dam 

1934 

25 

1.7 

17. 

Bhind canal system 

1927 

32 

11.6 

18. 

Maharashtra 

Asola Mendha Tank 

1918 

10 

1.8 

19. 

Ramtek Tank 

1906 

11 

2.9 

20. 

Ekruk Tank 

1871 

25 

1.4 

21. 

Dama Dam and Nandu Madhaweshwar Weir 

1916 

24 

7.6 

22. 

Wilson Dam and Ozat Weir Pars’ara River Works 1938 

30 

12.5 

23. 

Bhatgar (Lloyd) Dam and Nira Right Bank Canal 

1 1938 

39 

60.2 

24. 

Satpal Tank and Nira Left Bank Canal 

1906 

33 

11.7 

25. 

Mhaswad Tank 

1897 

10 

2.1 

26. 

Kamatak (Mysore) 

Rrishnarajasagar and Visvcswaryayya Canal 

1930 

40 

45.0 

27. 

Orissa 

Orissa canal system 

1895 

100 

27.7 

28. 

Busselkonda Dam and Hinjila Anicut system 

1901 

45 

5.6 

29. 

Punjab 

Upper Bari Doab Canal 

1879 

368 

25.4 

30. 

Sirhind Canal 

1887 

1,031 

27.5 

31. 

Eastern Canal 

1933 

108 

25.5 

32. 

Ghaggar Canal 

1899 

30 

1,2 

33. 

Rajasthan 

Gang Canal 

1928 

294 

32.1 

34. 

Tamil Nadu 

Cauvcry delta system 

1889 

425 

10.3 

35. 

Srivaicuntam Anicut 

1889 

17 

1.8 

36. 

Shatiatope Anicut 

1895 

21 

1.2 

37. 

Cheyyar Anicut 

1896 

12 

1.1 

38. 

Periyar canal system 

1897 

59 

10.8 

39. 

Lower Coleroon Anicut 

1903 

54 

3.4 

40. 

Cauverj'-Mettur Project 

1934 

104 

66.4 

41. 

Kattalai 

1926 

38 

4.3 

42. 

Palar 

1896 

39 

2.6 

43. 

Kodayar 

1906 

23 

16.1 

44. 

Uttar Pradesh 

Upper Ganga Canal from Bhimgoda 

1854 

695 

53.8 

45. 

Lower Ganga Canal 

1878 

592 

47.5 

46. 

Sarda Canal 

1926 

593 

195.5 

47. 

Agra C^nal from Okhla 

1873 

159 

21.9 

48. 

Eastern Yamuna Canal 

1854 

191 

12.9 

49. 

Doon Canal 

1863 

12 

4.9 

50. 

Paricha Dam and Betwa Canal 

1886 

120 

96.7 

51. 

Dhasan Canal 

1910 

36 

4.0 

52. 

Ghaggar canal system 

1917 

60 

17.8 

53. 

Ghaggar Pumped Canal 

1938 

17 

13.1 

54. 

Rohilkhand Qinal 

1894 

21 

4.2 

55. 

Ken Canal (Gangau Weir) 

1915 

96 

16.9 

56. 

Rampur 

N.A. 

21 

1.2 

57. 

West Bengal 

Damodar Canal 

1935 

90 (Net) 

13.3 

58. 

Midnapur Canal 

1889 

40(Net) 

8.5 

59. 

Eden Canal 

1881 

16 

2.7 
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In the early forties, just before independence undivided India was 
one of the larger irrigated countries of the world. With partition nearly 
one third of the irrigated area of the country went to Pakistan. On 
account of the economic slump of the tWrties, followed by the Second 
World War, further development of irrigation had also been slowed 
down, but the population had meanwhile increased fast. Since 
India was facing a severe food shorta^ soon after independence in 
1947, greater attention was paid to irrigation to increase agricultural 
production in the Plans that were formulated smee the fifties. 

There was urgent necessity to increase agricultural production 
which could be best achieved only by extending irrigation facilities 
rapid/y. Luckily, a large number of new projects had already been 
insestigated as part of the post-war construction plans. Some of these 
were immediately taken in hand. Tungabhadra (1945), Hirakud (1948), 
DVC Project (1948), Malampuzha (1950). Chambal (1953), Lower 
Bhawani (1947), Manimuthar (1950), Bhadra (1947), Bhakra-Nangal 
(1945), Matatila (1950) and Mayurakshi (1946) arc important irrigation 
and multi-purpose projects taken up during this early plan period. Most 
of these projects have by now been completed and full benefits 
achieved. 

During the Plan period which commenced in 19S0-5I, regular pro- 
cedures have been laid down for the implementation of t)je Plan targets. 
According to the practice thus established, no scheme can be taken up 
by the Stales until approval for the scheme is given by the Planning 
Commission, Government of India. The Central loan assistance given 
for these projects is also subject to this condition. The system in vogue 
classified all proj'ects costing more than Rs. 50 milHon each as major. 
Irrigation schemes costing individually uplo Rs. I million were origi- 
nally classified as minor schemes. This limit was raised to Rs. 1.5 
million in 1965 and to Rs. 2.5 nu/tion in 1970 (for schemes in hilly 
tenons, this limit is Rs. 3 million). The other schemes costing bet- 
ween Rs. Z5 million and Rs. 50 millon ate called medium schemes. 
For techmcal scrutiny of the major and medium schemes the Planning 
Commission is assisted by the Central Water and Power Commission 
in the Union Ministry of Irrigation and Power. The minor schemes 
are processed through the minor irrigation wing of the Union Ministry 
of AETiculture. In this manner, the criteria to be fulfilled for the 
inclusion of new projects in the Plan arc ensured, and this procedure 
enables the Union Government to influence the pattern of development 
according to the national interest. 

At the beginning of the First Five Year Plan, total irrigated area from 
all sources was 22.6 million hectares. The actual water utilization by 
these irrigated areas was about 9.5 million hectaris of surface water. 

It has also been estimated that 22 million hectare metres of ground- 
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water can be exploited for irrigation purpose, to serve 22 million hectares, 
of which only 6.5 million hectares was developed at the beginning of the 
First Plan, The hydro-power potential of the country is estimated at 
41.2 million kw. against which the installed capacity in 1951 stood at 
0.56 million kw. Inland river water transport was restricted to certain 
parts of Assam, West Bengal and Bihar. Flood control, was confined 
to a few embankments constructed on certain rivers. 

The Planning Commission recognized that the foremost requirement 
in rebuilding the agricultural economy of the country was by large-scale 
development of irrigation and power. In this manner, the way for rapid 
industrialization of the country would also be paved. A target of 
doubling the area under irrigation in 20 years was set to be achieved by 
1974. Rapid expansion of power generation was also aimed for increas- 
ing the low per capita generation of 21 kwh. in 1951; this has increased 
to 120 kwh. in 1972. 

By the end of March 1969, India completed three Five Year Plans 
and three Annual Plans. During the tliree Five Year Plans and subse- 
quent Annual Plans, 533 major and medium irrigation projects were 
taken up including 76 major projects. During the Fourth Five Plan 
since April 1969, 13 major and 33 medium schemes have been sanctioned 
so far. By the end of March 1972, 361 schemes (22 major and 339 
medium) have been completed. The ultimate irrigation potential from 
major and medium projects has been estimated at 56.5 million ha. 
The irrigation potential of the major and medium irrigation projects so 
far undertaken has been estimated at 20.2 million ha. of which a potential 
of 10.7 million ha. was created by 1972-73 leaving a balance of 9.5 
million hectares for development through the continuing schemes. This, 
together with 9.7 million hectares (23.9 miliion acres) of irrigation 
available from pre-Plan projects provides a total of 20.4 million hecteares 
of irrigation potential from major and medium schemes. 

Thirty-four important irrigation projects taken up since independence, 
each costing more than Rs. 200 million are listed in Table V, 
Of these projects, Nagarjunasagar, Tungabhadra H.L.C. Stage-I, 
Kosi Eastern Canal, Gandak, Ukai, Malii Stage-I, Parambikulam 
Aliyar, Mula, Tungabhadra, Bhadra, Ghataprabha Stage-II, Hirakud, 
Mahanadi Delta, Ramganga, Mayurakshi and Kangsabati are pro- 
grammed to be fully or substantially completed by the end of the Fourth 
Plan in 1973-74. Bhakra-Nangal and Damodar Valley Corporation 
projects have already been completed. 

Minor irrigation schemes that were imdertaken between 1951 and 
1969, like tanks, wells, tube-wells, and lift irrigation and protection works 
provided new irrigation facilities to 6.12 million hectares of agricultural 
land at the end of 1968-69, and this added to the pre-plan minor irriga- 
tion of 12.88 million hectares (32 million acres) gave a total irrigation 
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SI. 

Natite of Project 

Estimated Ultimate benefits 

east in in million 

1^0. 


Rs. Million hectares 

1 

2 

3 4 


A. Continuing Projects 

1. Nagarjunasagar 

2. Pocharapad 

3. Tungabhadra High level Canal Stage - 1 

4. Kosi Project Eastern Kosi Canal 

5. Gandak Project 


6. Ukai (Imgatioa and Power) 


7. Narmada 

8. Afahi Stage — J 

9. Mahi Stage — II (Kadana) 

10. Kallada 

11. Chambal Stage ~ 1 

12. Tawn Project 

13. Parambikulam AUyar 

14. Bhima 

15. Mula 

16. Waroa 

17. Krishna 

18. Jayakwadi Stage — 1 

19. Tungabhadra Project 


31. 

32. 


Bbadra Reservoir 
Ghalaprabha Stage — 11 
Malaprabha 
Kabi^ Reservoir 
Upper Krishna Stage — 1 


Improvement to Lower Sarda Canal 
System Stage I , 

Mayurafcshi Reservoir 
Kaogsabati Reservoir 


2,500.t» 
757.20 
181 60 
746.00 
1,800 00 ■] 
390.30/ 
2,190.30 
I.U60 
Irr. portion 
932.3 
1,097.0* ** 
245.7 
240 0 


OSJ 
0 27 
0 05 
043 
1151. 
0.31/ 

~J.46 


4800 

500.7 
622 9 

216.4 

569.5 

497.8 

743.6 
514.5' 
135.* 




019 
0 02 
+ 007 
0.11 
0J8@ 

(For Stage 1 and 11) 
0.33 
010 
0J7 
0 07 
010 
0.11 
0.14 
0 301 
0 06/ 

0.36 


485J 

676.5 

3sao 

1.166.7 
678.2 

683.8 

1.475.7 
2,081.2 

967.9 


005 
0.41 
0.28 
0 68 
0.42 
1.27 
0.57 


648.4 0.62 

2Wf 025 

459 3 0 38 


B. Completed Proj'ecls 

1 . Bhakra Nangal 

2. Damodar Valley Corporation 


805.9 1.23 

5085 0.38 


*Rs. 1,097.0 million is the cost deWlaWe to irrigation based on 
Khosla Committee Report. 

**Scope not >ct Onalised. 

0 PracUcalJy completed. 
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Total 22.55 26.20 29.08 33.53 37.08 40.26 44.21 
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of 19.00 million hectares by Match 1969 . The total area under minor 
irrigation by March 1972, came to about ‘ 20.7 million hectares. 

Thus, irrigation from all sources in India has increased 
from 22.55 million ha. in 1951 to 40.26 milUon in 1972, i.e., 
after 21 years of planned development of water resources for ap'icultural 
purposes. It is expected to reach 44.21 million hectares by March 
1974. Table VI gives the progress in expenditure as well as benefits 
since 1951. 

The spectacular progress in extending irrigation facilities has yielded 
remarkable results in additional agricultural production. The assured 
supply of water at the required period was the catalyst to farmers to use 
high yielding varieties of foodgrains and also fertilizers thereby increas- 
ing production. 

Hydro-Poaer: The section on “Development of Power Resources" 
includes a detailed resume of the growth of hydro-power in India as well 
as future prospects. Here, the progress achieved after independence 
has been set out briefly. In the field of hydro-power generation the 
major projects commissioned during 21 years of planning are Bbakra- 
Nangal, Hirakud, Chambal, Riband, Tungabhadra, Shafavathy, 
Kundah, Parambikulam Aliyar, Koyna, Sabarigiri, Machkund. Upper 
SiJero, Umiam and Bass). These projects have increased the installed 
capacjtyof geaeratian of hydel power by more than ten limes since 1951. 
The installed capacity of hydro units in WMl-Sl was 0.36 millfon kw. 
and this has increased to 6.61 million kw. in 1971*72. It is expected 
to go up to 7.5 million kw. by 1973-74. The Table below' gives the 
plan-wise progress. 


Table VII 

Gnmtb of IssbUed Capacity 


MilUon kw. 


Year 


Hydro Plants Tbtal 


1950—51 

1955—56 

l960-«\ 

1965—66 

1968-69 

1971—72 

1973—74 


0.56 230 

0.94 3-42 

IS2 565 

4,09 10 17 

54)1 1429 

661 17.00 

7.50 20.10 
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The important hydro power stations which have given benefits since 
the beginning of the Plan period are listed below. 

Table VIII 


Hydro Power Stations and Installed Capacity 


SI. 

No. 

Name of Project 

Installed 

Capacity 

{MW) 

1. 

Moyar 

3 X 12 

2. 

Sengulam 

4 X 12 

3. 

Machkund I 

3 X 17 

4. 

Ganguwal I 

2 X 24 

5. 

Ganga Sarda System in U.P. 

87 

6. 

Extension of Pykara 

2 X 13.6 

7. 

Extension of Jog 

4 X 18 

8. 

Yamuna I 

84 

9. 

Machkund n 

2 X 21 

10. 

Maithon 

3 X 20 

11. 

Panchet Hill 

1 X 40 

12. 

Porlingalkuthu 

4x8 

13. 

Periyar 

4 X 35 

14. 

Gandhisagar 

5 X 23 

15. 

Tungabhadra 

8x9 

16. 

Umiam 

6x9 

17. 

Penniar 

2 X 15 

18. 

Neriamangalam 

3 X 15 

19. 

Hirakud I 

123 

20. 

Kundah I, H and m 

425 . 

21. 

Mcttur Tunnel 

4 X 50 

22. 

Mettur Dam 

4 X 19 

23. 

Koyna Stage I 

4 X 60 

24. 

Koyna Stage II 

4 X 75 

25. 

Sharavathi I and n 

8 X 89 

26. 

Bhadra 

33 

27. 

Hirakud n 

147 

28. 

Bhakra Left Bank 

5 X 90 

29. 

Ganguwal 11 

1 X 29 

30. 

Kotla I and n 

2 X 77 

31. 

Riband 

6 X 50 

32. 

Bhakra Right Bank 

5 X 120 

33. 

Matatilla 

3 X 10 

34. 

U.B.D.C. 

15 

35. 

Chinani 

14 

36. 

Obra Hydel 

3 X 33 

37., 

Sholayar 

54 

38. 

Sabarigiri 

6 X 50 

39. 

Kodayar 

100 

40. 

Kosi 

10 

41. 

Jaldhaka 

18 

42. 

Rana Pratap Sagar 

4 X 43 

43. 

Bassi 

3 X 15 

44. 

Upper Sileru 

2 X 60 

45. 

Parambikulam Aliyar 

185 


This increase in generation capacity has made it possible to extend 
electricity to the villages also. The task of supplying power to nearly 
600,000 villages spread out over the difierent comers of the country is 
indeed stupendous. Since independence, the boon of electricity has 
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been made available to over 130>000 wlla^s holding a sure promise of 
prosperity to rural India. This also enables exploitation of water 
resources available near the fanns by installing pump sets. By 1972, 
over 2 million pump sets were workbig with power. 

Future Programme: Although India has made rapid strides in the 
development of its water and land potential for increasing agricultural 
production, the present levels of availability of food and standard of 
living in India arc far below that of most nations of the world. 

The achievements in the field of irrigation, though impressive indeed 
do not yet go far enough to meet the country’s requirements. The 
total cropped area is at present about 163 million ha. hut irrigation 
potential is available only to about one-fourth of this area. Food- 
grains production currently is around 110 million tonnes, which needs 
to be increased to about 160 million tonnes to provide at least a 
quarter tonne per head by 1981. To achieve this objective the area 
under irrigation will need to be increased at least by another 50 per 
cent. The increase will have to be in major and medium irrigation as 
well in minor irrigation, which calls for an increase of 1 million ha. 
in the area under irrigation every year on an average in each sector. 

In the field of hydro power development the preliminary programme 
for the period 1971 to 1981 has been worked out so as to increase the 
installed capacity from 6.61 million kw. to 22.0 million kw. This will 
help increase the total installed capacity of power from 17 million lew. 
in 1971 to 52 million kw. in 1981. 

in< Flood Control 

Aduerements: While the problem of floods is as old as the rivers 
themselves, no extensive efforts were made scientifically to tackle it 
till the country achieved independence in 1947. The earlier 
efforts were mainly restricted to coostruction of embankments piece- 
meal, mainly erected by individual zamindais to protect their own lands 
from inundation. At the beginning of this century, when irrigation 
projects were taken up, some embankments were built to protect the 
irrigated lands from the ravages of floods. After independence, it 
was realized that these efforts were inadequate and therefore, multi- 
purpose reservoirs like the Hirakud and the Damodar Valley complexes 
were taken up for flood control and multi-purpose use of the stored 
waters. However, till 1954, no major countrywise programme 
of flood control was undertaken. 

The year 1954 brought one of the worst devastating floods in the 
country which spurred the Government to concerted action. The 
Government of India, launched a National Programme of Flood Control 
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in that year. The main handicap, at its outset, was the lack of topogra- 
phical and hydrological data to plan and implement the flood control 
schemes. The first priority was, therefore, given to collection of data, 
apart from undertaking immediate measures wherever necessary. This 
was subsequently followed by taking up properly planned schemes to 
control floods and to check river erosion. Floods have still continued to 
damage our economy, at an annual rate of Rs. 196 crores during 1953- 
1971. The maximum damage occurred during 1971 was estimated at 
Rs. 632 crores. Flood damage in 1972 was estimated at Rs. 149 crores. 

Policy and Future Programmes: Under the Indian Constitution, flood 
control is a State subject. Investigation, planning, construction and 
maintenance of flood control, anti-erosion and drainage schemes are 
entirely the responsibilities of State Governments. In order to give 
this programme a national perspective, the Government of India 
announced in 1954, a national programme of flood control as mentioned 
earlier. To implement this programme effectively, various organizations 
at the State, Inter-state and Central levels have been set up. The Centre 
had also to take up another important role, that of helping the States 
to plan the schemes of Inter-state rivers to ensure that there are 
no adverse effects from schemes constructed in one State on another 
State. Upto the beginning of the Fourth Plan, specific allotments of 
funds were made for the flood control schemes in consulta- 
tion with the States, depending on the nature and magnitude of the 
problem in each State and the priority of the schemes. Fx'om the 
beginmng of the Fourth Plan, this system has been changed and the 
States are given various development programmes. The State Govern- 
ments have, therefore, to -earmark the financial outlays for various 
sectors of development, including flood control. 

It is now proposed to accelerate the flood protection works to ensure 
that, at the end of the decade 1971-1981, at least 80 per cent of the areas 
in each State which are prone to floods are given protection. It is hoped 
that by the end of 1981, a total area of 10 million hectares may be pro- 
vided flood protection in the country. This corresponds to about 66 
per cent of the area that can be economically protected from floods. 
This programme besides benefitting new areas will also stabilize the 
benefits already achieved in some areas by raising and strengthen- 
ing the existing embankments wherever necessary, and by enlarging 
capacities of drains to higher run-off factors. It is also proposed to 
take up construction of some storage works during this period. It is 
estimated that such a programme will require an outlay of Rs. 5,000 
to Rs. 6,000 million. The various State Governments have been requested 
to investigate and prepare schemes and work out priorities for their 
implementation to achieve the targets. 
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In the national flood control programme, which w'as outlined in 1954, 
it was envisaged that the construction of embankments will essentially 
be a short-term measure. As a long-term measure, it was proposed to 
construct stora^ reservoirs on a number of major and minor rivers to 
control the floods passing lower down. Some storage projects had already 
been built with flood control in wcw, notable among which are the 
Hirakud dam on the Mahanadi in Orissa, and a series of 4 dams on the 
Damodar river system for the States of West Bengal and Bihar. In 
addition, a number of multi-purpose river projects have been constructed 
in the country which, although not providing specific flood storage, help 
considerably in moderating the flood flosvs. In the coming decade, more 
reservoir projects have been envisaged to provide permanent storage 
protection from the flood ravages. Such reservoirs, wherever feasible, 
are proposed to be planned for multi-purpose uses like irrigation and 
hydro-electric generation to make them economically viable. 

In order to implement the national flood control programme out- 
lined by the Governmenl of India in 1954, a nelwcprk of organizations 
has been set up at various levels. 

At the State level, State Technical Advisory Committees and Flood 
Control Boards have been set up to examine the technical and economic 
feasibility of the schemes, to lay down policies for the formulation of 
these schemes, and to prepare long range plans for flood control. The 
planning and implementation of the schemes is being done by the 
irrigation departments in various States. There are no separate depart- 
ments for flood control so far. However, recently in order to tackle the 
complex problems of flood control and erosion in a more scientific 
manner in the Brahmaputra Valley in Assam and in the north Bengal 
region of West Bengal, separate Flood Control Commissions have 
been set up. Two separate Boards of Consultants comprising experts 
in this field assist these Flood Control Commissions. To lay down 
poliries and give direction to these Commissions, the Brahamputra 
Flood Control Board and the North Bengal Flood Control Board have 
been set up with the Union Minister of Irrigation and Power as 
Chairman. 

At the Inter-state level, four river commissions have been set up 
VIZ., the Ganga, the Brahmaputra, the North-west and the Central 
India Rivers Commissions. These are presided over by the Chairman, 
Central Water and Power Commission with the Chief Engineers ofthe 
States in the region as members, apart from the representatives of the 
Survey of India, Geological Survey of India, Ministries of Railwa>s 
and Transport and the India Meteorological Department. These 
Commissions are entrusted with the work of coordinating the plans of 
various States in the river basins and solving Inter-state disputes. 

In order to prepare and implement a comprehensive integrated plan 
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of flood control, erosion and drainage in the Ganga Basin as a whole, 
with the close co-operation of the Government of India, a separate flood 
control commission has been set up. The Government of India have 
also constituted the Ganga Flood Control Board headed by the Union 
Minister of Irrigation and Power and consisting of the Union Minister 
of State for Finance and the Chief Ministers representing the States of 
Bihar, Uttar Pradesh, West Bengal, Har^'ana, Rajasthan and Madhya 
Pradesh as members. 

At the Central level, there is the Central Flood Control Board. 
This is presided over by the Union Minister of Irrigation and 
Power and has the Union Ministers of Railways, Transport 
and Agriculture as well as the representatives of the State Flood Control 
Boards as members. This Board lays down broad policies for the pro- 
gramme, reviews the progress achieved in the various activities of flood 
control and gives an overall direction for the implementation of the 
programme. 

In order to assist the Central Flood Control Board, the Union 
Ministry of Irrigation and Power and the Planning Commission, a 
separate flood control wing has been created in the Central Water and 
Power Commission. This organization carries out the technical scrutiny 
of various flood control, drainage, anti-waterlogging and anti-sea 
erosion schemes and also assists the State Governments in planning and 
implementing of the flood control programme. It also provides 
expert assistance on specific problems referred to it. Since 1969, this 
organization has also undertaken the work of flood forecasting on 
major rivers in six States, viz., Assam, Bihar, Uttar Pradesh, Orissa, 
West Bengal and Gujarat, in addition to the forecasting on the river 
Yamuna in Delhi which has been taken up from 1959. This has helped 
State authorities to take timely action, both for the safety of the en- 
gineering works as well as the arranging of timely evacuation and relief 
measures. 

Flood warning and flood fighting are the responsibilities of the State 
Governments. In these fields, varying practices are being adopted by 
difierent States. In order to make them uniform and effective, the 
Central Water and Power Commission has recently circulated a manual 
of flood operation, indicating the frame work of organization for flood 
warning, flood fitting, etc. 

During the last 18 years, about 40 per cent of the area which can be 
economically protected has been afforded protection, with an investment 
of Rs. 2,552 million. The average annual outlay works out to only 
1 1 per cent of the average annual damage caused by floods. In order to 
set up the programmes and to achieve the objective of minimizing the 
damage, a decade plan has been proposed to provide protection by 
1981 to at least 50 per cent of the area liable to floods. 
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While the various known methods of flood control have already been 
adopted the major emphasis so far has been on the construction of cm* 
bankments. This is now proposed to be supplemented with the con* 
struction of storage reservoirs, wherever feasible. In order to tackle the 
programme on a concerted basis, separate organizations exclusively 
devoted to flood control have been set up, as mentioned earlier, in the 
States of Assam and West Bengal as well as for the Ganga Basin as a 
whole covering six States. It is proposed to extend the flood forecasting 
systems in the country to reduce the loss of life and property by giving 
timely warnings. Setting up of organizations to effectively cany out 
flood wanung and flood fighting is aiso proposed. 

While the progress achieved so far is significant in the context of the 
overall magnitude of the problem as well as its ramifications, it is equally 
necessary to accelerate the programme and set up new organizations so 
that the recurring damage is minimised as early as possible. This is 
particularly important since, with the increase in the pressure of the 
population and the rapid progress of industrialization in the country, 
flood control would be vitally necessary to prevent set*baclc5 to 
socio-economic growth. 


IV, Fotore Perspeetire 

About one*third of the area of our country is subjected to drought. 
The current percentage of irrigation attained in the drought districts is 
low as compared to the average of the country as a whole. Moreover, 
most of the irrigation is through minor schemes, which usually are unable 
to provide adequate quantities of water and very often fail during critical 
periods. Even ^er taking into consideration the increase in the irrigated 
area by utilizing the balance of the available local waters, the percentage 
in most cases is still on the low side. In order to improve this propor- 
tion to a reasonable level, it will be necessary to consider schemes for 
importing water from outside the basin. There is an imbalance in the 
distribution of available water resources in the various re^Ons of the 
country in relation to the areas of water demand and in relation to the 
time and need during the year. The northern and eastern rivers fed by 
high rainfall during the monsoon carry abundant discharges. The snows 
of the Himalayas help in keeping these rivers perennial although the dis- 
charge during the dry season is a small fraction of that in the rainy 
months. The western and southern rivers on the other hand, being purely 
rain-fed, have very uncertain flows because of the vagaries of the rainfall 
and the annual yield of these rivers is also highly variable. These condi- 
tions of high discharges available for only the short rainy period point 
to the obvious need for conserving the flows in the high flow period for 
utilization in the lean months. Many large storage tanks have 
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already been constructed and several more are in various stages of con- 
struction and planning. Even after harnessing the utilizable water 
resources, many rivers like the Ganga, Brahmaputra, Mahanadi, etc. will 
carry large volumes of water to go waste into the seas. A country with 
so many drought prone re^ons can ill-alford to waste all these surplus 
waters and it is essential that these are put to use for meeting the 
needs of the deficient areas. 

In order to achieve these objectives, it has been proposed to 
inter-link the various major rivers, thus enabling transfer of surplus flows 
to areas of deficit supply. This will remedy, to some extent, the imbalance 
of the regional water resources. The geographic relation between 
regions of water supply and water demand will be such that the over- 
all picture will comprise two main groups of water transfer links; one 
extending from the east to the west and the other extending from the 
north to the south-west and the south. Subsidiary links, branches and 
connectors with intra-basin and local projects and other services will also 
be necessary. When identified, these features will constitute a National 
Water Grid, investigations for which are proposed to be taken in hand 
shortly. The major part of this grid would be the ambitious programme 
of linking the Ganga in the north to the Cauvery in the south 
probably by the turn of this century. 

B. POWER RESOURCES 

I. Historical Background 

Power Policy: Under the Constitution of the India, electricity is a 
concurrent subject, with responsibility both of the Centre and the States. 
It is a field in which private entrepreneurship accounted for most of the 
earliest developments, whereas today State undertakinp predominate. 
Electricity development in the country started at about the turn of the 
20th century. From timely, impressive beginnings, and after an unduly 
prolonged period of halting growth, progress has been accelerated 
during the last twenty years of planned development. The total installed • 
generating capacity in the country in March 1970 stood at 15.5 million 
kw. to which State-owned public utilities contributed 12.5 million kw'. 
(80%), private utilities operating under licences 1.6 million kv,'. (10%), 
the rest of about 1.4 million kw. (10%) being in the non-utility sector, 
i.e., State-owned as well as licensed private industries, which generate 
electric power for their owm consumption. Prior to independence, 
out of a total installed capacity of 1.7 million kw. in the entire country. 
State-owned utilities contributed only 0.37 million kw. (21.8%), which 
is indicative of the subsequent change in the role of the Government 
in this field. 

Early Legislation: From the earliest stages, the power to legislate 



DEVTWr.'fCNT OF WATER AND TOWER RESOURCES 97 

in the field of electricity development was vested in the Central Govern- 
ment. Legislation to control electricity supplj actually preceded the 
setting up of the electrical utility industry. Tlie first legislative measure 
was introduced as the Elcctridly Act of the Government of India in 
1887, at a time when electrical installations covered only a few dynamos 
feeding arc lights and electric candles. The primary object of this bill 
was to enable the Governor-General in Council to frame rules for pro- 
tecting the public, person and property from injury from appliances or 
apparatus utilized in the supply of electricity for lighting and prevent- 
ing telegraph lines from being injuriously affected by these appliances. 
The question of control of electricity supply undertakings by means of 
licences was considered but action was deferred. The Act was regarded 
as a preliminary measure to be reviewed as soon as some experience m 
the field had been gained. 

In 1891, when proposals were received from the Indian Electricity 
Supply Syndicate for the establishment of works for supply of electric 
lighting to the city of Calcutta, the Government of Bengal represened to 
the Centre that further legislation was called for, either (a) by a general 
Act applicable to the whole of India or, (b) by a local and special Act 
for Calcutta, to enable it to issue licences for electric supply, and to 
exercise control on other related matters such as protection of the interests 
of the electric supply undertakings and of consumers from excessive 
charges. The second alieroative was recommended by the Central 
Government and this led to the enactment of a local Act in Bengal, vfr., 
the Calcutta Electric Lighting Act of 1895, applicable to Calcutta and 
providing for its extension to other municipalities in Bengal. The 
question of amending the Act of 1887 to provide for control of electric 
undertakings by means of licences, was again considered by the Govern- 
ment of India in 1 895 but it was felt that the more important Provincial 
Governments, with Le&slative Councils of their own, could passActs 
similar to the Calcutta Act whenever required and, in the other minor 
administrations, no urgency was felt. 

In 1900, the Government of Bengal, faced with the need for a modi- 
fication and extension of the Bengal Act of 1 895, suggested that it would 
be desirable for the Central Government to frame a comprehensive 
Act applicable to the entire country. It was also represented from other 
parts of India that promoters of dectnc enterprises would welcome such 
legislation. The Provincial Governments were also generally in favour 
of a general Act. In this context, the Electric Supply Act of 1903, wluch 
repealed the Act of 1887 and the CaJeutia Electric Ughting Act of 1895, 
was passed. This Act specifically provided for control by licence, of under- 
takings supplying electricity to the public, for purposes of traction etc. 
and aUo for making rules and reference of disputes for arbitration. It 
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was, however, recognized that even this Act was a tentative measure 
requiring amending legislation at an early date. 

In the early years of power development, the electricity supply 
industry was organized predominantly by private enterprise for serving 
the needs of populations in large towns and cities. Soon many 
difficulties were encountered in the working of the 1903 Act. While 
the power to issue licences under this Act rested \vith the Provincial 
Government, yet authority or previous sanction of the Governor- 
General in Council in regard to certain matters was required. This 
resulted in dual administration and almost every application for a 
licence had to be referred to the Governor-General in Council resul- 
ting in inordinate delays. These being detrimental to promotion of 
electricity development, a committee of amendment to review the various 
provisions of the 1903 Act was appointed in 1907, and its deliberations 
led to the repeal of the 1903 Act, and passing of the Indian Electricity 
Act of 1910. 

The Electricity Act 1910: General administration of this Act, and the 
granting of licences, subject to the control of the Governor-General in 
Council, were left in the hands of the Provincial Governments, only 
the rule making powers being reserved to the Governor-General in 
Council. The Act provided for the issue of licences for establishment of 
electric utility undertakings, laid down the responsibiUties and duties of 
the licencees, ensured that adequate safety measures were taken by the 
utilities and consumers in the distribution and use of electricity, and 
incorporated generally all the regulations and controls necessary for the 
smooth running of the industry. It was primarily regulatoiy in character 
and concerned itself a great deal with essential provisions of safety. 
The main purpose of the Act was not so much to promote the develop- 
ment of the power supply industry as to exercise adequate control in 
the public interest. In 1922, the control of the Governor-General in 
Council in granting of licences was also abolished in accordance with 
the spirit of the Montague-Chelmsford Reforms. The Government 
of India Act of 1935 assigned the subject of elctricity, to the concurrent 
list, and this resulted in the responsibility of the Central Legislature 
being confined only to introducing legislation in the field, while the 
complete administration of the legislative measures vested with the Pro- 
vincial Governments. The 1910 Act has been modified from time to 
time in the light of subsequent experience and to suit the changed political 
situation in the country after independence. 

Beginning of Electricity Supply Industry: Electricity was first intro- 
duced in the country in the year 1897, when a 130 kw. hydro-electric 
project, utilizing the unregulated waters of a Himalayan hill stream, 
was launched by the Darjeeling Municipality in Bengal under a licence. 
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The first steam-driven power plant, rated 1,000 kw., was installed at 
Calcutta two years later in 1899 by the Calcutta Electric Supply Cor- 
poration. The first major hydro-electric installation was the 4,500 kw. 
Sivasamudram Station on the Cauvery river, launched in 1902 by the 
Mysore Durbar to supply power to the Kolar Gold Mines. The 
capacity of the Station was progrcsshcly increased from 4,500 kw. in 
1902 to 15,700 kw. in 1920. Sivasamudram was not only the first major 
power scheme in India designed to promote industrial development 
but had the distinction of having, associated with it, one of the longest 
— 145 kms. at 70 kilovolts — transmission lines in the world at that 
time. In 1909, the Kashmir Durbar inaugurated its Jhclum Power 
Station (installed capacity 4,000 kw.) at Mohora. Several thermal 
installations sprang up in 1906, notably in Madras, Kanpur and Delhi. 

The most impressive scheme of power development in the period 
after the enactment of the Act of 1910, and prior to the First World 
War, was the 50,000 kw. hydro-electric scheme implemented by the Tatas 
at Khopoli in 1914 under which waters of an cast flowing tributary of 
the Krishna river, were harnessed ingeniously by impounding and 
westward trans-basin diversion of these waters across the continental 
divide, to utilize a fall of 500 meters, available in the neighbouring basin. 
The capacity of the thermal stations in the various cities was increased, 
and small installations mushroomed at the more important towns. 
Electricity tariffs were high and development of electric supply on the 
whole was not progressise. 


Impact of World War I: The outbreak of World War I brought 
matters to a head, when it was found that power was one of the most 
baric rcquiremenU of all war-time demands. The Indian 
Commission, wWle reviewng the power position during • 

emphasized the need for a survey of the hydro-electric resources of In a, 
since the entire industrial future depended upon the provision of cheap 
power. It further recommended that the survey be earned out forthwith 
by Government, since only they could estimate the effect of displaang 
communities under reservoir schemes, ascertain long-term rig s, a ju 
conflicting claims, initiate and carry through joint an 
power and irrigation schemes, and mwt important, a o o ^ 
the long-term gauging operaUons whi^ were ^ 

electric projects. The Commission also pom 
systematic survey was undertaken by Government, i w 
possible to formulate precise rules for grant of 

Acting on these recommendations, a survey of the hydro-elcctnc 

resourcSoAheenUre countrywas “tVotrv:^ 

of the Central Government and was conducted 

basis for a short period of three years. TTus represented the first cvi 

Indologtsches Seminar 
der Universitat Bonn 
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dence of Governments direct interest in the field of electricity develop- 
ment, either at the Centre or in the Provinces, and led to a preliminarj' 
assessment of the v/ater power resources of India, which, for the terri- 
tories now forming part of the Indian Union was placed at 3.5 million 
kw. continuous, on firm basis. Although unduly pessimistic and 
severely inhibited by the limitations of technology at that time, this sur^'ey 
represented a valuable first step undertaken at a timely stage. Un- 
fortunately, in 1920 the Government of India, as a consequence of the 
Montague-Chelmsford Reforms, decided that aU outlay on water storage 
and water power would be a provindal charge and ruled that the necessarj' 
pro\ision for hydro-electric surveys should be made in the provincial 
estimates from the year 1921-22 onwards. This marked the end of direct 
participation by the Central Go^'e^nment in the field of power develop- 
ment till World War II. Although some Provincial Governments 
e\inced interest in a few selected schemes, the aims and objects of a 
nation-wide survey of total resources were soon lost sight of. 

The period after 1921 was, however, important because some enter- 
prising Provincial Governments v/z., Madras, U. P. and the Punjab 
entered the field of power development with pioneering hydro-electric 
projects, viz., Pykara, Papanasam and Mettur in Madras, the 
chain of power stations utilizing the falls along the Ganga Canals in 
U.P. and Jogindemagar in the Punjab. Grid systems emerged as 
power w'as carried from these hydro stations to remote load centres. 
The Princely States of Mysore and Jammu and Kashmir expanded their 
hydro stations and the State of Travancore also joined in the develop- 
ment of hydro power. The Tatas, the great industrial entrepreneurs, 
expanded their hydel stations along the Western Ghats. Expansion of 
thermal stations continued on load centre basis, as a preserve of private 
enterprise, operating under licences for production and distribution of 
power in urban centres. In addition to expansion of the then existing 
thermal power stations at Calcutta, Madras and Kanpur, new installa- 
tions were commissioned in Bombay, Lucknow', Allahabad, Delhi, 
Agra etc. The total power plant capacity in the entire country at the 
beginning of World War n w'as about 1.2 million kw. to w’hich State- 
owmed electric utilities contributed about 76 % of the total. 

During World War II, all the available power supply resources were 
strictly controlled and regulated from the point of view' of the war efibrt. 
Expansion of the industry w'as stifled considerably during the w'ar period 
and shortly thereafter. At the time of independence, the installed 
capacitj' stood at about 1.7 million kw'. 

The Electricity Supply Act of 1948: As pointed out earlier, the 
Indian Electricity Act of 1910, introduced during the infancy of the 
electricity supply industry, w'as not specifically aimed at promoting rapid 
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development. This inadequacy, pointed to the need for additional 
legislation and for promotion and rationalization of power development. 
With the rapid growth of electridly during the post-World War I years, 
the concept of co-ordinated operation of electricity stations by forming 
grid systems, and the advantages of centralizing direction and control 
of bulk supply of energy by a single authority were recognized as essential 
for fostering healthy and economic growth of electricity. These new 
concepts introduced by tcchnolo^cal advancement in the field were consi- 
dered in detail by the Power and Fuel Sub-Committee of the National 
Planning Commmittee set up in 1940 under the cliairmanship of 
Jaw’aharlal Nehru. This Committee, in its resolution, recommended 


the creation of Central and Provincial Electricity Boards to implement 
national policies on power. Its also considered that it would be 
advantageous if Government were ultimately to own and operate the 
entire electricity supply industry. The Policy Committee on Electricity 
and Public Works of the Government of India also recommended in 
February 1945 that “Steps should be taken to eradicate any factors that 
retarded the healthy economic growth of electrical development on 
regional lines whether in the Provinces, States and Local Authority- 
owned or in commerciallj'-ovvned electrical undertakings.” It was then 
decided that the needs of the country would best be met by the consti- 
tution in the Provinces of quasi-auionomous statutory boards provided 
with adequate powers to effect the rationalization of electricity supply 
throughout the Province. Since it v/as not possible to legislate for this 
purpose within the framework of the 1910 Act, which had been conceived 
for an entirely different purpose, specific additional legislaUon on the 
broad lines of the Electricity (Supply) Act of 1926, in force in the U.f^ 

atthattime.wasthought advisable. Accordingly, a bill vvas introduced 
in 1946 in the Central Legislative Assembly and its provisions discussed 
at a conference of prominent representatives of the Assembly 
of industry and Provincial Governments in the summer of 194L T e 
bill finally drawm up was referred to a Select Committee of the ntra 
Assembly in December 1947. The revised bill incorporating vanous 
amendments and modifications was introduced in the Constitvent 
Assembly (Legislative) in 1948, and passed as The Electricity (Supply) 
Act, 1948. This Act provides for the establishment of ,a Central 
Electricity Authority and for organizations in the StatR, known as a e 
Electricity Boards." It also lays down principles for the control ot 
finance of public electricity supply utilities. , 

The Central Electricity Authority, provided for m the ly 
constituted in January 1950, is statutarily empowered to: 

(a) develop a sound, adequate and uniform nationa power 

and particularly to co-ordinate the activities of planning agenacs 
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in relation to the control and utilizaton of national power 
resources, 

(b) act as arbitrator in matters arising between the State Govern- 
ment or Boards and a licensee or other person as provided in 
the Act, 

(c) carry out investigations and collect and record data concerning 
the generation, distribution and utilization of power and the 
development of power resources, and 

(d) make public from time to time information secured under this 
Act and to provide for the publication of reports and investi- 
gations. 

Some of the functions of the Central Electricity Authority, like collec- 
tion and publication of statistics pertaining to the electricity supply 
industry, etc., are discharged for and on behalf of the Authority, by the 
Power Wing of the Central Water and Power Commission, the technical 
organization of the Union Ministry of Irrigation and Power. The latter 
organization was formed by amalgamation of the Central Electricity 
Commission (1948 to 1952) with the Central Water Power, Irrigation 
and Navigation Commission in 1953. 

The State Electricity Boards provided for in the 1948 Act are semi- 
autonomous bodies empowered to control and regulate power develop- 
ment in the areas under their jurisdiction with the following specific 
functions; 

(a) to rationalize the production and supply of electricity in any 
area by preparing and carrying out schemes in which provision 
may be made for all or any of the following matters, viz., 

(i) the establishment of the Board’s own generating stations; 

(ii) the designation with the consent of the owner of generating 
stations, whether existing or new, as controlled stations at 
which electricity shall be generated for the purpose of the 
Board; 

(iii) the inter-connection, by means of main transmission lines 
to be constructed or acquired by the Board, of any generating 
station with any others and with any system of licensees; 

(iv) where a scheme relates to a specified area, the inter-connee- 
tion of the system of the Board in that area, with the system 
of the Board in any other area with respect to which a 
scheme is being or may subsequently be made; 

(v) the construction or acquisition with the consent of the owner 
of such other main transmission lines as the schemes may 
require; 

(vi) the use by the Board of any transmission lines or main 
transmission lines of any licensee with his consent; 

(vdi) such supplemental, incidental and consequential provisions 
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as may appear necessary or expedient for any of the purposes 
aforesaid; 

(b) to supply electricity to owners of controlled stations and to 
licensees whose stations are closed down under the Act, and 

(c) to supply electricity as soon as practicable to any other licensees 
or persons requiring such supply and whom the Board may be 
competent under this Act to supply. 

One of the important features of the Electricity (Supply) Act of 1948 
is that it lays do\vn the financial principles to regulate the commercial 
working of electric licensees. It introduces the concept of ensuring 
power supply — a basic need — at economical and reasonable rates, by 
the provision that the clear profits of a licensee shall not, as far as possi- 
ble, exceed the amount of “reasonable return”. If such a return is not, 
however, realized by a licensee, a procedure has been outlined by which 
the licensee could then extend his schedule of rates. 

The Delhi State Electricity Board was the first to be formed in 1950, 
followed soon thereafter by the Madhya Pradesh Board. The Bombay 
State Electricity Board was formed lu November 1954. There was 
considerable reluctance initially on the part of some States to fonn 
Electricity Boards. The question was discussed at a meeting in the 
Ministry of Irrigation and Power on February 16, 1955, at which it 
was decided that all the States should constitute the Boards as required 
tinder the Act. Thereafter, State Electricity Boards were constituted 
in the rest of the country. Although State Electricity Boards have smee 
been set up in all States except Jammu and Kashmir, their historical 
background and experience have varied widely, as should have 
been expected in a large country like India, and their perfonnance — 
in their main objective of fostering electricity development — is like- 
wise diverse. While most Boards have comprehensive funcUoM of 
power generation, transmission and distribution under their c argo, 
in a few cases, investigations and construction of power generation 
schemes continue with the State Govemment Departments. In others, 
private utilities still continue to generate and distribute power in lucra- 
tive urban areas. The full objectives of constituting State Electricity 
Boards have, therefore, yet to be achieved. 


Period of Planned Development: After 1950, the clcctnc pov«r 
industry, whose growth was slow and halting for nearly half a wn ury, 
received great impetus. Major river valley developments t “P 
after independence for multi-purpose benefits, with power genera o 
as one of the major aspects, contributed substantially to t s oos . 
the following era of planned development, and with emphasis on rapid- 
industrialization, electricity supply became even ‘ 

Power development has generally kept pace with these rapt y gr S 
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demands and during the last twenty years, there has been a seven-fold 
increase in the installed capacity. 

The basic approach of the Electricity (Supply) Act of 1948 was to 
promote electricity development, through tariffs which assured only a 
reasonable return on investment. More recently, in view of the capital 
intensive nature of the power supply industry and paucity of financial 
resources, the view has been expressed and gaining ground that electri- 
city supply undertakings should earn reasonable surpluses also to 
provide resources for future development towards which end electri- 
city tariffs and duties should be readjusted. A committee, mainly of 
State Ministers, was set up to e.xamine these and related issues in June 
1964. Their report submitted in October 1964, points out that the 
general financial conditions of most Boards, not being satisfactory, an 
overall objective of achieving a net return of 3 % on the capital base 
may be aimed at in two successive stages. The question of amending 
the Electricity (Supply) Act of 1948, to bring it in line with recent think- 
ing is currently under active consideration of Government. 

With the institution (in 1950) of the Planning Commission — whose 
role in overall planning of all national activities, impinges on those of 
the Central Electricity Authority — the de facto position is that the 
responsibility for planning and co-ordinating developmental activities 
rests with the Planning Commission, and is mainly exercised through 
the Ministry of Irrigation and Power and its technical department, the 
Central Water and Power Commission. The question of strengthening 
the Central Electricity Authority is also currently under consideration 
of Government. 


n. Role of Coal, Hydro, Oil and Gas and Nuclear Resources 

Coal; Coal has played the most significant part in the development 
of industrially advanced nations from the earliest stages. Though oil 
and gas have recently been rapidly substituting coal, it still forms the 
main source of energy in the world today. In India, coal has always 
been the backbone of the commercial energy supply, its production 
increasing steadily from about 6 million tonnes at the turn of the century 
to about 35 million tormes in 1950 and about 80 million tonnes in 1970. 
Thermal power stations in 1969-70 in utilities, with an aggregate installed 
capacity of about 7,200 MW consumed about 17 million tonnes or about 
21 % of the total coal production in the country. Their output of about 
27,000 million kwh. corresponded to a little more than half the total 
electricity produced in the country that year, more or less in keeping 
with past trends. Reliability of supply, limited outlays, and relative 
flexibility of location have been the main advantages of thermal genera- 
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tlon in the past. Great advances in technology have taken place in 
thermal power generation during the past 50 years, leading to lower 
installation costs and vastly improved ef&dencics of energy conversion. 
Further improvements, including operation at super critical pressures and 
higher temperatures, development of very large sized generating units, 
rated at over one million kvJ. each are being perfected. Thus, although 
facing increasing competition from the rapidly growing field of nuclear 
power generation, electricity production through coal-fired thermal sta- 
tions is expected to continue to play an important role in the produc- 
tion of electricity. In fact, there arc compelling reasons, peculiar to 
the coal industry in India, which necessitate continued reliance to a 
substantial extent on this form of electricity production. 

It is known that coal has been used both as a fuel and for reducing 
iron ore in India from ancient times. The earliest exploitation for 
commercial purposes dates back to 1774 when a private company was 
granted permission to raise and despatch coal from large areas at Sita- 
rampur in the Raniganj field. The work was, however, abandoned 
soon, and thereafter no further prospecting was done till 1840, when 
with Government assistance, a mine was opened at Egra near Raniganj. 
In the early stages, development was slow mainly due to the lack of 
transport facilities, the only means of reaching the Calcutta market being 
navigation along the Damodar river during the monsoons. The 
expansion of the East India Railway during the mid 19th century, was 
follo\\ed by steady progress, the total coal production rising to about 6 
million tonnes at the turn of the century, out of which Raniganj alone 
contributed 2.55 million tonnes. Several coal mines were also opened 
up in the erstwhile Central Provinces and Hyderabad State during 
the latter part of the 19th century. At the beginning of the First Plan 
in 1951, the annual coal production in the country was about 35 million 
tonnes entirely by private enterprise. * 

The need for rapid expansion in coal production to meet the demands 
of transport, industry and other sectors was recognized early and in order 
to accelerate the development of new coal mines and rationalize produc- 
tion, a corporation — The National Coal Development Corporation 
(NCDC) — was set up in the public sector in 1956. At the end of the 
First Plan, coal production stood at 40 million tonnes and tlus figure 
was further increased to 56 imllion tonnes at the end of the Second Plan, 
out of which 40 million tonnes was by the private sector and 16 million 
tonnes by the public sector. About 41 million tonnes (or 3/4 of the 
total) came from the Bengal-Bihar coal fields, and the balance from 
outlying coal fields — 6.2 million tonnes from those in Madhya Pradesh, 
2.6 million tonnes from Andhra Pradesh, and the rest from small mines 
in Assam, Orissa, Maharashtra, Rajasthan and Jammu and Kashmir. 
Of the total production, about 4.7%caznefrom deep underground mines 
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at depths over 305 meters about 74.5% from shallow underground 
mines, and the balance of 20.8% from open cast workings. Coking 
coal — entirely raised in Bengal-Bihar — accounted for 16.89 million 
tonnes or about 30% of the total. Despite raisings from outlying 
coal fields, the large deficits of the western and southern regions, had 
to be mainly met from Bengal-Bihar, with inevitable long hauls. The 
average ash content of all Indian coal raised in 1960-61 was about 25 % 
and that of coking coal about 23%. 

At the end of the Third Plan, the production was of the order of 70 
million tonnes. The target for the Fourth Plan has been set at about 
93.5 million tonnes. 

India’s coal reserves are yet to be intensively explored in their entirety. 
The Geological Survey of India is at present engaged in the task of a 
systematic assessment of these reserves tlirough a committee on the 
assessment of coal resources appointed by the Coal Council of India. 
An estimate of about 106,000 million tonnes of proved, indicated and 
inferred reserves upto a depth of 609 meters in the case of most of the 
coal fields and 1,219 meters in the case of some of the collieries, 
specifically Raniganj and Jharia, has been indicated recently. The coal 
fields are mainly concentrated along a belt that runs from the eastern 
part of the Damodar Valley towards Central India, down to the 
Godavari Valley. In addition to these reser\'es of coal, there are reserves 
of lignite around 2,060 million tonnes, most of which are located at 
Neyveli in Tamil Nadu. 

In view of the fact that the reserves of coking coal are limited and these 
as well as high grade non-coking coals are required with priority in the 
industry and transport sectors, thermal plants have to rely mainly on 
lower grade or slack coals available in ample measure. Further, the 
high ash content of all coals, requiring upgrading by washing as an 
essential prerequisite to industrial and other uses, introduced large 
quantities of by-product coals (middlings) from washeries which can 
bo utilized in power stations. Because the ash itself is deeply inter- 
spersed in the coal and is not so readily separable, there are difficulties in 
reducing the ash content by washing. A major programme of washing 
coal is currently under implementation, with the object of supplying 
clean coal with an ash content of about 17% for coking pu^oses. The 
actual output of by-product coals, would depend upon the produc- 
tion of coking coalfor metallurgical purposes, which, in turn, depends 
upon the targets for development of the iron and steel and other allied 
industries. At the end of the Fourth Plan, it is expected that about 6 
million tonnes of these by-product coals would be available for power 
generation and these are expected to be fully utilized by the thermal 
stations in the Eastern Region, which are being designed to utilize these 
by-product fuels. Including these, the total coal consumption of all 
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thermal stations by the end of the Fourth Plan is expected to be of the 
order of 30 million tonnes. 

From inception and during ite endic first half century of growth, 
coal-based thermal generation comprised small load-centre installations 
supplying urban requirements of power at Calcutta, Bombay, Madras, 
Kanpur and other cities and towns. The first station was commissioned 
at Calcutta in 1899 followed by Madras and Kanpur (1906) and Delhi 
(1908), etc. These developments were exclusively by private enter- 
prises which were freely allowed to expand their slalioas. Actual 
development upto World War I, was, however, extremely slow, the pace 
increasing somewhat thereafter. The installed capacity just prior to 
World War II was 54Q,00Q kw. distributed among some 50 stations all 
of which were established and operated by private licensees. 

There was a further spurt in activity following the end of World War 
II, when thermal stations in the urban centres continued to expand. The 
first major step in the development of economic thermal power through 
advantageously located large-mine-mouth installations was taken when 
theDamodar Valley CorporaUon(DVC) inaugurated work on the instal- 
/ation of the Bofcaro Thermal StaU'on with 3 generating units of 60 MW 
each in 1948*49, The total installed capacity of thermal plants in the 
utility sector in the country was increased from 1,004,400 kw. in 1961, to 
1,546,800 kw. in 1956 and 2,436,255 kw. at the end of the Second Plan. 
The most important stations to be ^mmissioned during this period 
were Bokaro (225,000 kw.) and Durgapur (150,000 kw.) in the DVC area, 
Trombay (187,500 kw.) and Chola-Kdyaa (96,000 kw.) in the Bombay 
area, and Korba (99,000 kw.) in the Madhya Pradesh area. 

The total installed thermal capadty including those of self-generating 
industries in the country increased to 5,560 MW at the end of the Third 
Plan and is expected to Increase to about 12,700 MW as per the target 
for the Fourth Plan, Most of the recent additions to plant capadty 
have been in the public sector, as would be seen from the Table below: 

TABLE DC 


Thcrmat bBta0«d Capadtj in kw. 




Privoce 

Utibties 

PutKc 

C/it6ltes 

T«al 

UiUities 

Pri\au at %age 
of the totai 

I. 

Prior to 1st Plan 
(31.1Z1950) 

758,520 

245,914 

1,004.434 

76 

2. 

At the end of 1st Plan 
(31.12.195S> 

809.434 

737,363 

1,546,802 

52 

3. 

At tlM end of 2n<i Plan 
(3i.3.mij 

992.836 

1,443,419 

2,436,255 

41 

4. 

At the end of 3rd Plan 
(31.3.1966) 

1,395,770 

3,019,515 

4,415,285 

32 

5. 

At the end of 

1969-70 

1,3(0.500 

5,893^ 

7.196.390 

18 
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There has been a decided shift in the location of thermal power stations 
from urban load centres to pitheads. Obra (550 MW), near Singrauli 
collieris, Patratu (620,000 kw.) near Karanpura coal fields, Chandra- 
pura (660,000 kw.), Durgapur (575,000 kw.), Bandel (330,000 kw.) and 
Santaldih (240,000 kw. ) near Raniganj, Talcher (250,000 kw.), Satpura 
(312,000 kw.) and Neyveli (600,000 kw.) near coal fields of the same 
names, and Ramagundam (100,000 kw.) and Kothagudam (460,000 kw.) 
near Singareni collieries and Koradi (480,000 kw.) near the Pench Valley 
collieries are sites, at or close to collieries/washeries where the bulk of 
recent expansions completed/contemplated have been concentrated. 
These large mine-mouth washery stations, have very extensive extra 
high voltage grids, necessarily associated with them, to cover their 
large areas of reticulation. Sizeable investments are involved in de- 
veloping these sites, arranging for water supply etc., and these major 
power stations are now being implemented mainly by the various State 
Electricity Boards. 

The trend towards more rational development would also be seen from 
the Table below indicating the progressive increase in the unit sizes, to 
drive the twin benefits of reduced costs and improved efficiencies: 


TABLE X 


Year 

Capacity of the 
biggest station 
in MW. 

No. of stations 
above 200 MW 
capacity 

No. of Units 
greater than 

50 MW but less 
than 100 MW 

No. of units 
greater than 
100 MW {includ- 
ing 100 MW unit) 

1. 

1950 

121 

_ 

1 


2. 

1960 

225 

1 

10 

— 

3. 

1970 

600 

14 

43 

11 


The average gross efficiency of all thermal stations, which was only 
of the order of 16.3 % in 1951 and 20.1 % in 1961 has increased to 25.1 % 
in 1969, steadily approaching the higher standards achieved in advanced 
countries where efficiency levels of the order of 40 to 43 % have been 
reached. 

The costs of thermal energy production depend on the cost of fuel 
and the load factors. They range in India from about 3 paise per kwh. at 
high load factor stations near the collieries to about 5 to 6 paise per kwh. 
at stations located about 966 km. from the collieries and operated 
around annual system load factors of about 60%. 

An adverse feature of thermal development in the country so far 
has been the almost complete dependence on sources outside the 
country, both for the plant and equipment, and the engineering services 
required for designs and erection of plant. To minimize this to the 
extent possible, the Government has embarked on a programme of 
indigenous manufacture of equipment associated with thermal stations. 
Boilers are to be manufactured by both public and private sectors — the 
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Heavy Electricals at Tiruchirapalli in Tamil Nadu and A.C.C.— Vickers- 
Babcocks Ltd., at Durgapur. Steam turbogenerators will be manu- 
factured by the Heavy Electricals at their Bhopal, Ramacfaandrapuram 
and Hardwar plants, where attempts are being made to standardize 
designs for overall economy in design, manufacture and operation. To 
undertake all the complex engineering works of design and erection, 
the various Central and State organizations are being strengthened and 
the growth of private consulting engineering organizations has also been 
encouraged. It is expected that, with these measures, the dependence 
on foreign sources for equipment and services would soon be eliminated. 

H}dro: Hydel development gained momentum during the third and 
fourth decades of this century when State Governments undertook 
electricity development in the public sector. It has since steadily 
gained in importance with installed capacities varying from about 
33-40% of the total electrical energy production since 1950. Their 
importance is due primarily to tbeir fairly even distribution over the 
Country, and relative economy. That they are inexhaustible perennial 
sources, and their low costs of production remain constant throughout 
the useful lives of these schemes, i.e. 100 years and more, are also vital 
factors. A compelling avantage is that they involve the least Import 
component of all alternatives for electricity production, since the bulk of 
the investments are on civil works, e.g., dams, water conductor systems 
and power stations which are designed and constructed almost entirely 
indigenously. The total hydro energy generation in 1969-70 at 23,000 
mfllion kwh. represents utilization of only about 10.2% of the available 
resources. This is due partly to the fact that hydel developments 
involve relatively longer gestation periods — covering extensive periods 
of investigation and construction work at remote sites — and quite 
often solution of complex problems associated with riparian rights and 
intcr-State aspects. Long-term perspective planning is expected to 
overcome these limitations and lead to a quicker pace of utilization of 
hydro resources. 

Hydel generation was initiated in India in 1897 through a 130 kw. 
station for municipal town lighting in Darjeeling (West Bengal). In 
1902, the Mysore Durbar set up tbeSrst major statha at the faaoas 
Cauvery falls at Sivasaroudram (4,500 kw., raised to 15,700 kw. by 
1920), to supply power to the Kolar Gold Mines. It was also the first 
industry-oriented power scheme. In 1909, the Kashmir Durbar in- 
augurated its 4,000 kw. Jhelum Station at Mohora near Srinagar. Munici- 
pal stations for town lighting were inst^cd at Mussoorie (450 kw.) in 
1913. Among these early developments, the 50,000 kw. Khopoli Scheme 
pioneered bytheTatasin 1914 to meet the electricity demands of Bombay 
City, and which involved westward, trans-basin diversion of waters of the 
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tributaries of the Krishna river to utilise a fall of 500 meters, was easily 
the most impressive. At the beginning of World War I, the aggregate 
capacity of hydel installations in the country stood at 70,000 kw. 

Shortly after World War I, the Tatas followed Khopoli with a similar 

72.000 kw, Bhivpuri Station in 1920 and the 110,000 kw. Bhira Station 
in 1927, in the same area, to meet growing demands of the city. Mysore 
State increased the capacity of Sivasamudram to 42,000 lov. in stages 
and followed it up with the 17,200 kw, Shimsha Hydel Project nearby in 
1940. During the late twenties, several Provincial Governments under- 
took hydel development under public ownership. In 1931, Tamil Nadu 
(Madras) launched its Pykara Scheme — in the Nilgiris — with an initial 
capacity of 18,750 kw., utilizing a fall of 1,000 meters, one of the highest 
in the world then, — and followed it up with a 30,000 kw. power station 
at the toe of the Mettur Dam, which was constructed to extend 
irrigation under the time honoured canal system of the Cauvery delta. 
Uttar Pradesh developed the falls along the Ganga Canal with a chain of 
7 power stations with an aggregate installation of 18,900 kw. from 1927 
to 1937. The Punjab inaugurated its 48,000 kw. Jogindernagar Station 
(now in H.P.) in the Beas Valley in 1933. Kerala (Travancore) 
undertook systematic development of the steep Mudirapuzha of the 
Periyar river system, commissioning the Pallivasal Station with an initial 
capacity of 13,500 kw. in 1939. Through these efforts, the aggregate 
hydel capacity increased to 470,000 kw'. in 1940, and during the period 
1940 to 1947, little progress was made, the only addition being 21,000 lav. 
at Papanasam in Tamil Nadu, and 48,000 kw. at Jog in Karnataka. 
It is noteworthy that most of these installations were single-purpose in 
character conceived for and financially justified entirely by their power 
benefits. 

. After 1947, Central and State Governments initiated programmes 
of development, in which multi-purpose river valley projects — primarily 
for irrigation, flood control and power generation — constituted an im- 
portant corner-stone. The Bhakra Project, intended to irrigate about 
1.62 million hectares of land, and with an aggregate plant capacity of 

1.204.000 kw., was one of the earliest to be taken up, and its last phases 
of development are still under execution. The 660,000 kw. Beas — Sutlej 
Link Project and the 240,000 kw. Pong Dam Scheme currently under 
construction are sequels to this major step in the economic development 
of the region. Almost simultaneously with the Bhakra Project, the first 
phase of the Damodar Valley Project envisaging construction of four 
dams at Tilaya, Konar, Panchet Hill and Maithon for the prime 
purpose of controlling the devastating floods of the Damodar, but with 
ancillary facilities for production of 104,000 kw. of power and extended 
irrigation to 10.28 lakh acres, was taken up and this phase of develop- 
ment has been substantially completed. The Hirakud Dam Project in 
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Orissa — with a projected installed capadty of 270,000 ksv. and irriga- 
D‘on command of 2.4 lakh hectares — was taken up in I94S as the first 
of a series to harness the large water resources of the Mahanadi river. 
Systematic development of the resources of the Chambal river was 
taken up in 1953 in Madhya Pradesh and Rajasthan to provide 386,000 
kw. of power and irrigation to 5.7 lakh hectares. The other important 
multiple-purpose projects taken up and completed are the Tungabhadra 
in Kamataka/Andhra and Bhadra in Karnataka, under construction are 
the Parambikulam Ah'yar Project of Tamil Nadu, Ukai in Gujarat and 
Raraganga in Uttar Pradesh. These multi-purpose projects have contri- 
buted substantially to the rapid growth of hydel installations since 1955. 

Besides these multi-purpose projects, a number of power projects, 
single-purpose in character, were also implemented all over the country 
since 1947. The 115,000 kw. Machkund Station in Andhra Pradesh 
and Orissa was completed in 1955, and this scheme has fostered develop- 
ment lower down the Sileru VaUey at Upper Silera (120,000 kw.) which 
has been completed and Lower Sileru (300,000 kw.) and Balimela 
(240,000 kw.) which are currently under active development. In Tamil 
Nadu, the 36.000 kw. Moyar Scheme was completed in 1952 and this 
was followed up by the 140,000 kw. Periyar Station in 1958, which 
has also been completed. The cascade of five stations of the Kundah 
Project utilize a total fall of about 1,900 m. Kerala implemented 
the 48,000 kw. Sengulam Station in 1954, and 32,000 kw. Poringalkuthu 
Station in 1957. The last in the chain of' Mudirapuzha developments, 
Nariamangalam (45,000 kw.) and Penniar (30,000 kw.) were commi- 
ssioned in 1960-61 and 1963-64 respectively, and the Sholiar (54,000 
kw.) Scheme in 1968-69. Also the 300 MW Pamba-Kakki (Satirigiri) 
Project was completed in 1967-68. At present the 390 MW Idil^ Project 
is under constructon. In Karnataka, all efforts were concentrated on the 
giant 890,000 kw. Sharavalhi Project — one of the most economical 
sites in the country where the first unit of 89,000 kw. was commissioned 
in 1964 and 712,000 kw. capacity has so far been commissioned. 
The main 240,000 kw. Koyna Station was commissioned in Maha- 
rashtra in 1961, and has since been followed by the 300,000 kw. second 
stage development of the same project. In Uttar Pradesh, the 300,000 
kw. Rihand Project was commissioned in 1961-62 and has been followsd 
up by the 100,000 kw. Obra Station, and the first stage of the Yamuna 
Valley Development (84,000 kw.). The further stages of the Yamuna 
Valley Development with an aggregate installed capacity of 390,000 kw. 
is presently under construction. In Assam, the 8.400 kw. Umtru Station 
commissioned in 1956 has been followed by the recently completed 
Umiam-Barapam Project (54,000 kw.). Besides these, three Central 
sector hydro-electric projects viz. Siul (ISO AIW) in Himachal Pradesh, 
Salal (270 MW) in Jammu and Kashnur and Loktak (70 MW) in 
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Manipur are at present under construction for regional benefit. When 
most of the major developments now underway are completed, about 
18% of the country’s total hydel potential would have been developed. 

The firm hydel potential of India’s rivers was placed at around 3.5 
million kw. continuous (18,400 million kwh. of annual energy output) by 
J. W. Meares, the then Chief Engineer, Hydro Electric Survey of India and 
Electrical Adviser, in 1921. This was long known to be a serious under- 
estimate but no systematic reappraisal was carried out till the Central 
Water and Power Commission (Power Wing) conducted a comprehensive 
survey from 1953-58 through which the total firm hydel potential, compar- 
able of economic exploitation, was placed at 41 . 1 5 million kw. (correspond- , 
ing to an annual energy output of 216,000 million kwh.) based on 260 
specific schemes. The latest assessment takes into account all practical 
limitations on development such as reservoir storage due to submer- 
gence and other priority uses for flood control etc., abstractions of river 
flows for irrigation, reservoir operation for other uses and those set by 
economic considerations. It leaves room for slight upward revision 
only in the Upper Himalayan ranges. 

Of'the country’s total potential, about 10,300,000 kw. represents the 
potential of simple “run-of-the-river” type projects in the Himalayan 
ranges and the rest of “storage type” projects, “high head” type pro- 
jects utilimg drops over 300 m. — account for about 13,630,000 kw.; 
“medium head projects” in a head range of 30-300 m. — account for 
23,860,000 kw., the bulk of the total; and “low head projects” — 
ran^ng from 7.5 m. to 30 m. — form the smallest category with a 
total of about 3,660,000 kw. 

India’s hydel resources are fairly evenly distributed all over the country, 
there being few regions which are situated more than 480 km, 
from major concentrations of hydro power. The north-eastern region 
covering Assam and NEFA, (now Arunachal Pradesh) endowed with the 
most favourable relief, and unfailing fast flowing Himalayan streams and 
rivers of the Shillong plateau which drawn in the heaviest precipitation 
in the world, naturally has the highest potential estimated at 11,600,000 
kw., of which only 2,570,000 kw. depend on reservoir storage. The 
bulk of the utilizable power potential of the Himalayan rivers are located 
all along the foot-hills and command the entire Indo-Ganga and 
Brahmaputra plains. The most important concentration of potential 
hydro power beyond the region of influence of these Himalayan sources, 
lies in the high ranges of the Eastern Ghats, where tributaries of the 
Godavari have an aggregate potential of about 6,148,000 kw. The 
potential of the Western Ghats aggregate to about A.l million kw. of 
which about 2.7 million kw. lie in the north-western comer of 
Karnataka State, the balance being in the Nilgiri and Anamalai 
(Cardamom) ranges of Tamil Nadu and Kerala. 
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The economics of hydel development involve consideration of a large 
number of factors, which vary considerably from site to site, and 
normally no generalization is easily possible. Development costs vary 
from time to time. Allocation of costs of common works of multiple- 
purpose schemes affording several benefits, is complev. These difficulties 
are further enhanced by the fact that hydel sites have different values 
and potentialities when operated in isolation and in co-ordination with 
other stations of a large inter-connected grid. Generally, however, it 
would be accurate to state that the costs of hydro energy generation 
vary almost in direct proportion to the investment per kw. of firm 
capacity, at a rate, which taking into account prevailing interest rates 
would, in general, not exceed 9%. The cost of energy production from 
various schemes in operation today generally varies from about 2 paise 
per unit to 4 paise per unit. The costs of development of hydro power 
during the next two decades is expected to fall well within this range, 
taking into account the relative magnitudes of the works involved on 
these projects and their costs. 

While on purely economic consideration, hydro resources should 
have played a greater role in development of electricity supply in this 
country, an important handicap in the past has been the lack of suffi- 
cient number of investigated schemes capable of timely implementation 
to meet rapidly growing demands for power. Two important decisions 
taken in the early sixties by the Government of India are expected to 
improve the situation and hasten future development. The first was 
in regard to preparation of long-term Perspective Plans, within the 
framework of which, hydel schemes, involving relatively longer gesta- 
tion periods, could be suitably dovetailed. The second was the decision 
to embark on a country-wide scheme of extensive field investigations 
of hydel projects, so that fully investigated schemes would be available 
well ahead of time for implementation under the country’s Five Year 
Plans. Special assistance in procuring drilling and other equipment 
required for this purpose is being obtained under a programme of assis- 
tance from the U.N. Special Fund. The first phase of this work of 
country-wide surveys covering about 62 schemes, out of the various 
potential sites pin-pointed by the Hydro-clectrie Survey of India, when 
completed, will not only remove an important lacuna, which hampered 
development of hydel power in the past but also pave the way for 
rapid detailed surveys of the rest of the schemes, and enable a more 
exact appraisal of the entire hydro resources of the country. 

Oil And Gas: During the last few decades, oil and gas have been 
playing increasingly important roles in the industrially advanced coun- 
tires in the energy field. The case and efficiency with which they can 
be handled has been primarily rcspon^Ie for their pre-eminent role. 
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However, in the particular field of electricity production — where 
alternatives are available — the important influencing factor, apart 
from availabihty of indigenous resources, is their cost. In this context, 
it is worthy of note that even in countries rich in oil and gas resources, 
these have not been used to any large extent for electricity production 
compared to other resources. India is disadvantageously placed both 
in respect of availability of resources of oil and gas and their costs. The 
impact of oil and gas on electricity development tiU fairly recently has, 
therefore, been negligible, being limited to small diesel driven generators, 
used either as nmsery units to built up demands for emerging grid 
systems or to meet local requirements of electricity at isolated points 
beyond the reach of other sources of power supply. To an extent, they 
have been used as emergency alternatives or as small ancillary sources 
to coal firing in boilers. Over the last decade, only about 5 % of oil 
and gas consumption has been used for electricity production. 

A major programme of expansion of refinery capacity has recently 
been undertaken to meet growing demands for various petroleum pro- 
ducts. Some of the by-products of refineries such as furnace oil, pitch, 
refinery gas, naptha etc. could advantageously be used for electricity 
generation. Sizeable resources of gas which can also be used for power 
generation have also been recently discovered. These have stimulated 
some local interests in these resources for electricity development. 

Oil can be used directly as fuel in prime movers driring electrical 
generators as in diesel installations or as fuel in power station boilers 
to feed conventional steam turbo-generator sets. While gas also can 
be used in power station boilers, its direct use in gas turbine driven 
generators is gaining application in specific situations. 

At present, the total installed capacity of diesel installation in the 
utility and non-utility sectors is only about 400,000 kw. forming only 
about 1.5% of the total installed capacity. With the emergence of 
nation-wide power grids, these diesel stations are being shut down 
gradually and their capacity would soon become relatively insignificant. 

After the setting up of refineries at Bombay, their by-products have 
been used for power generation at the 337.5 MW Trombay Station, 
though the station is not entirely dependent on these fuels. Similar 
stations to use by-product fuels of Koyali and Barauni refineries have 
been envisaged while building the 534 MW Dhuvaran Thermal Power 
Station in Gujarat and 145 MW Barauni Thermal Power Station in Bihar. 
Surplus fuel oil from the Koyali .refinery is proposed to be utilized in 
the 217.5 MW of Sabannati Station at Ahmedabad. The 30 MW 
power station under construction afGauhatiin Assam and the 400 MW 
power station sanctioned for construction at Ennore near Madras will 
also use by-products from refineries close by. 

The 69 MW gas turbine power plant at Noharakatiya in Assam is the 
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first Station in the country to Use the naturally available gas in gas- 
turbine driven generating units. The main advantages of this type of 
installations are their low capital costs and ease of construction and 
operation. They arc also ideally suited for intermittent operation for 
peak loads as they can be started and stopped quickly. The major 
disadvantages are their poor cfBcicn<^ and higher costs compared to 
conventional steam stations. As such, they arc selected generally cither 
for installation in areas where the fuel is very cheap or to meet demands 
due to unexpected rate of load growth. Recently', it has been finding 
wide application to meet system peak demands which occur only for 
short periods during the day. 

Two gas turbine units, 27 MW each, have been recently installed in 
Gujarat. Two units of 10 MW each at Hyderabad to meet emergent 
requirements and peak loads in Andhra Pradesh and two more units of 
12 MW each, one at Gauhati and one at Muradnagar iu Uttar Pradesh 
been have installed. These units are designed to operate on petroleum 
products like furnace oil. 

Future trends in the use of oil and gas for electricity production have 
to be seen in the context of our resources and present pattern of use. 
It was only during the Second Plan, which emphasized industrial develop- 
meat, that an intensive programme of exploration of the country’s oil 
and gas reserves was initiated and some notable discoveries made. 
India has an area of about one million sq. kilometers of sedimentary 
rocks which theoretically may be takenas ‘potential for oil’. These sedi- 
mentary regions are located along the vast Indo-Canga and Brahma- 
putra plains, around the Gulf of Cambay and the Rann of Kutch in 
Gujarat, along the west coast between Bombay and Goa, along the 
Kerala coast and along the eastern coast of Tamil Nadu, Andhra Pradesh 
and Orissa. Of the regions explored for oil and gas'so far, the most 
promising arc those in Assam and Gujarat. The proved and indicated 
recoverable reserves of oil, according to present knowledge, have been 
estimated at about 150 million tonnes, almost all of which are located in 
Assam and Gujarat. Gas reserves in these fields arc estimated at 63,600 
million cubic metres. 

Prior to independence, indigenous production of crude oil and its 
refining nox restricted to a smaJJ oil industry near Digboi in Assam. 
Subsequent developments have been at a relatively rapid rate and, in 
1968-69, India produced about 6 million tonnes. This is expected to 
increase further to around 8.5 million tonnes per >-ear by 1973-74. India 
has at present a refining capacity of about 17 million tonnes per year. 
The refiiung capacity is proposed to be expanded to 26 million tonnes 
per year by 1973-74. 

India’s petroleum industry .is being rapidly expanded to meet mainly 
the growing demand for petroleum products in the transport, indus- 
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trial and domestic sectors. Even to meet these essential requirements, 
the present picture is that reliance has to be placed heavily on imports. 
As such, oil and gas are not expected to play a significant role in power 
development in India and would be limited, as in the past, to the use of 
by-product fuels from the expanding refinery industries which are surplus 
to other essential uses. 

Nuclear Resources: In 1945, the world first became aware of a new 
and apparently unlimited source of energy through the nuclear ex- 
plosions at Hiroshima and Nagasaki in Japan. During the subsequent 
two decades, vast strides have been taken in the technology of harnessing 
this energy for electricity production, which have brought it within the 
realm of economic feasibility. Nuclear reactors have now been 
developed in which heat is derived in a controlled manner, and utilized 
thereafter to generate steam for use in conventional turbo-generators. 
That this discovery has not come a day too soon would be apparent 
when one is confronted with the staggering energy requirements to sus- 
tain, for a population as large as India’s, a standard of per capita con- 
sumption prevailing today in the advanced countries of the world. 
India’s conventional resources of electric power fall far short of these 
requirements. Apart from its importance as a new source of energy, 
its special significance for energy deficient areas lies in its relative freedom 
from the geographical limitations imposed on development of conven- 
tional resources, like water power and the mine-head thermal stations. 

Nuclear energy stems from the destruction of mass during nuclear 
disintegration, or fission, the transformation following Einstein’s 
well-known equation E = mC^, according to which the energy equiva- 
lent to conversion of 1 lb. of matter is 11,000 million kwh. or roughly 
the output of a 200,000 kw. power station, when run continuously, for 
six years. However, it is only a very rare isotope of uranium (U235) 
— with an occurence of 1 part in 140 of natural uranium (U238), 
itself not too abundant in nature — which is fissible, i.e., capable of 
such fission. The separation of this isotope, constituted the most 
challenging aspects of nuclear technology. The relatively more plenti- 
ful natural uranium (U238) and thorium (U232) are also equally im- 
portant since they are “fertile”, i.e, they are capable of being rendered 
“fissible”, by nuclear bombardment, when, by neutron absorption, 
they are transformed into plutonium (U239) and an isotope of 
uranium (U233). The development of nuclear energy centres round 
fuels with varying concentrations of these isotopes of uranium, U233 
and U235, and plutonium (U239). 

Unlike the conventional methods . of electricity production, where 
the energy value of potential water power resources and of fossil fuels, 
can be readily assessed on the basis of well established conversion factors, 
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in the nuclear field, the energy that can be obtained from a given 
quantity of nuclear fuel, varies substantially with methods of use. 

It is well known that the only naturally occurring fissible material is 
uranium (U235), which occurs to the extent of 0.7% in natural uranium. 
•Thus, if one of the inert (fertile) uranium is converted into fissile material, 
a tonne of natural uranium will yield energy equivalent to about 21,000 
tonnes of coal. The know-how reserves of uranium in India upto 1956 
was 15,000 tonnes. On this basis, equivalent energy would be about 
315 million tonnes of coal. 

But in the course of liberating atomic energy, the fertile materials 
uranium (U238) and thorium (U232) can be converted into the fissile 
materials, plutonium and uranium (U233) respectively. 

As an average figure for a reactor working on natural uramum, one 
may assume that new fissile material is produced equivalent to 80% of 
the fissile material burnt. The total energy rclcas^ from a tonne of 
natural uranium is then increased by a factor 5. 

Since u is the intention in India to avoid the construction of a gaseous 
diffusion plant, it is clearly necessary to set up in the initial stages atomic 
power stations which operate on natural uranium and effect the maximum 
conversion of fertile to fissile material. This pure or enriched material 
could subsequently be used in breeder power stations (where the fissile 
concentrations of fuels increase with use due to higher rates of conversion 
of fertile material) thus enabling our entire reserves of uranium and 
thorium to be utilized for power production. On this basis, the reserves 
of uranium and thorium indicated are equivalent to 600,000 million 
tonnes of coal. 

For practical and economic reasons, therefore, the spent fuels of 
nuclear reactors, after specific periods of Irradiation in the reactors 
cannot be discarded as those from conventional stations, but have to be 
taken out and specially reprocessed progressively to recover their un- 
used fissile components. The extent of fuel “bum up”, while they are in 
the reactors, and of conversion of fertile material into fissile ones varies 
wth the type of fuel used, its degree of enrichment, the type of arrange- 
ments to moderate and control nuclear reactions, and several other 
factors, and these have all to be taken into account in any assessment of 
the practical value of nuclear fuels. While such a detailed examination 
is beyond the scope of this review, it is interesting to note that in the type 
of reactor proposed to be installed at Rana Pratap Sagar, 2,000 tonnes 
of uranium are expected to be adequate for a 1,000,000 kw. power 
plant, for operation at a load factor of 75% for 20 years. 

In 1956, the total amount of uranium available in India was estimated at 
about 1 5,000 tonnes — 7,000 tonnes from the monazite sands of Kerala, 
4,000 tonnes from the Singhbhum fields of Bihar, 3,000 tonnes from the 
Aravali fields. Khetri, Dariba, Khandcla, etc., the rest representing addi- 
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tional reserves from the above uranium fields, available at less economic 
rates. The resources of thorium were then placed at about 150,000 to 
180,000 tonnes from monazite sands. 

Recent investigations have shoAvn that the uranium deposits in Bihar, 
Rajasthan and T amil Nadu aggregate 30,000 tonnes. Thorium 
reserves have been revised upwards to 340,000 tonnes. These thorium 
resources have been described as equivalent to all the "world’s known 
uranium in ores, containing 0.1% and above. It has, however, to be 
remembered that, while ultimately this thorium can be utilized, a 
number of problems involved in the conversion of thorium into fissible 
U233 remain to be solved. When this is done, India would indeed 
be very rich in sources for nuclear fuels. 

The basic components of a Nuclear Power Reactor are (a) the core, 
where fission takes place, with its associated “moderation” and “control” 
systems; (b) the coolant systems to transfer heat from core to a heat 
exchanger, where it is used to raise steam for operation of conventional 
turbo-generators; and (c) a hea\y shield surrounding the core and an- 
cillary parts, to contain lethal emanations.. Reactors can be. fuelled 
either by natural uranium, enriched uranium — where the fissible 
content is artificially increased — or thorium. Those where “modera- 
tors” are used to slow down neutrons emerging at liigh velocities from 
fission reactions, are called “Thermal Reactors”, whereas others, with- 
out moderators, using fast neutrons, are known as “Fast Reactors”. 
There are “Homogenous” type, where the fuel is intimately mixed 
TOth the moderator and the “Heterogenous” type, where the fuel is in 
the form of individual blocks located at interv'als within the moderator. 
The moderator itself can be either of light water, hea'vy water, or graphite. 
Carbon dioxide, water liquid sodium, etc., offer alternatives for cooling. 
The fairly wide choice of fuels, moderators and control systems, and 
coolants, give rise to a very large array of possible reactor types, from 
which a choice has to be made of the most advantageous techniques for 
indigenous development. This choice of technique is influenced, not 
inconsiderably, by the ancillary facilities required for production 
(including enrichment) of fuel, its chemical rejirocessing, disposal etc., 
all of which require very substantial investments and technological skill. 

The broad strategy of development of nuclear power in India has 
been influenced by the decision to avoid construction of a gaseous di- 
ffusion plant for separation of U235 — in view of its heavy cost and large 
reqnirements of electricitj' — and, initially to concentrate, instead, on 
indigenous production of natural uranium fuels to be emplo}’ed in 
special power reactors, which, besides affording heat for generation of 
electric power, would also enable conversion of fertile U 238 to fissile 
plutonium (U239). These first stage power reactors "would prowde 
sufficient fissile material for fabrication of enriched fuel elements for 
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second stage power reactors of the fast type, with which it is expected 
that the far more abundant thorium U232 can be converted to fissile 
U233 for use in later stage reactors. In the third stage, when sufficient 
quantities of Uranium 233 are produced, they are proposed to be used in 
improved reactors of the “Breeder” type, where the rate of conversion 
of fertile material would be so high that the reactor would, in effect, 
produce more U233 than it would consume. 

India’s nuclear development programme has been broadly oriented 
to this method, and development work has been initiated by the 
Atomic Energy Department of the Government of India, set up in 1954 
as the Atomic Energy Commission, on several fronts covering explora- 
tion and mining, fabrication, processing and re-processing of fuel ele- 
ments and other related aspects. Over 7,000 sdentists and technicians 
are engaged on this vast and rapidly expanding programme of work. 

In 1958, the Planning Commission approved the inclusion of an 
atomic power station in the Power Development Programme of the 
Third Five Year Plan and to install it in the energy deficient western 
region of the country, to feed the power systems of Maharashtra and 
Gujarat States. After preliminary investigations, a suitable site was 
selected at Tarapur on the western sea board near the inter-state border. 
In May 1964, a contract was placed with M/s. G.E.C. of U.S.A. for 
construction of a two-reactor power station with an output of 380,000 
kw. and bad been commissioned in 1969-70. The total outlay on 
the power station is estimated at Rs. 68.3 crores. The Department of 
Atomic Energy of the Government of India has estimated that the cost 
of power from the station would bo about 4.5 paise per kwh. 

The second in the chain of power stations proposed to be sot up 
in this country is to be located in another energy defident region of the 

• ’’.--I C-; — ^ of tjig 

. r . 0 station 

• ■ . - - - . 200,000 
kw. each, of which one reactor would be installed in the fnt stage. The 
cost of power generation from this station has been estimated by the 
Department of Atomic Energy at 5.5 paise per kwh. In the 
southern region of the country, which has scarce fuel resources, the 
hydro-electric resources, which have mainly substained power develop- 
ment in the early years, arc bring gradually fully developed to meet 
rapidly increasing demands. This is another region of the country 
which has been recognized as a potential energy deficient area for early 
initiation of nuclear power generation. Here, the Planmng Commission 
has approved the proposal to build the third atomic power station with 
an output of 400,000 kw. at Kalpaklcam in Tamil Nadu. 

The Tarapur Atomic Power Station will be fuelled initially with 
enriched uranium fuel elements from the U.S.A. It is proposed to 
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fabricate subsequent replacement charges in this countrj", although 
enriched uranium would still have to be imported. The nuclear fuel 
complex being set up at Hyderabad will supply the initial and further 
replacement requirements of CANDU type stations likely to be set up 
in the future. The projected nuclear fuel complex at Hyderabad will 
cover the entire range of operations from raw mineral concentrates to 
finished fuel elements and other reactor components for power reactors 
of different designs. The heavy water-cum-fertilizer plant at Nangal, 
has been designed to produce heavy water as a by-product with an annual 
capacity of 14 tonnes. Plans are afoot substantially to increase the 
indigenous output of this most essential requirement for future power 
stations. Besides these activities, the Atomic Energy Department is 
actively implementing a large number of projects covering explorations, 
mining, extraction of materials, fabrication of fuels and material re- 
quirements, building up indigenous expertise all along the field. Accord- 
ing to present anticipations, the total installed capacity of nuclear power 
stations at the end of the Fourth Plan would be of the order of 
580,000 lav. 


HI. Trends — Present and Future 

At the end of March 1970, the total installed capacity of all power 
stations of the countrj' was about 15.5 million kw., of which 14.1 
million kw. was from utilities, the balance representing the capacity of 
industrial units, generating their own power mostly through thermal 
installations. Of the capacity of power utilities, private sector installa- 
tions would aggregate to only about 1.6 million kw. or about 10% of 
the total. The break-up between thermal, hydro and diesel installa- 
tions would be about 9.0 million kw., 6.1 million kw. and 0.4 million 
kw. respectively. Notwithstanding the massive increase of nearly 300 % 
during the last decade in power plant capacity, the average per capita 
consumption of electricity of the country in March 1970, was only of 
the order of 84 kwh., varying from about 50 kwh. in Andhra Pradesh 
to about 255 kwh in Delhi territory. In comparison, the per capita 
consumption in some of the advanced countries in 1969 was 7,000 kwh. 
in the U.S.A., 3,700 kwh. in U.K., 2,400 kwh. in France and 2,630 kwh. 
in the U.S.S.R. Admittedly one of the most urgent needs of the country 
is to accelerate electricity development as rapidly as possible and ensure 
the most wide-spread benefits therefrom. According to present anticipa- 
tions, the targets for total installed capacity in the country at the end of 
the Fourth Plan (1973-74) would be about 23 million kw., and at the 
end of the decade 1980-81 about 52 million kw. 

The country has ample resources to sustain the large programme of 
development that lies ahead. The field, however, is capital intensive 
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requiring use of materials and equipment which are still in scarce 
supply, and require heavy imports. During the First, Second and Third 
Plans, the outlays on power including generation, transmission and 
distribution were of the order of Rs. 302 crores, Rs. 525 crores and 
Rs. 1,012 crores respcctisely, representing about 12.7%, 11% and 13% 
of the total Plan outlays. The import or foreign exchange component 
of these investments were of the order of Rs. 117 crores, Rs. 160 crores 
and Rs. 362 crores in these successive Plan periods. During the Fourth 
Plan, the outlay on power Is Rs. 2,523 crores. representing 10.1% of 
the total Plan outlay. It is, therefore, clear that a rapid rale of growth 
can be maintained in future only on the basis of limiting outlays by 
choice of the most economic alternatives available and maintaining 
utmost efficiency of operation by system inter-conncctions and better 
use of existing plants. The broad strategy of development would be to 
rely on development of coal-based thermal power in and around the 
colliery areas, to develop available hydro resources to the maximum 
feasible extent, to rely on nuclear resources in increasing measure in the 
regions of the country where resources of conventional resources fall 
short of demands. On this basis, it is expected that at the end of the 
Fourth Plan and the decade 1971-81, the approximate contributions 
of thermal (including diesel plants), hydro and nuclear resources to the 
total would be as given below:— 


TABLE XI 



Hydro 

Thcrnuit Nuclear 

(Million 

Total 

End of Fourth Plan (1973-741 

9.4 

12.7 

1.0 

23.1 

End of Decade J97J-198\ 

320 

25% 

4.2 

520 


While planning for future development, it is essential to note that the 
power resources of the country arc so distributed that economic de- 
velopment cannot be ensured on the basis of Plans drawn up within the 
political division of the country into different States. On the thermal 
side, the need to utilize the by-products (middlings) of coal in large power 
stations would necessitate consideration of a wide area of reticulation, 
extending beyond the State boundaries around washery oriented sites 
Similarly, if advantage is to be taken of the economic trend towards use 
of very large thermal installations, their zone of influence would again 
have to be based on purely economic considerations. In the case of 
hydeJ devejopmenf.'it is even more obvious tliat geographical considera- 
tions would have to predominate in the selection of schemes, and that 
the large and economic concentrations of hydel power, should be uti- 
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lized in the widest possible region, irrespective of the actual location of 
hydel sites with reference to State boundaries. These considerations 
have led to the concept of regional planning for power development in 
India with super grids, transmission networks, and distributing power in 
an economic manner throughout these regions. Closely integrated opera- 
tion of all power stations in economic regions would result in a variety of 
benefits. They make it possible to keep reserve capacity to a minimum, 
and to maximize benefits from existing installations, reducing energy 
production costs in the bargain. They would enable the choice of the 
most econoim'c sites for further development, adoption of larger sizes 
for reducing costs and attaining higher efiiciencies, and last, but not 
least, they render invaluable assistance to stricken areas during break- 
downs. These compelling reasons have led to general agreement on this 
aspect of power policy. 

The country has now been divided into five main regions, and under 
the Central Electricity Authority, five Regional Boards have already 
been constituted. These are; 

(i) Northern Region comprising the States of Punjab, Uttar 
Pradesh, Rajasthan, Jammu and Kashmir, Himachal Pradesh 
and the Union Territory of Delhi. 

(ii) Eastern Region comprising the States of Bihar, West Bengal 
and Orissa. 

(iii) Western Region comprising the States of Gujarat, Maharashtra 
and Madhya Pradesh. 

(iv) Southern Region comprising the States of Tamil Nadu, Kerala, 
Karnataka and Andhra Pradesh. 

(v) North-Eastern Region comprising the States of Assam, Manipur 
and Tripura. 

The. general functions of the Regional Boards will be to : 

1. plan generation and major transmission pro^amme in the 
region taking into account the load anticipations; 

2. advise on joint projects involving generation and major trans- 
mission to the extent necessary; 

3. review the progress of projects in the region; 

4. plan and ensure the efficient integrated operation of the consti- 
tuent systems in such a manner that, at any given time, the total 
amount of electricity generated and transmitted shall give opti- 
mum benefits to the region as a whole; 

5. develop generation schedules and the amount of power to be 
exchanged between the various power systems in the region 
from time to time; 

6. work out a co-ordinated overhaul and maintenance programme 
of the generating plant for the entire region; 

7. schedule exchanges with other Regional Power Agencies: and 
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8. lay down a suitable tariff structure which should govern the 
exchange of power within the region and with other regions 
and devise suitable machinery for billing and collection and 
settling of any disputes on this account 
The growth of these Regional Grids would represent a major step in 
the development of power resources in the country. The day is not 
far off, when these Regional Grids would, in turn, be inter-connected 
to form a single All-India Grid, traversing the length and breadth of the 
country and fulfilling an important socio-economic objective, i.e., har- 
nessing all the natural resources available in an area or region as economi- 
cally as possible, according to the latest known techniques, ensuring the 
utmost reliability of supply to the consumer wherever he may be 
situated. 



CHAPTER IV 


HUMAN RESOURCES AND THEIR DEVELOPMENT 

I. Human Factor aod Economic Grontb 

Gross National Product (GNP) has been traditionally ascribed to 
the combined output of three productive factors, viz., land, labour and 
capital. This would be true for a static model or a stationary state of 
affairs. But when GNP is viewed qualitatively and dynamically over a 
period of time, it cannot be asenbed only to the three factors. A. number 
of studies have indicated that the human factor also accelerates economic 
growth. Increases in the GNP can be etplained. for the main part, 
as a return on the very heavy investment which all countries undertake 
at all times in the development of their human resources. This includes 
all expenditures -- capital and recurrent — on all forms of formal 
education which invest human resources with knowledge and skill 
on all forms of mass media which circulate knowledge over a 
wide area, and on all forms of development and research. In 
developing human resources, the active agents of modernization are the 
human beings as they alone can accumulate capital, exploit natural 
resources and build political and social organization. In the ultimate 
analysis, it is on the development of people and the effective commit* 
ment of their energies and talents that the wealth and vitalit> of nations 
rest. 

The two reciprocally related processes are the development and 
utilization of human resources. While the development of human 
resources essentially means the enlargement of personnel potential 
through the acquisition of beliefs, values, skills and knowledge, the 
utilization of human resources development is not only providing so 
many jobs for people but also providing jobs that will enable them to 
do what they are become capable of doing. 

It has to be accepted that accelerated economic growth is to a large 
degree a function of adequate or commensurate development of human 
resources and that increase in the GW has causal relationship whh 
increase in investment in education, health, housing, scientific research, 
etc. Investment in human resources, to be productive, implies that all 
expenditure must be the result of a system of rational and integrated 
educational planning as a part of an ovenll and social development 
programme in a country. This imolv'cs, among other things, mapping 
the demand of all types of peisonncl over a requisite period of time, 
identifying the educational and training sectors which are hindering 
economic growth through either under-supply or over-supply of skilled 
personnel and concentrating investment in those sectors which need to 
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be expanded, bearing in mind the inter-related character of the different 
levels of education and training and educational pyramid, undertaking a 
qualitative appraisal of the content of education and training prog- 
rammes and gearing them both to the humanistic values and traditions of 
society and to the development demands of the growing economy, 
particularly its innovation-mindedness, reducing rapidly and finally 
eliminating all forms of waste in the educational system. 

The size, composition and socio-cultural characteristic of a population 
are the basic determinants of the pace and level of economic develop- 
ment. Not only do demographic forces influence the nature and quan- 
tum of all factors of production, they also determine the kind of economic 
climate within which all activity takes place. The constant inter-action 
between man and his environment has an effect on the size and quality 
of the natural resources base. Similarlj', demographic and cultural 
factors are important determinants of the rate of capital accumulation. 
The quality of the human resources also plays an important role in 
determining the type of technology', the modes of organization, and 
the targets of production. Human resources (or the total population) 
have a two-pronged relationship with economic development. As a 
resource, people are available as factors of production to work in 
combination with other factors. As consumers, the goal of economic 
development is to maximize realization of their desires and aspirations. 
Thus, economic analysis has to consider the human element in both its 
roles as producer and as consumer. 

n. Indicators of Human Resource Development ' 

It would be useful to identify quantitative indicators of human resource 
development and to find out whether there are significant statistical 
relationships among various human resource indicators and measures of 
economic development. Quantitative approach in identifyung indicators 
of human resource development obviously presents certain difficulties. 
But at the same time, even qualitative approach involves difficulties 
of evaluation. Recently, several attempts have been made to determine 
qualitative relationships between indicators of educational development 
and economic growth for a limited numbeir of countries. Here also, 
one has to distinguish between the human resource indicators which 
might be desirable and which are available. It is, however, agreed 
that the most important indicators of human .resource development 
fall into two general categories: , ■ ^ 

(i) those which measure a country’s stock of human capital; and 

(ii) those which measure the gross or net additions to the stock or more 
precisely the rate of human capital formation over a specified 
time period. 
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While the stock of human capital indicates the level of human resource 
development which has been achieved by a country, the rate of Tinman 
capital formation indicates its rate of improvement. In both cases, 
one is forced to make a distinction betncen those indicators which 
would be regarded as desirable if data were available and those which 
are used because data are available. 

For purposes of international comparison, the following indicators 
of stock of human capital would be useful: 

(i) levels of educational attainment; and 

(ii) the number of persons, expressed as percentage of the population 
or labour force, who are in high level occupations. 

Under category (i) one would like to particularly indicate the first 
(primary or elementary), second (secondary) and third (higher) levels 
of educational attainment. The last two arc particularly important 
in indicating the stock of high level manpower, especially the propor- 
tions in the second and third levels which have completed scientific 
and technical courses. Under category (ii) the numbers would relate 
to the people in selected strategic occupational groups like scientists, 
engineers, managers, teachers, doctors and dentists, scientific and engine- 
ering technicians, nurses and medical assistants and persons in the fore- 
man and skilled worker category. 

In addition to data on educational attainment for the latest available 
census years, it may be useful to treat literacy also as a measure of human 
capital. In a number of studies, literacy is regarded as an important 
indicator of human resources development. This indicator is, how- 
ever, relatively poor because the census data is based on getting answers 
to questions “can you read or write”. The resultant answers 
may vary widely depending upon the interpretation put on the question, 
and the reported estimates also vary within ranges. 

The second best measures, indicating the growth of human resource 
development, universally recognized, are as under: 

(i) number of teachers (first and second levels) per 10,000 popula- 
tion; 

(ii) engineers and scientists pet 10,000 population; 

(iii) physicians and dentists per 10,000 population; 

(iv) pupils enrolled at first level (primary education) as a percentage 
of the estimated population in the corresponding age-group; 

(v) the adjusted school enrolment ratios for first and second levels 
combined; 

(vi) pupils enrolled at second level (secondary education) as a 
percentage of the estimated population in the corresponding 
age-group; and 

(vii) enrolment at the third level (higher education) as a percentage 
of the population in the corresponding age-group. 
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The first three are partial measures of the stock of human resources 
and the next four are measures of additions to it. In addition to 
these, there are two other indicators of human resource development 
which indicate the orientation of higher education. These are: 

(i) the percentage of students enrolled in scientific and techm'cal 
faculties in recent years; and 

(ii) the percentage of students enrolled in faculties of humanities, 
fine arts and law in the same year. 

While the task of identifying indicators of human resource develop- 
ment is somewhat easy, the collection of data relevant to the selected 
indicators, their presentation in a coherent form and an analytic study 
indicative of the growth or otherwise of human resources development, 
is undoubtedly challenging and to some extent difficult. 


III. Survey of Human Resource Potential in India 

Any survey of human resource potential would be incomplete without 
a study of the demographic trends, its composition in terms of various 
age-groups, under-privileged and socially backward classes, distribution 
by livelihood classes, levels of education, etc. An attempt is made 
below to present briefly the demographic position in India. 

Population in India has been growing at a very fast pace. While in 
1901, the population was 238 million, it rose to 319 million in 1941, 
361 million in 1951, 439 million in 1961 and to 548 million in 1971. 

TABLE 1 


Gro«lh of Population in India, 1901-1971 
Total Population 


Year 

Males 

Females 

AU Persons 

1901 

120,760,506 

117,330,453 

238,337,313*% 

1911 

128,340,309 

123,665,161 

252,005,470 

1921 

128,504,733 

122,734,759 

251,239,492 

1931 

142,873,864 

135,734,938 

278,867,430* 

1941 

163,622,013 

154,632,036 

318,539.060* 

1951 

185,456,252 

175,494,113 

360,950.365 

1961 

226.208,008 

212,864,574 

439,072,582 

1971 

283,936,614 

264,013,195 

547,949,809 


*The distribution of population by sex of Pondicherrs' for 1901 (246,354), 1931 
(258,628) and 1941 (285,011) is not a\’ailable. TTic figures for these years are, 
therefore, exclusive of these population so far as distribution by sex is concerned. 

%In 1901, sex-wise distribution of Chandannagar (26,831) of West Bengal and Gonda 
(18,810) of Uttar Pradesh is not available. 


The proportion of females to males is slowly declining over the years. 
While the number of females to per 1,000 males was 946 in 1951, it 
declined to 941 in 1961 and to 932 in 1971. 
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Bull, of the population, howc\er, has been in rural areas. According 
to the Census of 1951, the population ui rural areas was 295 million i.e., 
82.7 per cent of the total population of 357 million and according to the 
Census of 1961, the rural population was 360 million, 82 per cent of 
the total population of 439 million. However, according to the Census 
of 1971, the rural population was 439 million, 80 per cent out of the 
total population of 548 million. 


TABLE II 

Total Population in fixUa t9Sl, 1961 and 1971 
Urban and Rural Classification 


Carefory 


I95l» 

1961 

1971 

I 


2 

3 

4 

Males 

Urban 

Rural 

Toial 

(000*> 

33.273 ( 18.1) 
ISO.Ofil ( 81.9) 
183,33-i (1000) 

42,789 ( 18.9) 
183,504 ( 81.1) 
226.293 (100 0) 

283.937 (JOOO) 

Females 

Urban 

Rural 

Total 

28,602 ( 16 5) 
144,943 ( 83.5) 
173,545 (1000) 

36,148 ( 17.0) 
176.794 ( 83 0) 
212,942 (100 0) 

264.013 (lOOO) 

All 

Persons 

Urban 

Rural 

Total 

61,875 ( 17.3) 
295,004 < 82.7) 
356,879' (1000) 

78,937 ( 18.0) 
360,298 ( 82.0) 
439,235 (100.0) 

109.097 ( 19 9) 
438,853 ( 80.1) 
547,950 (100 0) 


^Excludes figures for Jammu and Kashmir; Goa. Daman and Diu, Pondicherry 
(Karaikal, Mahe and Yanam); NEFA; maK>t ponioo of Nagaland and Dadra & 
Nagar Haseli. 

Figures given in btaekels indicate pcrceniajes. 

While the total increase in popul.ition during 1951-61 was 82 million, 
in rural areas alone the increase was of the order of 65 million. There 
has, however, been some slight shift in the rural population. While the 
percentage of papulation living in rural areas in 1901 was 89, it dec- 
reased to 82 in 1961. Urbanization is both a consequence and a causal 
factor in economic development. The rate of urban grovvih is an im- 
portant index of progress of the economy. It was expected that there 
would be much faster rate of urban growth in the 1951-61 decade. The 
urban population in 1951 was 17J per cent of the total population and 
it was 18 per cent in 1961. Many reasons have been advanced for the 
slow rise in the growth of urban population. The Census of 1971 
indicates higher trend in urban population. 

The percentage distribution of India’s population by four different well 
recognized age-groups v/r., 0-4, 5-14, 15-59, and 60 and over, during the 
period 1911-66 and projected upto 1976, is giwn in the following Table: 
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TABLE III 


Percentage Distribution of India’s Population 
by Age-Groups 1911-76 


Year 


Age-group 



0-4 

5—14 

15 — 59 60 and oyer 


1 

2 

3 

4 

5 

6 

1911 

— 

38.8* 

60.2 

1.0 

100.0 

1921 

— 

39.2* 

59.6 

1.2 

100.0 

1931 

— 

38.3* 

60.2 

1.5 

100.0 

1951 

13.3 

24.1 

56.9 

5.7 

100.0 

1961 

16.5 

24.5 

53.3 

5.7 

100.0 

1966 

16.3 

25.3 

53.4 

5.0 

100.0 

1971^* 

15.7 

25.8 

52.7 

5.8 

100.0 

1976** 

14.7 

25.6 

54.1 

5.6 

100.0 


♦Relate to age-group 0 — 14 as break-up between the ages 0 — 4 and 5 — 14 is not 
available. 

♦♦Estimates. 


Thus over the years, the proportion of age-group 0-14 to the 
total population has increased and that of the productive population 
(i.e. age-group 15 to 59 years) has faUen. The preponderance of the 
younger population increases the dependency load, leads to diversion 
of resources from capital formation to population maintenance and 
amounts to a wasteful exploitation of children workers who may be 
forced into work at under-developed levels of skill and stamina and may 
cause under-employment. 

Two categories of the population belonging to weaker sections are 
Scheduled Castes and Scheduled Tribes. They together comprise more 
than one-fifth of the total population. In 1961, the population of 
Scheduled Castes increased to 64 million or 14' 7 per cent of the total 
population. More than 57 per cent of the Scheduled Caste popula- 
tion (37 million) was concentrated in the States of Uttar Pradesh, West 
Bengal, Bihar and Tamil Nadu. The population of Scheduled Tribes in 
1961 increased to 30 million or 6.8 per cent of the population. More 
than 50 per cent (17 million) of the Scheduled Tribes population was 
concentrated in the States of Madhya Pradesh, Orissa and Bihar. 

The distribution of population in India, classified as workers and 
non-workers, according to 1971 Census, is indicated in Table IV. 
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TABLE IV 


Distribution of Poin<)atioR la Iniia — WorLfrs and Noo-IVorLers 


Category 

Number of Persons ii 

t Thousands 

Muir 

Female 

All 

PersoKs 

Workers 




h Cultivators 

68.910 

9.266 

78.176 


(24.2) 

( 3.5) 

(14.2) 

2. Agricultural labourers 

31,695 

15.794 

47,489 


(lt.2) 

( 6.0) 

(86) 

3 Livestock, Forestry, Fishing, Hunting 




and Plantations, Orchards and Allied 




Activities 

3.514 

783 

4.297 


(1.2) 

(0.3) 

( 0.8) 

4. Mining and Quarrying 

799 

124 

923 


( 0.3) 

( 0.0) 

( 02) 

5 Manufacturing, Processing, 




Servicing and Repairs 




(a) Household Industry 

5.021 

1.331 

6.352 


( I S) 

( 0.5) 

(12) 

(b) Other than Household Industry 

9.851 

865 

10.7J6 


(3.5) 

(03) 

( 2.0) 

6 Construction - 

2,012 

2CM 

2.216 


(07) 

(0.1) 

• { 0.4) 

7 Trade and Cummeroe 

9.492 

556 

10,018 


(3.3) 

(0.2) 

( 1.8) 

8. Transport, Storage and 

4.255 

146 

4,401 

Communications 

< 1-5) 

(0.1) 

(0.8) 

9. Other Services 

13.536 

2,229 

15,765 


(4.8) 

(0.9) 

( 2.9) 

(A) Total Workers 

149.075 

31,298 

180473 


(52.5) 

(U.9) 

(32.9) 

(B) Total Non-Workers 

134.862 

232,715 

367477 


(474) 

(88.1) 

(67.1) 

Grand Total 

283.937 

264,013 

547450 


(1000) 

(1000) 

(100.0) 


' This means that of the total population, 33 per 6ent (53 per cent males 
and 12 per cent females) were working. The Census of 1971 also re- 
vealed that participation rate for each sex was distinctly higher in the 
rural areas. 

The percentage distribution • of workcR by industrial categories. 



132 


THE GAZETTEER OF INDIA 


according to the 1971 Census, indicates that India continues to be a 
peasant economy, as shown in the Table below: 

TABLE V 

Percentage Distribution of Workers by Industrial Categories and Sex 


Percentages 



Category 

Total 

Male 

Female 

1. 

Cultivators 

43.4 

46.2 

29.6 

n 

Agricultural labourers 

26.3 

21.3 

50.5 

3. 

Livestock, Forestry, Fishing, Hunting 
and Plantations, Orchards and Allied 
Activities 

2.4 

2.4 

2.5 

4. 

Mining and Quarrying 

0.5 

0.5 

0.4 

5. 

Manufacturing, Processing, Scrs-icing 
and Repairs 

(a) Household Industry 

3.5 

3.4 

4.2 


(b) Other than Household Industry 

6.0 

6.6 

2.8 

6. 

Construction 

1.2 

1.3 

0.6 

7. 

Trade and Commerce 

5.6 

6.4 

1.8 

8. 

Transport, Storage and Communications 

2.4 

2.8 

0.5 

9. 

Other Services 

8.7 

9.1 

7.1 


Total: 

100.0 

100.0 

100.0 


The pattern of occupational structure over the past sixty years is 
indicated below: 


TABLE VI 


Occupational Distribution of Working Force in India 


Sectors 



yea 

R S 



1901 

1911 

1921 

1931 

1951 

1961 

Primary 

71.5 

74.9 

76.5 

lA.n 

74.4 

76.4 

Secondary- 

11.7 

10.8 

9.7 

■EB 



Tertiary 

16.8 

14.3 

13.8 

mm 

15.0 

12.6 

Total 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 


The Table indicates that primary employment has been increasing and 
the employment in tertiary' sectors has been showing a decline. It also 
seems that the decade of planned development has not made any impact 
on the employment in the secondary' sector. The relative upsurge of 
the primary sector on the one hand and stagnation and even moderate 
to considerable shrinkage in the secondary- and tertiary sectors on the 
other have produced a stage when surplus agricultural labour has not 
been effectively siphoned off from the primary sector. 
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IV. Human Resources Dcrelopment and the Indian Constitution 

The Constitution of India, in its various articles, gives a prominent 
place to the development of the human factor. The Preamble of the 
Constitution itself is a recognition of this fact. Tlie articles of the 
Constitution relating to ‘Fundamental Rights' and ‘Directive Principles 
of State Policy’ among others, lay down that the State shall not deny to 
any person equality before the law, nor shall the State discriminate 
against any citizen on the ground only of religion, race, caste, sex, place 
of birth or any of them: nothing shall prevent the State from making any 
special provision for the advancement of women and children and 
socially and educationally backward classes of citizens or for the 
Scheduled Castes and Scheduled Tribes. Further, the Constitution also 
embodies in its fundamental rights that no citizen shall, on grounds 
only of religion, race, caste, sex, place of birth or any of them, be subject 
to any disability, liability, restriction or condition m regard to use of any 
public place, entertainment, etc. It has also laid down that nothing 
shall prevent the State from making any special provision for men and 
women. There shall be equality of opportuoity for all citizens in matters 
relating to employment or appointment to any office under the State 
Untouchability, which was one of the greatest banes of Indian society 
and discriminated man against man, was abolished by the Constitution 
and its practice in any form was forbidden. Freedom of speech and 
expression to every citizen which is a condition precedent for human 
resources development, is a fundamental right guaranteed in the Consti- 
tution. The Constitution also prohibits traffic in human beings and 
begar (forced labour) and other similar forms of forced labour. No 
child below the age of 14 years should be employed to work in any 
factory or mine or engaged in any other hazardous employment. Any 
section of the citizens residing in any part of India having a distinct 
language, script or culture of its own, has been given the fundamental 
right to conserve the same. No citizen shall be denied admission in any 
educational institution maintained by the State or receiving aid out of 
State funds on grounds only of religion, race, caste, language or any 
of them. 

Part IV of the Constitution dcab with the ‘Directive Principles of State 
Policy’ which are fundamental in the governance of the country and it 
shall be the duty of the State to apply these principles in making laws. 
Article 39 in the chapter 'Directive Principles of State Policy’ has stated 
that the State shall, in particular, direct its policy, among other things, 
towards securing that the citizens, men and women, equally have the 
right to an adequate means of livdihood; there is equal pay for equal 
work for both men and women: the health and strength of workers, 
men and won-c and the tender age of children are not abused and that 
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citizen are . not forced by economic necessity to enter avocations un- 
suited to their age or strength; and childhood and youth are protected 
against exploitation and against moral and material abandonment. 
Article 41 lays down that the State shall, within the limits of its economic 
capacity and development, make effective provision for securing the right 
to work, to education and to public assistance in cases of unemployment, 
old age, sickness and disablement and any other cases of undeserved 
•want. Provision for just and human conditions of work, living wage, 
etc., are set out in Articles 42 and 43 of the Constitution. Article 45 
stipulates that the State shall endeavour to provide, within a period of 
ten years from the commencement of the Constitution, for free and 
compulsory education for all children until they complete the age of 
fourteen years. Article 46 of the Constitution lays down that the State 
shall promote with special care the educational and economic interests of 
the weaker sections of the people, and, in particular, of the Scheduled 
Castes and the Scheduled Tribes, and shall protect them from social 
injustice and all forms of exploitation. 

Article 41 of the Constitution lays down that the State shall,' within 
the limits of its economic capacity and development, make effective 
provision for securing the right to education, but the right to education, 
as such has not been included in the list of fundamental rights under 
the Constitution, although Articles 29 and 30 grant certain educaitional 
rights to the minorities. It seems that the Constitution makers could 
not make the right to education a fundamental right and the extreme 
difficulty they contemplated even in implementing Article 41 under the 
‘Directive Principles of State Policy’ is evident in the phrase ‘within 
the limits of its economic capacity and development’. Article 45 of the 
Constitution is important from the point of view of human resource 
development which makes provision for free and compulsory education 
for children until ^they complete the age of 14 years. Since 1951, 
all-put efforts are being made to . achieve the constitutional directive^ 
The Constitutipn makers, though not unaware of the financial implica- 
tions of such a directive, were serious about its implementation especially 
when Article 45 is read with Article 24 of the Constitution, under the 
‘Fundamental Rights’ which states: “No child below the age of,fourteen 
years shall be employed to work in any factory or mine or engaged in any 
other hazardous employment”. The Constitution makers rightly believed 
that this is the age when a child should be studying in some school. 

y. Five Year Plans and Human Resource Development . 

Soon after the passing of the Constitution in 1950, the Government of 
India set up. the Planning Commission in March 1950, .. with a view to 
realizing the basic objectives of the Constitution which were set forth 
in the ‘Directive Principles of State Policy’. Articles ;3 8, 39, 42, 43, 
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44,45,46, 47 and 48 of Part IV of the Constitution dealing with the 
‘Directive Principles of State Policy’ arc directly relevant to the 
development of human resources. Among the Directive Principles, 
the position of eminence goes to Articles 38 and 39, reproduced below, 
which set the lone to the basic philosophy and programmes embodied 
in the Five Year Plans of India: 

Article 38 

“The State shall strive to promote the welfare of the people by securing 

and protecting as effectively as it may a social order in which justice, 

social, economic and political, shall inform all the institutions of 

the national life.” 

Article 39 

“The State shall, in particular, direct its policy towards securing — 

(a) that the citizens, men and women equally, have the right to an 
adequate means of livelihood; 

(b) that thft ownership and control of the material resources of the 
community are so distributed as best to subserve the common 
good; 

(c) that the operation of the economic system does not result in the 
concentration of wealth and means of production to the common 
detriment: 

(d) that there is equal pay for equal work for both men and women; 

(e) that the health and strength of workers, men and women, and the 
tender age of children are not abused and that citizens arc not 
for^ by economic necessity to enter avocations unsuited to their 
age or strength; 

(f) that childhood and youth are protected against exploitation and 
against moral and material ab^doament.” 

In the context of planning and with special emphasis on human 
resource development, it would be useful to draw attention to three other 
Articles viz., 41, 45 and 46. 

The Planning Commission, under its terms of reference as defined in 
the Government of India Resolution of March 1950, was asked to make 
an assessment of the material, capital and human resources of the country, 
including technical penonnel and investigate the possibilities of augment- 
ing such of these resources as are found to be deficient in relation to the 
nation’s requirements; and formulate a plan for the most effective and 
balanced utilization of the country’s resources. In chapter I of the First 
Five Year Plan, while discussing planning and its economic and social 
aspects, it was observed that the central objective of planmng in India 
at the present stage is to initiate a proc«s of development which will 
raise living standards and open out to the people new opportunities for a 
richer and more valid life. The problem of development of an under- 
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developed economy is one of utilizing more effectively the potential 
resources available to the communitv', and it is this which involves 
economic planning. It was pointed out that the economic condition of 
a country, at any given time, is a product of the broader social environ- 
ment and economic planning has to be viewed as an integral part of a 
wider process aiming not merely at the development of resources in a 
narrow technical sense but at the development of human faculties and the 
building up of an institutional frame work adequate to the needs and 
aspirations of the people. It was further observed that an under- 
developed economy is characterized by the co-existence, in greater or 
lesser degree, of unutilized and unde'-utilized man-power on the one hand 
and of uncxploited natural resources on the other. The elimination of 
poverty cannot obviously be achieved merely by redistributing existing 
wealth, nor can a programme aiming only at raising production remove 
existing inequalities. Referring to the determinants of economic 
development, the First Plan observed that economic development of an 
under-developed country cannot proceed far unless the community 
learns how to get from its resources of men and materials the larger out- 
put of commodities and services. The pace of economic development 
depends on a variety of factors which constitute the psychological and 
sociological setting within which the economy operates. A major ele- 
ment in the setting is the community's will to progress and its readiness 
to develop and adopt new and more efficient methods and processes of 
production. Basically, development involved securing higher pro- 
ductivity all round and this is a function of the degree of technological 
advance the community is able to make. 

Referring to investment, income and economic development in India, 
the First Plan observed that development effort is something more than 
investment, defined in the technical sense of additions to capital equip- 
ment. When the levels of education and health arc as low as they are 
in India today, measures designed to raise them — which might require 
only moderate amounts of capital equipment — would yield larger 
returns than many forms of investment in the narrower sense of the term. 
The potentialities in this direction are immense. The scope for raising 
agricultural productivity in the country by relatively small outlays of 
money on agricultural extension service is an instance in point. Technical 
education and training, together with slight improvements in methods of 
production, may have similarly the effect of increasing productivity 
substantially in small-scale industries. 

The central object of planning, as defined in the First Plan, is to 
create conditions in which living standards are reasonably high and all 
citizens, men and women, have full and equal opportunity for growth 
and service. It w'as further observed that w-e have not only to build up 
a big production machine— though this is no doubt a neees3.ary condi- 
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lioA of development — we have at the same time to improve health, 
sanitation and education and create social conditions for vi|:orous 
cultural advances. Planning must mean co-ordinated development 
in all these fields. Fuller utilization of the idle manpower in the country 
must be a major objective, and every eiTort must be made to create 
opportunities for work in the rural areas through improvements in 
agriculture, development of cottage and small-scale industries and 
extensive programmes of public works, especially in the slack season, 
and by providing necessary equipment and other materials needed for 
improving labour productivity limits and the rate at which idle manpower 
can be absorbed. Rigidity of the occupational pattern is incompatible 
with rapid economic development. The First Plan, therefore, suggested 
that steps must be taken to ensure the fullest possible utilization, in 
furtherance of development programmes, of labour power now running 
to waste, and the long-run objective must be to encourage rather than 
to discourage the mobility of labour, geographical and occupational 

The First Plan also observed tliat ibc problem of uncmploiTnent 
among the educated middle classes in the urban areas is an instance of a 
failure of co-ordination between the system of education and the needs 
of the economic system. 

The first two Five Year Plans emphasized the importance of develop- 
ing human resources through various schemes. The ‘Directive Principl« 
of the Constitution were given a more precise direction in December 
1954, when Parliament adopted the “Socialist Pattern of Society , as 
the objectives of social and economic policy. It was made ctor that 
the approach of plarmcd development should be realiz^ under the 
frame work of democratic socialism. Thus the Second Five Year Plan 


Staten: 

“The task before an underdeveloped country is not merely to get 
better results within the existing framework of economic and swial 
institutions, but to motild and refashion these so that they con ri u e 
effectively to the realisation of wider and deeper social vdues. 

These values or basic objectives have been summed up in the phrase: 
“Socialist Pattern of Society”. . c a. 

Thus the socialist pattern of society envisages maximization of produc- 
tion and itdijction of Konomfc and social d.spantiB, and th^ tvo 
may be regarded as the comer-slone of the envisioned netv pattern of 

Tn a nutshell, it could be stated that the salient faitures of the six.alist 
pattern of society in terms of a progtamme nf action arc as nnder. 

(i) provision of basic mininiom standard of tile, 

(ii) reduction of economic disparities; 

(iii) prevention of concentration of economic poner; 

(iv) production of social gain and not for mere earning profit, and 
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(v) provision of opportunities for the full growth of an individual’s 
personalit}'. 

The main emphasis, one could conclude, is on the development of 
human resources through the attainment of different types of objectives. 

In the Tiiird Five Year Plan, while discussing the objectives of planned 
development, it has been mentioned that the basic objective of India’s 
development must necessarily be to provide the masses of the Indian 
people the opportunity to lead a good life. That indeed is the objec- 
tive of all countries for their peoples, even though the good life may be 
defined in many ways. The Third Plan also mentioned that in a 
democracy: the pace of change depends to a large extent on increase in 
public understanding and in public response and on the growth of scienti- 
fic outlook on the part of large numbers of people. Besides the economic 
and social objectives, the educational aspects of planning are, therefore, 
of great emphasis. These are emphasized through the wide sharing of 
responsibility for drawing up and carrying out plans and through the 
participation in the process of planning by organizations representing all 
sections of opim'on as well as universities and educational institutions 
and voluntary social ser\’ice agencies. 

Referring to equal opportunity, the Third Five Year Plan document 
states that the first condition for securing equality of opportunity and 
achieving a national minimum is assurance of gainful employment for 
everyone who seeks work. The economy is able to achieve a rate of 
growth sufficient to provide work at an adequate level of remuneration 
to the entire labour force only when the industrial base has been greatly 
strengthened and education and other social sers’ices developed. The 
Third Plan also concedes that the development of education and other 
social services in advanced countries, has played a large part in ensuring 
greater equality of opportunity to different sections of the population and 
greater social mobility. Similarly, social services have also helped to 
bring about a measure of redistribution of income and provide the basic 
necessities and it is expected that in India too, the expansion of social 
services will exert a similar influence, specially through the extension 
of free and universal education at the primary level, provision of larger 
opportum'ties for vocational and higher education, grant of scholarships 
and other forms of aid and improvement in the conditions of health, 
sanitation, water supply and housing. Further, programmes for the 
welfare of Scheduled Tribes and Castes and other backward classes, for 
the provision of minimum amenities in the rural areas, for local develop- 
ment at the village level and for the housing of industrial workers and 
slum clearance and improvement, need to be viewed not merely as 
extensions of social services but as vital ingredients in the scheme of 
economic development. More equal opportunities to different sections 
of the community can be prorided by combining social services fike the 
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provision of scholarships and other facilities in the field of training and 
education with programmes of intensive economic development. Under 
the subject of economic and social integration, the Third Plan document 
has mentioned that planning is a continuous process and cannot be 
isolated for short periods. "Ultimately, it is the development of human 
being and the human personality that counts. Although planning 
involves material investment, even more important is the investment 
in man.” 

The Fourth Five Year Plan, 1969-74, states the philosophy of planned 
development of economy in a much dearer tone with emphasis on human 
resource development in the following terms: 

"The objective of national planning in India is not only to raise the 
per capita income but also to ensure that the benefits are evenly distri- 
buted, that disparities in income and living arc not widened but in fact 
narrowed, and that the process of economic development docs not lead 
to social tensions endangering the fabric of tiio democratic sodcty. In 
part these can be achieved by seeing that, in the implementation of the 
programmes, the weakest are looked after first and the benefits of 
development are made to flow by planned investment in the under- 
developed regions and among the more backward sections of the 
community. In part this will be the result of purposeful policy decisions 
eflectively pursued. Fiscal and other policies should prevent concentra- 
tion of wealth, check ostentatious consumption and promote savings. 
The programmes and policies of public financial and other institutions 
should ensure wider dispersal of ^oefits. l^eforms in the educational 
system should help the growth of initiative and enterprise, make for 
horizontal and vertical mobility, open up wider opportunities for 
employment and enable the lowering of caste, class and regional 
barriers so that a purposeful change towards an egalitarian society 
can be brought about. In the last analysis, planned economic 
development should result in a more even distribution of benefits, a 
fuller life for an increasingly larger number of people, and the building 
up of a strong integrated democratic nation.*’ 

VI. Education and Training 

Prior to independeace, eduralion did not receive the attention it 
deserved. The position did not change very much till the launching of 
the First Five Year Plan in April 1951. On the eve of the First Plan, 
the development of human resources was not even thought of. 

Illustrative of the fact is that in 1946-47 out of the total population of 
about 43 million in the age-group 6-11, only 14.11 million i.c. 35% of the 
children in this age-group attended classes I-V. In classes VI-VllI, 
the enrolment was about 2 million forming only 9 per cent of the total 
number of 22 million children in the age-group 11-14. The number of 
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secondary scliools was 5,297 and the enrolment in these schools was 
0.87 million or 3.8 % of the boys and girls in the age-group 14-17. There 
were 19 universities, 297 arts and science colleges v/ith an enrolment of 
0.21 million students and 140 professional technical colleges wth an en- 
rolment of 0.04 million students. Even after a century of State aided 
effort, only 17% of the people in the country had been made literate. 
The total e.xpenditure on education in 1947 was 576.6 million or Rs 1.94 
per head of population of which the Government’s contribution was 
only Rs 0.69. The picture in the rural areas was worst. 

Apart from the inadequacy of facilities, the system of education 
obtaining before independence had no national direction. First it was, 
by and large, mechanical emphasising memorj' work rather than inde- 
pendent thinking or problem solving. The schools were ill-equipped 
and teachers were poorly paid. The curricula had no relation cither to 
individual or social needs. Wastage and stagnation was rampant. 
In the arts and science colleges, the methods of teaching were hardly 
conducive to the development of a critical and cultivated mind which 
is the hallmark of an educated individual. The facih'ties for research 
at the post-graduate level were meagre. Some reform had partly begun 
at the elementarj' stage without affecting the other stages with the result 
that this stage got isolated from the rest of the educational system with 
obvious hardship to the students and the teachers. 

The development of human resources was recognized as one of the 
basic objectives of the Constitution and also of the economic and social 
plans initiated in the country since 1951. It was realized that education 
was the main instrument of change and that the development of human 
resources through education was more crucial and important than the 
development of physical resources which could be achieved through 
modernization of agriculture and rapid industrialization requiring adop- 
tion of a sdence-based technology, heavy capital formation and invest- 
ment and provision of the essential infra-structure of transport, credit 
marketing and other institutions. The reason why human resources deve- 
lopment is more important is because of the realization of the country’s 
aspirations which involves changes in the knowledge, skills, interests 
and values of the people as a whole. This is basic to every prog- 
ramme of social and economic betterment. For instance, it has been 
assumed that there can be no hope of making the countrj' self-sufficient 
in food unless the farmer himself is moved out of the age-long conser- 
vatism through a science-based education, becomes interested in experi- 
mentation, and is ready to adopt techniques that increase yields. The 
same is true of industrj'. The skilled manpower needed for the relevani. 
research and its systematic application to agriculture, industry and other 
sectors of life can only come from a development of scientific and techno- 
logical education. Similarly, economic growth is not merely a matter of 
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physical resources or of training skilled workers; it means tJic education 
of the whole population in new ways of life, thought and work. For a 
traditional society which has accepted the goal of modernization, high 
priority has to be given to human change on a grand scale. 

The assessment carried out by the Planning Commission on the eve 
of the First Plan, indicated that considering the size of the population, 
the overall provision of educational facilities was very inadequate. 
Similarly, the literacy percentage of the population was 17.2 which was 
only a very rougli measure of tlie huge task ahead in the field of adult 
education. Facilities for technical education required to be expanded 
considerably to meet the needs of the country adequately. The overall 
structure of the educational system was defective in many ways, one of 
which was that it was top heavy. Although the provision at the secon- 
dary stage was proportionate to that of the primary stage but at the 
university stage it was larger than the basic structure could profitably 
support. It was also revealed by the distribution of educational expendi- 
ture among the various stages. There %\cfc grave disparities b^veen 
different States in the matter of provision of educational facilities. The 
expenditure on education compared to total revenues and population 
also varied in different States. Educational facilities were not properly 
distributed between urban and rural areas. Whereas about 83 per cent 
of the population lived in rural areas, the percentage of the total number 
of pupils in recognized primary, middle and high schools, who were 
studying in rural areas in 1949-50, was 60, 6? and 26 respectiwly. At 
the university stage, facilities were practically non-existent in rural 
areas. There was lack of balance between provision of facilities for 
difTerent sections of society. Whereas women constituted nearly half 
the population, the girl pupils in the primary, middle and high school 
stages were 28, 18 and 13 per cent respectively of the total number of 
pupils studying in different stages. Though the various stages of the 
educational system were not clearly and rationally marked out, the 
duration and standards of the primary and secondary stages varied 
considerably in different States. Another disturbing feature of the 
situation was the large wastage in various forms at different stages of 
education. Of the total number of students entering schools in 1945- 
46, only 40 per cent reached Class IV and the expenditure on the remain- 
ing 60 per cent was largely wasted. The experiment of compulsion 
which was then regarded as the only remedy for improving the position 
had not made much progress. The absence of adequate facilities for 
technical and vocational education resulted in a much larger number of 
students going in for general education than was justified by the require- 
ments of the country or the tastes and aptitudes of the people. The 
position in regard to percentage of untrained teachers was highly un- 
satisfactory; the percentage of untrained teachers in primary schools 
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was 41.4 and in secondary schools 46.4, There was dearth of women 
teachers. The scales of pay and conditions of serv'ice of teachers were 
generally very unsatisfactory and constituted a major cause of the low 
standards of teaching. 

Summing up the position, the Planning Commission in their Report 
on the First Five Year Plan indicated the following lines of direction: 

(1) Reorientation of the educational system and integration of its 
different stages and branches; 

(2) expansion in various fields especially in those of basic and social 
education, remodelling of secondarj' education and technical 
and vocational education; 

(3) consolidation of existing secondary and university education and 
devising a system of higher education suited to the needs of the 
rural areas; 

(4) expansion of facilities for women’s education especially in rural 
areas; 

(5) training of teachers especially women teachers and teachers of 
basic schools and improvement in their pay scales and conditions 
of service; and 

(6) helping backward States by giving preferential treatment to them 
in the matter of grants. 

Since 1951-52 till now, there has been a systematic effort to reorganize 
the system of education and enrich its content so as to meet the needs of 
trained manpower, particularly in the context of the developing economy. 
The University Education Commission (1948), Secondary Education 
Commission (1952-53) and the Education Commission (1964-66) provided 
the guidelines for future development in different sectors of education. 
The Central Advisory Board of Education, the All India Council for 
Technical Education and other consultative bodies, which were set iip 
from time to time, helped in the formulation of policies in the recons- 
truction of the educational system in the country'. Mention may also be 
made of the setting up, during this period, of the University' Grants 
Commission with the object of raising standards of teacliing and research 
in the universities, of the establishment of the Institutes of Technology' 
for teaching and research facilities of a high standard, of the establish- 
ment of the National Council of Educational Research and Training to 
undertake programmes of training and research in teacher education 
including in-service education, examination reforms, improvement of 
curricula, text books, educational and vocational guidance etc., and the 
setting up of a National Staff College for educational administrators 
and planners to organize short-term orientation and training program- 
mes for educational administrators to carry out researches and studies 
in the field of educational administration and planning. 

Ever since the initiation of the First Plan, there has been an increas- 
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ing emphasis on allocation of resontces for educational development. 
The national income, the expenditure on education and the per capita 
expenditure and its growth during the first 20 years of planning is 
reflected in the following Table: 

TABLE VII 


Natiooal Income and Expcoditiire oa Edocation 


s. 

No. Year 

Naiianal 

Income 

{Current 

Prices) 

(in crores) 

Tbiat 

Cxpenditare 
on Education 
{AU sotirees) 

fin croies) 

Per 

Income 

(m Rs.) 

Per 
Capita 
Expenditure 
on Education 

(id Rs.) 

Total Expen- 
diture on Edn. 
as %ase of 
National 
Income 

1 2 

3 

4 

5 

6 

7 

1. 1950-51 

9,530 

114 

266.5 

3.2 


2. 1955—56 

9,980 

190 

255.0 

48 


3. 1960-61 

14,140 

344 

306 3 

7.8 


4. 1965-66 

19.990 

600 

426.1 

12.1 


5. 1970-71 

31,569 

1,000 

577.0 

182 

3.1 


The progress in terms of establishment of institutions and enrolment 
has been phenomenal as will be evident from the figures given in the 
Table below; 


TABLE Vlll 


Progress ot Education in India 


S. 

No. Year 

Total Number 
of Insilwtions 

Total 
Enrolment 
(in ibousands) 

Total Number of 
Teachers 
(!n thousands) 

1 2 

3 

4 

5 

1. 194fr— (7 

157,192 

13.573 

7W 

2. 1950—51 

286,860 

25,542 

818 

3. 1955—56 

366,611 

33.923 

1,116 

4. 1960—61 

472,655 


1408 

5. 1965—66 

727,262 




The increase in the establishment of institutions, in the enrolment of 
students and appointment of teachers in the institutions during the last 
twenty years las been, unptecedcnled and is unparalleled in the history 
of either developed or developing countries of the world. 

Since one of the major programmes, accepted m the national recon- 
struction and development plans, has been the development of our 
human resources this implies that there can be no limit to the educa- 
tion to be proNided. During the past two and a half decades, priority 
has been given, within the constraint of resources, to programmes aimed 
at raising the educational lesel of the avera^ citizen. Such programmes 
arc essential on grounds of social justice, for making democracy viable 
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and for improving the productivity of the average worker in agriculture 
and industiA’. One of the important objectives of human resource 
development is to equalize educational opportunities, enabling the back- 
ward or under-privileged classes and individuals to use education as a 
lever for the improvement of their condition. This is presumed to be 
one of the conditions for building up of an egalitarian and human society 
in which the exploitation of the weak will be mim'mized. The progress 
of enrolment at various stages of education, during the last 20 years and 
what is expected to be achieved by the end of the Fourth Plan is given 
in the following Table: 


table IX 

Growth in Enrolments 


Year 

I 

Classes I- V 

Classes I'l-Vll] 

Classes IX-A'I 

L'niversity Stage 

Enrol- 

ment 

(in 

lakhs) 

2 

Xoge 
to total 
Popula- 
tion in 
the age- 
group 

3 

Enrol- 

ment 

(in 

lakhs) 

4 

%age 
to total 
popula- 
tion in 
the age- 
group 

5 

Enrol- 

ment 

{in 

lakhs) 

6 

%age 
oj total 
popula- 
tion in 
the age- 
group 

7 

Enrol- 

ment 

(in 

lakhs) 

8 

% oge 
to total 
popula- 
tion 

9 

1950—51 

192.0 

42.6 

31.0 

12.7 

12.0 

5.3 

3.26 

O.S 

1955—56 

252.0 

52.8 

43.0 

16.5 

19.0 

7.4 

5.75 

1.3 

1960—61 

350.0 

62.4 

67.0 

22.5 

29.0 

10.6 

8.0S 

1.7 

1965—66 

505.0 

76.7 

103.0 

30.S 

50.0 

16.2 

13.31 

2.4 

*1970—71 

592.5 

80.3 

133.9 

34.1 

71.6 

20.4 

21.49 

3.7 


♦Figures are provisional 


In terms of sheer numbers, the progress has been very remarkable. 

For practical and administrative reasons, the programme of educa- 
tion for the age-group 6-14, visualized in the Constitution has been 
divided into two stages 6-11 and 11-14. If the entire age-group 6-14 is 
considered together, the position would be as shown in the following 
Table; 


T.ABLE X 


Provision of Schooling Fadlilies in the .Age-group 6-14 


Year 

Enrolment in Classes l-Vlll 
(lakhs) 

Percentage of Population in 
the age-group 6-1 4 

Boys 

Girls 

Total 

Boys 

Girls 

Total 

1 

2 

3 

4 

5 

6 

7 

1950—51 

163.6 

59.1 

222.7 

45.9 

17.5 

32.1 

1955—56 

209.5 

85.1 

294.6 

54.6 

23.5 

40.0 

1960—61 

2S2.0 

124.3 

406.3 

65.4 

30.6 

48.5 

1965—66 

371.2 

222.7 

593.9 

73.0 

45.1 

59,5 

1970—71* 

463.4 

263.1 

726.5 

- — 

— 

61.3 


^Figures arc prodsiona! 
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During the jears 1951-71, the number of children(age-group 6-14) at 
school has gone up from 22.3 million to 72.6 million, the proportion of 
the total population in the age-group rising from 32 to 64 per cent. 

Development of the economy and the large increase in the number of 
secondary schools and in the number of students of the age-group 14-17 
enrolled in them altered the character of the demands which secondarj' 
cduc.itlon is called upon to meet. New social groups are seeking educa- 
tion and arc coming within its influence. Expansion brought into 
secondary schools a large range of abilities and attitudes. The develop- 
ments which have taken place in the Oeld of expansion of enrolment 
during 1951-71 given in the Table below; 


TABLC XI 

ProTisIon of Sebooliog Fadliltes in the Age-group 14>17 


l>ar 

Otrolmeiit in Classes IX^X-XI 
{Figures in lakhs) 

Perceiiiage oj enrolmeiii la 
the age-group 14-17 

Boys 

Cirls 

Tata! 

Boys 

Girls 

Total 

1 

2 

3 

4 

5 

6 

7 

1950— S\ 

102 

LO 

122 

8.7 

1.8 

5.3 

1955-56 

15.8 

3.0 

18.8 

12.8 

2.6 

78 

1960-61 

23.9 

52 

29.1 

184 

4.2 

11.5 

1965—66 

35.7 

9.9 

45.6 

23.7 

69 

156 

*1970—71 

— 

— 

71.7 

- 

- 

20.4 


■Figures are provisional 

While the e'rolmenthas Increased from J2.2 lakhs in 1950-51 to 
about 72 lakhs in 1970-71, the percentage of children in the age-group 
14-17 attending schools has grown from 53 to 20.4 during the same 
period. 

The number of vocational and technical institutions at the secondary 
level of education has been increasing and also the enrolment in such 
'nstitutions. This is shown in the Table below: 

TABLE Xn 

Crontb of Vocational Secondary Educa lion 
Ytar SunAer of /mfim/fcwu iuuvimeni 

1949— 50 2,028 162,532 

1950- 51 2,339 190.568 

1960-«1 4,145 424,927 

The bulk of students in vocational courses are in Teacher Training 
Schools. Their number in 1960-61 was 123,612. The rest is distributed 
in commerce, agriculture, engineering, forestry, medicine, industrial arts 
and crafts and veterinary science courses. 

Literacy is an important indicator of stock of human capital. The 
distribution of the total population in India between literates an 
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illiterates and among males and females, according to the 1951 and 
1971 Census, is shown in the Table below; 

TABLE Xm 

Litcrac}-* in India — 1951 and 1971 



1951 (OOO’s)** 

1971 (000 ’i) 


Males 

Females 

All 

Persons 

Males 

Females 

All 

Persons 

1 

2 

3 

4 

5 

6 

1 

Literate 

45,610 

13,651 

59,261 

111,778 

48,731 

160,509 


(24.9) 

(7.9) 

(16.6) 

(39.5) 

(18.5) 

(29.4) 

Illiterate 

137,723 

159,895 

297,618 

171,278 

215,169 

386,447 


(75.1) 

(92.1) 

(83.4) 

(60.5) 

(81.5) 

(70.6) 

Total 

185,528 

175,566 

361,089 

283,056 

263,900 

546,956 


1. Excludes Jammu and Kashmir, Goa, Daman and Diu, Pondichero’, (Karaikai, 
Mahe and Yaman), NEFA, Major portion of Nagaland and Dadra and 
Nagar Haveli. 


2. Figures within parenthesis indicate percentages. 

*The test for literacj’, according to Census definition, was satisfied “if a person could, 
with understanding, both read and write. The test for reading was ability to read 
any simple letter either in print or in manuscript. If the person could read one of the 
exmnples in the enumerators’ handbook with facility, he was taken to have passed the 
test for reading. Uie test for writing was ability to write a simple letter. To qudify 
for literacj’, a jjerson was not required to pass any standard examination. 
On the other hand, literacj’ was recognised as something a man still possessed 
and actively put to use and it was in this general practical sense that it was uniformly 
applied. The results are thus comparable from area_ to area. If a person could both 
read and write and had also passed a written c.xamination or examinations as proof 
of an educational standard attained, the highest examination passed was to be re- 
corded.” Census of India, 1961, Vol. I, page XIV, 

**The total population figures are in absolute number, whereas the figures for fiteratc 
and illiterate are estimates on the basis the figures obtainea in the Census Reports, 
which WOT based on a 10% sample of the total population. In the 1971 Census, 
detailed literacy census was conducted on 10% sample. 


Over a period of ttveaty years, while the number of literates increased 
from 59 million to 161 million, the percentage to total population 
improved from about 17 to 29. At the same time, the number of illi- 
terates also increased from 29S million to 386 million. In 1971, while 
the overall national average of literacy percentage was 29. it was only 
about 19 in the case of women. The number of illiterates, during 195!- 
71, increased by 88 million and of these 55 million were women. Tlie 
increase in total population, during this period, was 186 million. Thus 
in a waj', the unprecedented increase in population during the two 
decades, among others, has been responsible for the slow rate of growth 
of literacy. 
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The distribution of literate population in rural and urban areas, among 
males and females, according to the 1951 and 1971 Census, is shown 
in the Table below: 


TABLE XIV 

LUmtePopnbttoti— Urban OBcJ Rural — 1951 and 1971 

(Figures in tmlljons) 


Literate Poputaihn Literate as % of total Population 



Moles 

Fernoles 

An 

Persons 

Moles 

Females 


1 

2 

3 

4 

5 

6 

7 








Total 

42.610 

13.651 

59.261 

24.9 

7.9 

166 

Rural 

30.450 


37.741 

19.0 

4.9 

1J.8 

Urban 

15.160 

6360 

21.520 

45 0 

223 

34 6 








Total 

ni.9u 


160611 

39.51 

18 44 

29.34 

Rural 

75.889 


103 J20 

33.77 

12.92 

23 60 

Urban 

36.021 

?1.068 

570S9 

61.55 

41.91 

5148 


The percentage of literates in rural areas has nearly doubled during 
Che t^o decades. 

The analysis of the 1971 Census data reveals that higher the age^group, 
larger is the extent of Illiteracy. This is clear from the following 
Table: 


TABLE XV 

Literacy by Age-group — 1971 (Census) 

(Figures m millions) 


Age group 

Tola! 

Population 

Total So. of 
Literates 

Pererntage to total 
Population 

0—4 

78.3 

18.7 

239 

5—9 

82.1 



10—14 

67.6 

24.1 


15—19 


18.9 


30-24 


ZSO 


25—34 

766 

114 

16.2 

35 — 

149.3 

ZU 



0.9 

0.2 


All ages 

545.5 

1S8.1 




Note; Estimates from 1% sample. 


The percentage of UUterates is higher in the age-group above 
The population in the age-group 15-34, which roughly represents toe 
youth was about 167 million or 36 percent of the total population and 
amongst them only 57 million or about 34 per cent were literate. 
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For a study of the qualitative growth of education, it would be useful 
to analyse the composition of population by levels of education. This 
is shown in the Table XVI. (p. 149) 

The increase in literate population between 1951-1971 was 98.8 million 
and the number of literates who were matriculates and above increased 
by 17.5 million. Further, within the literate group while the propor- 
tion of literates below matriculation was less in 1951 when compared to 
1971, their number has increased by 73.1 million. A redeeming feature 
is that the percentage of persons without educational level of literate 
population has come down from 85 in 1951 to 37 in 1971. 

An adequate supply of skilled manpower is a condition precedent 
for the success of industrialization. The development of technical 
education has been one of the major achievements of the post-inde- 
pendence period. The creation of the All India Council for Technical 
Education in 1944 and the Report of the Scientific Manpower Committee 
in 1947 had a far-reaching influence on this development. A further 
impetus was given by the Engineering Personnel Committee (1956) and 
the Committee for Post-Graduate Engineering Education and Research. 
The development of technical education, as it relates to industry, was 
promoted through the Apprenticeship Act (1961), setting up of Industrial 
Training Institutes (I.T.Is) and Junior Technical Schools, at the skilled 
worker level, and the expansion of Pohtechm'cs at the teclmician level. 
This system has provided the necessary basis to devise further pro- 
gramme of techiucal education and vocational traim'ng. The progress 
of technical education in terms of number of institutions at the degree 
and diploma level courses and the intake and out-turn since 1950-51 is 
indicated in the Table below; 

TABLE XVII 

Progress of Technical Education in India 1950-51 to 1970-1971 


Degree Courses Diploma Courses 


Year 

No. of 
lustitu- 
tioiis 

Intake 

Out- 

turn 

No. of 
Institu- 
tions 

Intake 

Otii‘ 

n/nt 

Sanctioned Actual 

Sanctioned Actual 

1 

2 

3 

4 

5 

6 

7 

8 

9 

1950—51 

49 

4,119 

4,119 

2.1 9S 

86 

5,903 

5,903 

Z47S 

1955—56 

65 

5,S8S 

5,SSS 

4,035 

114 

10.484 

10,484 

4,499 

1960—61 

102 

13,824 

13,692 

5,703 

195 

25.801 

23.136 

7,969 

1965—66 

133 

24,695 

23,315 

10.282 

274 

48,034 

48,984 

17,699 

1970—71 

13S 

21,108 

— 

17.76S 

283 

42,823 

— 

22,276 


During the last twenty years, the expansion of Technical Education has 
been phenomenal. Due to a variety of reasons, the sanctioned intake 
in 1970-71 was, however, reduced both in degree and diploma courses. 
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The estimated stock of engineering personnel by branches of 
engineering since 1955 is given in the following Table: 


TABLE X\'UI 

Estimated Stock of Engineers by Branches of Engineering 1955 to 1970 

(Figures in luindreds) 



Stock 

of Engineering Personnel at the end of 



1955 

1960 

1965 

1968 

1970 

Degree 

Civil 

109 

195 

298 

393 

552 

Mechanical 

72 

125 

234 

346 

575 

Electrical 

62 

102 

183 

279 

489 

Telc-communication 

5 

9 

19 

29 

50 

Metal 

11 

19 

28 

40 

68 

Mining 

5 

9 

19 

25 

33 

Chemical 

27 

40 

56 

77 

129 

Others 

55 

81 

118 

147 

194 

Total 

346 

580 

955 

1,336 

2,090 

Diploma 

Ci\il 

211 

371 

594 

775 

944 

Mechanical 

85 

141 

322 

568 

878 

Electrical 

79 

125 

265 

431 

625 

Tcle-communication 

3 

6 

11 

16 

24 

Metal 

3 

4 

4 

6 

12 

Mining 

6 

10 

21 

26 

28 

Chemical 

4 

4 

4 

4 

9 

Others 

55 

90 

117 

158 

241 

Total 

446 

751 

1,338 

1,984 

2,761 

Total 

CivU 

320 

566 

892 

1,168 

1,496 

Mechanical 

157 

266 

556 

914 

1,453 

Electrical 

141 

227 

448 

710 

1,114 

Tele-communication 

8 

44 

30 

45 

74 

Metal 

14 

15 

32 

46 

SO 

Mining 

11 

19 

40 

51 

61 

Chemical 

31 

23 

60 

81 

138 

Others 

no 

171 

235 

305 

435 

Total 

792 

1.331 

2.293 

■ 3,320 

4,851 


This Table indicates that the stock of engineers increased from 79,200 
at the end of 1955 to 485. 1(X) at the end of 1970. It is expected to be 
584,300 at the end of 1978. 
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Another area in which there has been very good progress is that of the 
training of craftsmen wliich prepares skilled workers for the middle 
level of jobs. The Table below indicates the number of Industrial 
Training Institutes (I.T.I.) set up in the country since 1955-56, the 
number of seats provided in these institutions and the out-turn. 


TABLE XIX 

Process of Craftsmeo Trainins 




1955-56 

1960-61 

1965-66 

1968-69 

1. 

Craftsmen Trainins 
(i) No. of I.TI.’s 

59 

163 

357 

356 


(11) No. of seats inlroduced 
(a) Engs. Trades 

8,622 

39,797 

108.196 

139,644 


(b) Non-Engg Trades 

1,912 

2,885 

5,426 

7,144 


Total 

10,534 

42,685 

113,622 

146,788 


(ill) Out-turn (cumulaii'e) 

(a) Ensg. Trades 

27.175 

75.031 

246,000 

399,893 


(b) Non-Engg. Trades 

10,917 

20,161 

32,480 

41827 

2. 

Part-time Cbsscs Scheme 

C) No. of Centres 


IS 

34 

35 


Ci) Total seats introduced 

- 

J,S37 

4,280 


3. 

Craftsmen Instructors 
(i) No. of ^ntres 
(d) Seating Capacity 

1 

HO 

3 

686 

7 

2,380 

7 

2,428 


(lii) Out-tuin 

1.126 

3,071 

9,556 

13,664 


(b) Non-Engg Trades 

349 

993 

1,66/ 



Total 

1.475 

4,046 

11.223 

15.709 


The number of institutions inoeased from 59 in 1935-56 to 356 m 
1969 and the total number of seats, both in engineerms ““ 
engineering trades, during this period, increased from lp«53 to , • 

In addition to the Industrial Training Institutes, facilities ,0 

to workers in part-time classes. There were 35 such cen res m 
and the total number of seats provided in these part-time ® 

4,837. In view of the large scale e.spaiision of the scheme of craftsm 
training, there was some development in the training 0 
instructors. The number of their training centres was 7 a e 
1969 and the out-turn from these centres in the same year was . • 

One good measure indicating the growth of human 

mentwhichisuniversallyrccognizedisthenumberoftcac erso p . 
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middle and secondary schools and universities and colleges. The growth 
in number of teachers during 1950-51 and 1970-71 is given in the 
Tabic below: 


TABLE XX 

Growth in the Number of Teachers 


Year 

Primary 

Schools 

Middle 

Schools 

HighIHigher 

Secondary 

Schools 

Universities 

and 

Colleges 

1950—51 

537,918 

85,496 

126,504 

21.065 

1955—56 

691,249 

148,394 

189,794 

37,865 

1960—61 

741,515 

345,228 

296,305 

62,229 

1965—66 

944,377 

527,754 

479,060 

128,364 

1970—71* 

1111.819 

626.495 

587,433 

N.A. 


♦Provisional 


This indicates that there has been tremendous addition to the stock of 
teachers during the 20 years and this trend is continuing. 

The out-put of persons, passing B.A., B.Sc., M.A., M.Sc., Ph.D. 
and professional courses has also been increasing. This is shown 
in Table XXL (p. 153) 

The categorj'-wise stock of scientists, at the end of years 1955, I960, 
1965 and 1970, is indicated in the Tabic below: 

TABLE XXII 
Growih .Among Scientists 




At the end of the year 



1955 

1960 

1965 

1970 

1 . Graduates In 

General Science 

102,900 

165,600 

261,500 

420,000 

Agricultural Science 

10,100 

15,700 

30,600 

47,200* 

Veterinary Science 

1,400 

4,500 

8,800 

13,000 

2. Post-Graduates in 

Mathematics 

6,500 

10.700 

17,800 

28,200 

Statistics 

600 

1,500 

3,400 

5,200 

Phv’sics 

4,800 

7,500 

12,800 

20,800 

Chcmistr\- 

7,000 

10.000 

18,000 

29,100 

Gco-Scienccs 

1,000 

2,000 

4,200 

6,600 

Zoologj- 

2.100 

3,500 

6,500 

11,100 

Botanv 

2,100 

3,700 

6,600 

11,400 

Agriculture 

2.000 

3,700 

7,700 

13.500* 

Other Sciences 

200 

400 

600 

1,300 

Total 

140,70) 

227,800 

378,500 

607.400 


*Thc Department of Agriculture have estimated the stock of graduates to be 
and post-graduates to be 10.000 in 19fiS in their report “Technical Manpower for 
Indian .Agriailture". 1969. 


The total .stock of scientisth has increttsed from 1.40,700 in 1955 t<t 
6,07,000 in 1970. 
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tioii of development— we have at the «me time to improve health, 
sanitation and education and create social conditions for vigorous 
cultural advances. Planning must mean co-ordinated development 
in all these fields. Fuller utilization of the idle manpower in the country 
must be a major objective, and every effort must be made to create 
opportunities for work in the rural areas through improvements in 
agriculture, development of cottage and small-scale industries and 
extensive programmes of public works, especially in the slack season, 
and by providing necessary equipment and other materials needed for 
improving labour productivity limits and the rate at which idle manpower 
can be absorbed. Rigidity of the occupational pattern is incompatible 
with rapid economic development. The First Plan, therefore, suggested 
that steps must be taken to ensure the fullest possible utilization, in 
furtherance of development programmes, of labour power now running 
to waste, and the long-run objective must be to encourage rather than 
to discourage the mobility of labour, geo^aphical and occupational. 

The First Plan also observed that the problem of unemployment 
among the educated middle classes in the urban areas is an instance of a 
failure of co-ordination between the system of education'and the needs 
of the economic system. 

The first two Five Year Plans emphasized the importance of develop- 
ing human resources through various schemes. The ‘Directive Principles’ 
of the Constitution were given a more precise direction in December 
1954, when Parliament adopted the “Socialist Pattern of Society", as 
the objectives of social and economic policy. It was made clear that 
the approach of planned development should be realized under the 
frame work of democratic socialism. Thus the Second Five Year Plan 
stated: 

“The task before an under developed country is not merely to get 
better results within the existing framework of economic and social 
institutions, but to mould and refashion these so that they contribute 
effectively to the realisation of wder and deeper social values. 

These values or basic objectives have been summed up in the phrase. 
“Socialist Pattern of Society". 

Thus the socialist pattern of society enviMges maximization of produc- 
tion and redactioTt of economic and sodai disparities, and these two 
may be regarded as the corner-stone of the envisioned new pattern of 
society. . 

• In a nutshell, it could be stated that the salient features of the socialist 
pattern of society in terms of a programme of action are as under. 

(i) provision of basic minimum standard of life; 

(ii) reduction of economic dispanties; 

(lii) prevention of concentration of economic power, 

(iv) production of social gain and not for mere earning profit; and 
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(v) provision of opportunities for the full growth of an individual’s 
personalitj^ 

The main emphasis, one could conclude, is on the development of 
human resources through the attainment of different types of objectives. 

In the Tliird Five Year Plan, while discussing the objectives of planned 
development, it has been mentioned that the basic objective of India’s 
development must necessarily be to provide the masses of the Indian 
people the opportunity to lead a good life. That indeed is the objec- 
tive of all countries for their peoples, even though the good life may be 
defined in many ways. The Third Plan also mentioned that in a 
democracy: the pace of change depends to a large extent on increase in 
public understanding and in public response and on the growth of scienti- 
fic outlook on the part of large numbers of people. Besides the economic 
and social objectives, the educational aspects of planning are, therefore, 
of great emphasis. These are emphasized through the wdde sharing of 
responsibility for drawing up and carrying out plans and thrbugh the 
participation in the process of planning by organizations representing all 
sections of opinion as well as universities and educational institutions 
and voluntary social service agencies. 

Referring to equal opportunity, the Third Five Year Plan document 
states that the first condition for securing equality of opportum'ty and 
achieving a national minimum is assurance of gainful employment for 
everyone who seeks w'ork. The economy is able to achieve a rate of 
growth sufficient to provide W'ork at an adequate level of remuneration 
to the entire labour force only when the industrial base has been greatly 
strengthened and education and other social services developed. The 
Third Plan also concedes that the development of education and other 
social services in advanced countries, has played a large part in ensuring 
greater equality of opportunity to different sections of the population and 
greater social mobility. Similarly, social services have also helped to 
bring about a measure of redistribution of income and provide the basic 
necessities and it is expected that in India too, the expansion of social 
services will exert a similar influence, specially through the extension 
of free and universal education at the primary level, provision of larger 
opportunities for vocational and higher education, grant of scholarships 
and other forms of aid and improvement in the conditions of health, 
sanitation, water supply and housing. Further, programmes for the 
welfare of Scheduled Tribes and Castes and other backw’ard classes, for 
the provision of minimum amenities in the rural areas, for local develop- 
ment at the village level and for the housing of industrial workers and 
slum clearance and improvement, need to be viewed not merely as 
extensions of social services but as vital ingredients in the scheme of 
economic development. More equal opportunities to different sections 
of the community can be provided by combining social services like the 
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provision of scholarships and other facflities in the field of training and 
education with programmes of intensive economic development. Under 
the subject of economic and sodal integration, the Third Plan document 
has mentioned that planning is a continuous process and cannot be 
isolated for short periods. “Ultimately, it is the development of human 
being and the human personality tliat counts. Although planning 
involves material investment, even more important is the investment 
In man.” 

The Fourth Five Year Plan, 1969-74, states the philosophy of planned 
development of economy in a much clearer tone with emphasis on human 
resource development in the following terms; 

“The objective of national planning in India is not only to raise the 
per capita income but also to ensure that the benefits are evenly distri- 
buted, that disparities in income and living are not widened but in fact 
narrowed, and that the process of economic development does not lead 
to social tensions endangering the fabric of the democratic society. In 
part these can be achieved by seeing that, in the implementation of the 
programmes, the weakest are looked after first and the benefits of 
development are made to flow by planned investment in the under- 
developed regions and among the more backward sections of the 
communitj’. In part this will be the result of purposeful policy decisions 
effectively pursued. Fiscal and other policies should prevent concentra- 
tion of wealth, check ostentatious consumption and promote savings. 
The programmes and policies of public financial and other institutions 
should ensure wider dispersal of Itenefits. Reforms in the educational 
system should help the growth of initiative and enterprise, make for 
horizontal and vertical mobility, open up wider opportunities for 
employment and enable the lowering of caste, class and regional 
barriers so that a purposeful change towards an egalitarian society 
can be brought about. In the last analysis, planned economic 
development should result in a more even distribution of benefits, a 
fuller life for an increasingly larger number of people, and the building 
up of a strong integrated democratic nation." 

VI. Education and Training 

Prior to independence, education did not receive the attention it 
deserved. The position did not change very much till the launching of 
the First Five Year Plan in April 1951. On the eve of the First Plan, 
the development of human resources was not even thought of. 

Illustrative of the fact is that in 1946-47 out of the total population of 
about 43 million in the age-group 6-11, only 14.11 million i.c. 35% of the 
children in this age-group attended classes I-V. In classes VI-VIII, 
the enrolment was about 2 million forming only 9 per cent of the total 
number of 22 million children in the age-group 11-14. The number of 
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secondary schools was 5.297 and the enrolment in these schools was 
0.87 million or 3,8 % of the boys and girls in the age-group 14-1 7. There 
were 19 universities, 297 arts and science colleges with an enrolment of 
0.21 million students and 140 professional technical colleges with an en- 
rolment of 0.04 million students. Even after a centurj' of State aided 
effort, only 17% of the people in the country had been made literate. 
The total expenditure on education in 1947 was 576.6 million or Rs 1.94 
per head of population of which the Government’s contribution was 
only Rs 0.69. The picture in the rural areas was worst. 

Apart from the inadequacy of facilities, the system of education 
obtaining before independence had no national direction. First it was, 
by and large, mechanical emphasising memory work rather than inde- 
pendent thinking or problem solving. The schools were ill-equipped 
and teachers were poorly paid. The curricula had no relation either to 
individual or social needs. Wastage and stagnation was rampant. 
In the arts and science colleges, the methods of teaching were hardly 
conducive to the development of a critical and cultivated mind which 
is the hallmark of an educated individual. The facilities for research 
at the post-graduate level were meagre. Some reform had partly begun 
at the elementary stage without affecting the other stages with the result 
that this stage got isolated from the rest of the educational system with 
obvious hardship to the students and the teachers. 

The development of human resources was recognized as one of the 
basic objectives of the Constitution and also of the economic and social 
plans initiated in the country since 1951. It was realized that education 
was the main instrument of change and that the development of human 
resources through education was more crucial and important than the 
development of physical resources which could be achieved through 
modernization of agriculture and rapid industrialization requiring adop- 
tion of a science-based technology, heavy capital formation and invest- 
ment and provision of the essential infra-structure of transport, credit 
marketing and other institutions. The reason why human resources dev'e- 
lopment is more important is because of the realization of the country’s 
aspirations which involves changes in the knowledge, skills, interests 
and values of the people as a whole. This is basic to ever}' prog- 
ramme of social and economic betterment. For instance, it has been 
assumed that there can be no hope of making the country self-sufilcicnt 
in food unless the farmer himself is moved out of the age-long conser- 
vatism through a science-based education, becomes interested in experi- 
mentation, and is ready to adopt techniques that increase yields. The 
same is true of industry. The skilled manpower needed for the relevant 
research and its systematic application to agriculture, industry and other 
sectors of life can only come from a development of scientific and techno- 
logical education. Similarly, economic growth is not merely a matter of 
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physical resources or of training slulled workers; it means the education 
of the whole population in new ways of life, thought and work. For a 
traditional society which has accepted the goal of modernization, high 
priority has to be given to human change on a grand scale. 

The assessment carried out by the Planni ng Commission on the eve 
of the First Plan, indicated that considering the size of the population, 
the overall provision of educational facilities was very inadequate. 
Similarly, the literacy percentage of the population was 17.2 which was 
only a very rough measure of the huge task ahead in the field of adult 
education. Facilities for technical education required to be expanded 
considerably to meet the needs of the country adequately. The overall 
structure of the educational system was defective in many ways, one of 
which was that it was top heavy. Althou^ the provision at the secon- 
dary stage was proportionate to that of the primary stage but at the 
university stage it was larger than the basic structure could profitably 
support. It was also revealed by the distribution of educational expendi- 
ture among the various stages. There were grave disparities between 
different States in the matter of provision of educational facilities. The 
expenditure on education compared to total revenues and population 
also varied in diSerent States. Educational facilities were not properly 
distributed between urban and rural areas. Whereas about 85 per cent 
of the population lived in rural areas, the percentage of the total number 
of pupils in recognized primary, middle and high schools, who were 
studying in rural areas in 1949-50. was 60, 67 and 26 respectively. At 
the uidversiiy stage, facilities were practically non-existent in rural 
areas. There was lack of balance between provision of facilities for 
different sections of society. Whereas women constituted nearly half 
the population, the ^rl pupils in the primary, middle and high school 
stages were 28, 18 and 13 per cent respectively of the total number of 
pupils studying in different stages. Though the various stages of the 
educational system were not clearly and rationally marked out, the 
duration and standards of the primary and secondary stages varied 
considerably in different States. Another disturbing feature of the 
situation was the large wastage in various forms at different stages of 
education. Of the total number of students entering schools in 1945- 
46, only 40 per cent reached Class IV and the expenditure on the remain- 
ing 60 per cent was largely wasted. The experiment of compulsion 
which was then regarded as the only remedy for improving the position 
had not made much progress. The absence of adequate facilities for 
technical and vocational education resulted in a much larger number of 
students going in for general education than was justified by the require- 
ments of the country or the tastes and aptitudes of the people. The 
position in regard to percentage of untraiaed teachers was highly un- 
satisfactory; the percentage of untrained teachers in primary schools 
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was 41.4 and in secondary schools 46.4. There was dearth of women 
teachers. The scales of pay and conditions of service of teachers were 
generally very unsatisfactory and constituted a major cause of the low 
standards of teacliing. 

Summing up the position, the Planning Commission in their Report 
on the First Five Year Plan indicated the following lines of direction: 

(1) Reorientation of the educational system and integration of its 
different stages and branches; 

(2) expansion in various fields especially in those of basic and social 
education, remodelling of secondary education and teclmical 
and vocational education; 

(3) consolidation of existing secondary and um'versity education and 
devising a system of higher education suited to the needs of the 
rural areas; 

(4) expansion of facilities for women’s education especially in rural 
areas; 

(5) training of teachers especially women teachers and teachers of 
basic schools and improvement in their pay scales and conditions 
of service: and 

(6) helping backward States by giving preferential treatment to them 
in the matter of grants. 

Since 1951-52 till now', there has been a systematic effort to reorganize 
the system of education and enrich its content so as to meet the needs of 
trained manpower, particularly in the context of the developing economy. 
The University Education Commission (1948), Secondary Education 
Commission (1952-53) and the Education Commission (1964-66) provided 
the guideUnes for future development in different sectors of education. 
The Central Advisory Board of Education, the All India Council for 
Technical Education and other consultative bodies, which were set-up 
from time to time, helped in the formulation of policies in the recons- 
truction of the educational system in the countrj'. Mention may also be 
made of the setting up, during this period, of the University Grants 
Commission with the object of raising standards of teaching and research 
in the um'versities, of the establishment of the Institutes of Technology 
for teaching and research facilities of a high standard, of the establish- 
ment of the National Council of Educational Research and Training to 
undertake programmes of training and research in teacher education 
including in-ser\’icc education, examination reforms, improvement of 
curricula, text books, educational and vocational guidance etc., and the 
setting up of a National Staff College for educational administrators 
and planners to organize short-term orientation and training program- 
mes for educational administrators to carry out researches and studies 
in the field of educational administration and planning. 

Ever since the initiation of the First Plan, there has been an increas- 
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ing emphasis on allocation of resoorces for educational development. 
The national income, the expenditure on education and the per capita 
expenditure and its growth during the Brst 20 years of planning is 
reflected in the following Table: 

TABLE Vn 


Nattooal Idcoqic and ExpeDditiue oo Educatioo 



I'ear 

f/aliona! 

Income 

{Current 

Priea) 

(ifl crores) 

Tbtat 

Expenditure 
on Education 
{All sources) 

(ia crores) 

Per 

Capita 

Income 

OuBs.) 

Per 
Capita 
Expenditure 
on Education 

(m Rs.) 

Total Expen- 
diture on Edit, 
as "Aftse of 
national 
Income 

1 

2 

3 

4 

5 

6 

7 

1. 

1950-51 

9.330 

114 

266.5 

3.2 

1.2 

2. 

1955—56 

9,980 

190 

25S.O 

4.8 

19 

J. 

1960-61 

14,140 

344 

306.3 

7.S 

2.4 

A. 

1965—66 

19,990 

600 

426 I 

12.1 

3.0 

6. 

1970—71 

31,369 

1,000 

577.0 

18.2 

3.1 


The progress in terms of establishment of institutions and enrolment 
has been phenomenal as will be evident from the figures given in the 
Table below.- 


TABLE Vm 


Progress of Educaltoo io bdia 


S. 

No. Year 

Total Number 
of Instiiuthns 

Total 
Enrolment 
(in tbousicds) 

Total Number of 
Teachers 
(in thousands) 

1 2 

3 

4 

5 

1. 1946-47 

157,192 

13,573 

704 


2S6.S60 

25,342 

818 

3. 1955— 36 

366,641 

33,923 

1,116 

4. 1960—61 

472,655 

47,964 

1,508 

5. 1965—66 

727,262 

70,555 



The increase in the establishment of institutions, in the enrolment of 
students and appointment of teachers in the institutions during the last 
twenty years has been unprecedented and is unparalleled in the history 
of either developed or deseloping countries of the world. 

Since one of the major programmes, accepted in the national recon- 
struction and development plans, has been the development of our 
human resources this implies that there can be no limit to the educa- 
tion to be provided. During the past two and a half decades, priority 
has been given, -witlun the constraint of resources, to programmes aimed 
at raising the educational level of the average citizen. Such programmes 
are essential on grounds of social justice, for making democracy viable 







144 


THE GAZETTEER OF INDIA 


and for improving the productivity of the average worker in agriculture 
and industry. One of the important objectives of human resource 
development is to equalize educational opportunities, enabling the back- 
ward or under-privileged classes and individuals to use education as a 
lever for the improvement of their condition. This is presumed to be 
one of the conditions for building up of an egalitarian and human society 
in which the exploitation of the weak will be minimized. The progress 
of enrolment at various stages of education, during the last 20 years and 
what is expected to be achieved by the end of the Fourth Plan is given 
in the following Table: 


TABLE IX 
Growth In Enrolments 


Year 

1 

Classes I-V 

Classes Vl-VIll 

Classes IX-XI 

University Stage 

Enrol- 

ment 

(w 

lakhs) 

2 

%age 
to total 
Popula- 
tion in 
the age- 
group 

3 

Enrol- 

ment 

{in 

lakhs) 

4 

%age 
to total 
popula- 
tion in 
the age- 
group 

5 

Enrol- 

ment 

(;■/; 

lakhs) 

6 

%age 
of total 
popula- 
tion in 
the age- 
group 

7 

Enrol- 

ment 

{in 

lakhs) 

8 

Vo age 
to total 
popula- 
tion 

9 

1950—51 

192.0 

42.6 

31.0 

12.7 

12.0 

5.3 

3.26 

0.8 

1955—56 

252.0 

52.8 

43.0 

16.5 

19.0 

7.4 

5.75 

1.3 

1960-61 

350.0 

62.4 

67.0 

22.5 

29.0 

10.6 

8.08 

1.7 

1965—66 

505.0 

76.7 

103.0 

30.8 

50.0 

16.2 

13.31 

2.4 

*1970—71 

592.5 

80.3 

133.9 

34.1 

71.6 

20.4 

21.49 

3.7 


♦Figures are pro\isional 


In terms of sheer numbers, the progress has been verj' remarkable. 

For practical and administrative reasons, the programme of educa- 
tion for the age-group 6-14, visualized in the Constitution has been 
divided into two stages 6-1 1 and 11-14. If the entire age-group 6-14 is 
considered together, the position would be as shown in the following 
Table: 


TABLE X 


Provision of Schooling Facilities in the Age-group 6-14 


Year 

Enrolment 

in Classes I-VIU 
{lakhs) 

Percentage of Population in 
the age-group 6-14 

Boys 

Girls 

Total 

Boys 

Girls 

Total 

1 

2 

3 

4 

5 

6 

7 

1950—51 

163.6 

59.1 

222.7 

45.9 

17.5 

32.1 

1955—56 

209.5 

85.1 

294.6 

54.6 

23.5 

40.0 

1960-61 

2S2.0 

124.3 

406.3 

65.4 

30.6 

48.5 

1965—66 

371.2 

222.7 

593.9 

73.0 

46.1 

59.5 

1970—71* 

463.4 

263.1 

726.5 

— 

— 

64.3 


♦Figures arc prosisiona! 
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During the >ears 1951-71, the number of children (age-group 6-14) at 
school has gone up from 22.3 million !o 72.6 miJIjon. the proportion of 
the total population in the age-group rising from 32 to 64 per cent. 

Development of the economy and the large increase in the number of 
sccondarj' schools and in the number of students of the age-group 14-17 
enrolled in them altered the character of the demands which secondar>' 
education is called upon to meet. New social groups are seeking educa- 
tion and are coming within its influence. Expansion brought into 
secondary schools a large range of abilities and attitudes. Tlie develop- 
ments which have taken place in the field of expansion of enrolment 
during 1951-71 given in the Table below: 


TABLE XI 

ProTidon of Scbooling Facilities In tbe Age-group 14-17 


Year 

E/voJmeHt tn Clastes IX-X-XI 
{Figures in takks) 

Percentage of enrolment to 
the age-group 14-17 

Bofs 

Girls 

Total 

Bo>s 

Girls 

Total 

1 

2 

3 

4 

5 

6 

7 

19SO-31 

lOJ 

2.0 

12.2 

8.7 

1.8 

5.3 

1935—36 

15.8 

30 

18.8 

12.8 

2.6 

7.8 

1960-61 

23.9 

5.2 

29.1 

18.4 

42 

11.5 

1965-66 

35,7 

9.9 

45.6 

23.7 

69 

156 

*1970-71 

- 

- 

71.7 

- 

- 

20.4 


*Figures are provlsiooal 

While the er rolment has increased from 12.2 lakhs in 1950-51 to 
about 72 lakhs in 1970-71, the percentage of children in the age-group 
14-17 attending schools has grown from to 20.4 during the same 
period. 

The number of vocational and technical institutions at the secondary 
level of education has been increasing and also the enrolment in such 
'nstitutions. This is shown in the Table below: 


TABLE XII 

Groitih of Vocational Secondary EdocatJon 


Year 

Nutnberof Imlituiioits 

Eravlntent 


1949—30 

2,028 

162432 


1950—51 

2,339 



1960-61 

4,145 





The bulk of students in vocational courses are in Teacher Training 
Schools. Their number in 1960-61 was 123.612. The rest is distributed 
in commerce, agriculture, enpneering, forestry, medicine, industrial arts 
and crafts and veterinary science courses. 

Literacy is an important indicator of stock of human capital. The 
distribution of the total population in India between literates and 
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illiterates and among males and females, according to the 1951 and 
1971 Census, is shoum in the Table below: 

TABLE XIII 

Literacv'* in India — 1951 and 1971 



1951 (OOO’x)** 

1971 (000 's) 


Males 

Females 

All 

Persons 

Males 

Females 

All 

Persons 

■ 1 

2 

3 

4 

5 

6 

7 

Literate 

45,610 

13,651 

59,261 

111,778 

48,731 

160,509 


(24.9) 

(7.9) 

(16.6) 

(39.5) 

(18.5) 

(29.4) 

Illiterate 

137,723 

159,895 

297,618 

171,278 

215,169 

386,447 


(75.1) 

(92.1) 

(83.4) 

(60.5) 

(81.5) 

(70.6) 

Total 

185,528 

175,566 

361,089 

283,056 

263,900 

546,956 


1. Excludes Jammu and Kashmir, Goa, Daman and Diu, Pondicherrj’, (Karaikal, 
Mahe and Yaman), NEFA, Major portion of Nagaland and Dadra and 
Nagar Haveli. 

2. Figures within parenthesis indicate percentages. 

*The test for litcracj’, according to Census deOnition, was satisfied “if a person could, 
with understanding, both read and write. The test for reading was ability to read 
any simple letter either in print or in manuscript. If the person could read one of the 
c.\amplcs in the enumerators’ handbook v.ith facility, he was taken to have passed the 
test for reading. The test for writing was ability . to write a simple letter. To qualify 
for literac}’, a person was not required to pass any standard examination. 
On the other hand, literacy was recognised as something a man still possessed 
and actively put to use and it was in this general practical sense that it was uniformly 
applied. The results are thus comparable from area to area. If a person could both 
read and write and had also passed a written examination or c.xaminations as proof 
of an educational standard attained, the highest examination passed was to be re- 
corded.” Census of India, 1961, Vol. I, page XIV. 

**Thc total population figures are in absolute number, whereas the figures for literate 
and illiterate are estimates on the basis the figures obtained in the Census Reports, 
which were based on a 10% sample of the total population. In the 1971 Census, 
detailed literacy census was conducted on 10% sample. 


Over a period of twenty years, while the number of literates increased 
from 59 million to 161 million, the percentage to total population 
improved from about 17 to 29. At the same time, the number of illi- 
terates also increased from 29S million to 386 million. In 1971, while 
the overall national average of literacy percentage was 29, it was only 
about 19 in the case of women. The number of illiterates, during 1951- 
71, increased by 88 million and of these 55 million were women. Tlic 
increase in total population, during this period, was 186 million. Thus 
in a way, the unprecedented increase in population during the two 
decades, among others, has been responsible for the slow rate of growth 
of literacy. 
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The distribution of literate population in rural and urban areas, among 
m^es and females, according to the 1951 and 1971 Census, is shown 
in the Table below: 


TABLE XlV 

LitcraicPopulatlcn — Urban aod Rural — 1951 and 15>7l 

(Figures in nnllions) 


Literate Popuhtmi Literate as % of total Population 



Males 

Females 

All 

Persons 

Maks 

Females 

Alt 

Persons 

1 

2 

3 

4 

5 

6 

7 




1951* 



Total 

45.610 

13.651 

59.261 

24.9 

7.9 

16.6 

Rural 

30.450 

7.291 

37.741 

19.0 

49 

118 

Urban 

15.160 

6.360 

21.520 

45 0 

22 3 

34 6 




1971 



Total 

111.911 

48.700 

160.611 

39.51 

18.44 

29.34 

Rural 


27.631 

103.520 

33.77 

12 92 


Urban 

36.021 

21.068 

57.089 

61.55 

41.91 





V-» • 


fnr 1 

ihf! rural 


The percentage of literates in rural areas has nearly doubled during 
the two decades. 

The analysis of the 1971 Census data reveals that higher the age-group, 
larger is the extent of illiteracy. This is clear from the following 
Table: 


table XV 

LKeracy by Age-group — 1971 (Ceosus) 

(Figures in miliioos) 


Total 

Population 


0—1 
5—9 
10—14 
15—19 
20—24 
25—34 
35 — 


78.3 
« 2.1 
67.6 
47.5 
43.1 
766 
1493 
0.9 
545 5 


Note: Estimates from 1% sample. 


Total No. of Pereentoge to total 

Literates Popuktion 


18,7 
33 6 
24,1 
18.9 
26.0 
1Z4 


35.7 

39.8 
60.3 
16.2 


0,2 22.2 

158.1 29 0 


The psreentage of Ulitstates is higher hi the age-poop above 15-19. 
The population in the age-ponp IM-t, which roughly represents the 
youth WM about 167 million or 36 percent of the total population and 
amongst them only 57 million or about 34 per cent were literate. 
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For a study of the qualitative growth of education, it would be useful 
to analyse the composition of population by levels of education. This 
is shown in the Table X\T. (p. 149) 

The increase in literate population between 1951-1971 was 98.8 million 
and the number of literates who were matriculates and above increased 
by 17.5 million. Further, within the literate group while the propor- 
tion of literates below matriculation was less in 1951 when compared to 
1971, their number has increased by 73.1 million. A redeeming feature 
is that the percentage of persons without educational level of literate 
population has come down from 85 in 1951 to 37 in 1971. 

An adequate supply of skilled manpower is a condition precedent 
for the success of industrialization. The development of technical 
education has been one of the major achievements of the post-inde- 
pendence period. The creation of the All India Council for Technical 
Education in 1944 and the Report of the Scientific Manpower Committee 
in 1947 had a far-reaching influence on this development, A further 
impetus was given by the Engineering Personnel Committee (1956) and 
the Committee for Post-Graduate Engineering Education and Research. 
The development of techm'cal education, as it relates to industrv’, was 
promoted through the Apprenticeship Act (1961), setting up of Industrial 
Training Institutes (I.T.Is) and Junior Techm'cal Schools, at the skilled 
worker level, and the expansion of Pol>1echnics at the technician level. 
This system has provided the necessary basis to devise further pro- 
gramme of technical education and vocational training. The progress 
of technical education in terms of number of institutions at the degree 
and diploma level courses and the intake and out-turn since 1950-51 is 
indicated in the Table below: 


TABLE X\7I 

Progress of Technical Edacalion in India 1950-51 to 1970-1971 


Year 


Degree Courses 



Diploma Courses 


No. of 
Institu- 
iioiu 

Intake 

Our- 

rum 

No. of 
Institu- 
tions 

Intake 

Out- 

turn 

Sanctioned Actual 

Sanctioned Actual 

1 

2 

3 

4 

5 

6 

1 

8 

9 

1950—51 

49 

4,119 

4,119 

2,198 

86 

5.903 

5,903 

2,478 

1955—56 

65 

5,88S 

5,888 

4,035 

114 

10,484 

10.484 

4,499 

1960—61 

102 

13,824 

13,692 

5,703 

195 

25,801 

23,736 

7,969 

1965—66 

133 

24,695 

23,315 

10,282 

274 

48,084 

48,984 

17,699 

1970—71 

13S 

21,108 

— 

17.768 

283 

42,823 

— 

22.276 


During the last twenty years, the expansion of Technical Education has 
been phenomenal. Due to a variety of reasons, the sanctioned intake 
in 1970-71 tvas, however, reduced both in degree and diploma courses. 





DEVELOPMENT OF JIUMAN RESOURCES 


149 



150 


THE GAZniTEER OF l.N'DiA 


The estimated stock of engineering personnel by branches of 
engineering since 1955 is given in the following Table: 


TABLE XVIII 

Estimated Stock of Engineers by Branches of Engineering 1955 to 1970 

(Figures in hundreds) 



Slock of Engimering 

' Personnel at the end of 



1955 

1960 

1965 

1968 

1970 

Degree 

Civil 

109 

195 

298 

393 

552 

Mechaiucal 

72 

125 

234 

346 

575 

Electrical 

62 

102 

183 

279 

489 

Tele-communication 

5 

9 

19 

29 

50 

Metal 

11 

19 

28 

40 

68 

Mining 

5 

9 

19 

25 

33 

Chemical 

27 

40 

56 

77 

129 

Others 

55 

81 

118 

147 

194 

Total 

346 

580 

955 

1,336 

2,090 

Diploma 

Ci\il 

211 

371 

594 

775 

944 

Mechanical 

85 

141 

322 

568 

878 

Electrical 

79 

125 

265 

431 

625 

Telc-commum'cation 

3 

6 

11 

16 

24 

Metal 

3 

4 

4 

6 

12 

Mining 

6 

10 

21 

26 

28 

Chemical 

4 

4 

4 

4 

9 

Others 

55 

90 

117 

158 

241 

Total 

446 

751 

1,338 

1,984 

2,761 

Total 

Civil 

320 

566 

892 

1,168 

1.496 

Mechanical 

157 

266 

556 

914 

1,453 

Electrical 

141 

227 

448 

710 

1,114 

Tele-communication 

8 

44 

30 

45 

74 

Metal 

14 

15 

32 

46 

SO 

Mining 

11 

19 

40 

51 

61 

Chemical 

31 

23 

60 

81 

138 

Others 

110 

171 

235 

305 

435 

Total 

792 

1,331 

2,293 




This Table indicates that the stock of engineers increased from 79,200 
at the end of 1955 to 485.100 at the end of 1970, It is expected to be 
584,300 at the end of 1978. 
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Another area in which there has been very good progress is that of the 
training of craftsmen which prepares skilled workers for the middle 
level of jobs. The Table below indicates the number of Industrial 
Training Institutes (I.T.I.) set up in the country since 1955-56, the 
number of seats provided in these institutions and the out-turn. 


TABLE XIX 

Progress of Crafismen Training 




1935-56 

1960-61 

1965-66 

1968-69 

1 . 

Craftsmen Trainins 
(i) No.ofl.T.l.’s 

59 

163 

357 

356 


(ii) No. of scats introduced 

(a) Engg. Trades 

(b) Non-Enss. Trades 

8.622 

1.912 

39,797 

2,885 

108,196 

5,426 

139,644 

7,144 


Total 

10,534 

42.685 

113,622 

146,788 


(ill) Out-tum (cumulative) 

(a) Engs- Trades 

(b) Non-Engg. Trades 

27,175 

10.917 

75.031 

20,161 

246,000 

32.480 

399.893 

42,827 

2. 

Pari-tloie Classes Scheme 


IS 

1.537 

34 

4,280 

35 

4,837 


(D No. of Centres 

Gi) Total seats introduced 

- 

3. 

Craftsmen InstnicSors 






(i) No. of Centres 

(ii) Seating Capacity 

140 

686 

2,380 

2.428 


(iu) Out-tum 

(a) Engg. Trades 

(b) Non-Engg. Trades 

Total 

1,126 

349 

1.475 

3,071 

993 

4,046 

9.556 

1,667 

11,223 

13.664 

2,045 

15,709 


The number of institutions increased trom lu 
1969 and the total number of seats, both in 

engineering trades, during this period, increased ro , provided 

In addltL to tke Industtia. 

to workers in part-time classes. There wot rmirsM were 

and the total number of scats provided lu ^ ^ f „ansmen 
4,837. In view of the large scale evpai^on 'f'’*' 
training, there was some devcIopniMt ^ f end of 

instructors. The number of their training 

1969 and the out-tum from these J„source dwelop- 

One good measure indicating the 8^ * ^ teachers of primary, 

ment which is universally recognized is the 
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middle and secondary schools and universities and colleges. The growth 
in number of teachers during 1950-51 and 1970-71 is given in the 
Table below: 


TABLE XX 

Growth in the Number of Teachers 


Tear 

Primary 

Schools 

Middle 

Schools 

High/Higher 

Secondary 

Schools 

Unirersilies 

and 

Colleges 

1950—51 

537,918 

85,496 

126,504 

21,065 

1955-56 

691,249 

148,394 

189,794 

37,865 

1960-61 

741,515 

345,228 

296,305 

62,229 

1965—66 

944,377 

527,754 

479,060 

128,364 

1970—71* 

1111,819 

626.495 

587,433 

•N.A. 


♦Provisional 


This indicates that there has been tremendous addition to the stock of 
teachers during the 20 years and this trend is continuing. 

The out-put of persons, passing B.A., B.Sc., M.A., M.Sc., Ph.D. 
and professional courses has also been increasing. This is shown 
in Table XXL (p. 153) 

The category-wise stock of scientists, at the end of years 1955, 1960, 
1965 and 1970, is indicated in the Table below: 


TABLE XXII 


Growth Among Scientists 


Category 


At the end of the year 
1955 1960 1965 19"0 


1. Graduates In 

General Science 
Agricultural Science 
Veterinary Science 

102,900 

10,100 

1,400 

165,600 

15,700 

4,500 

261,500 

30,600 

8,800 

420,000 

47,200* 

13,000 

2. Post-Graduates in 
Mathematics 

Statistics 

Physics 

Chcmistis' 

Gco-Scicnccs 

Zoology 

Botany 

Agriculture 

Other Sciences 

6,500 

600 

4,800 

7.000 

1.000 
2,100 
2,100 
2,000 

200 

10,700 

1.500 

7.500 
10,000 

2,000 

3.500 
3,700 
3,700 

400 

17.800 
3,400 

12.800 
18,000 
4,200 
6,500 
6,600 
7.700 

600 

28,200 

5,200 

20,800 

29.100 
6,600 

11.100 
11,400 
13,500* 

1,300 

Total 

140,700 





*Thc Department of Agriculture have estimated the stock of graduates to ^ > . 

and post-graduates to be 10,000 in 1968 in their report “Technical Manpo 
Indian Agriculture". 1969. 

The total stock of scientists Itas increased front 1.40,700 in 1955 to 


6,07.000 in 1970. 
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There has been increasing emphasis on the development of science 
education in the country. This is indicated by the fact that steadhy 
the enrolment in science classes at the university stage, including U,P. 
Intermediate Board, has been steadily increasing. This is shown in the 
following Table: 


TABLE XXIII 


Groutli of Science at the University Stage 


Year 

Enrolment in 
Science Courses 

Total 

Enrolment 

Percentage 

1961—62 

336,722 

1,155,380 

29.1 

1962—63 

390,174 

1,272,666 

30.6 

1963—64 

435,925 

1,384,697 

31.5 

1964—65 

478,702 

1,528,227 

31.3 

1965—66 

565,254 

1,728,773 

32.7 

1966—67 

654,899 

1,949,012 

33.6 

1967—68 

737,858 

2,218,972 

33.3 

1968—69 

802,369 

2,473,264 

32.4 


The out-turn of scientists at different levels during the period 1951 
to 1965 is shown in the following Table: 

TABLE XXIV 


Year 

B.Sc. 

M.Sc. 

PluD. 

Total 

1951 

26,157 

4,726 

376 

31,259 

1965 

38,234 

7,290 

519 

46,043 


The Table below indicates the scientific and technical personnel accord' 
ing to 1961 Census. 


TABLE XXV 


Scientific and Technical Personnel 



Category 


1961 



Persons 

Males 

Females 

1. 

Engineering and 

Technical Personnel 

132,932 

132,327 

605 

2. 

Scientific Personnel 

42,207 

37,921 

4.286 

3. 

Health 

333,278 

260,664 

72,614 

A 

n. 

Agricultural & Allied 

Personnel 

34,529 

32,450 

2,079 

5. 

Teaching Personnel 

1,581,704 

1,264,697 

3,17,007 

6. 

Managers and Administrators 
and Social Sdentists 
fa) Managers 

779,824 

748,005 

31,8)9 


(b) Administrators 

714,247 

705,030 

9.217 


(c) Social Scientists 

96.270 

88,060 

8,210 


Total 

3,714,991 

3,269,154 

445,857 


Note; Excludes p>ersonncl from among a popu'ation of 297, S53 persons fmaJes 
1.47,000, females 1,50,753) of NEFA for whom an abridged family schedule 
was canssissed of General All India Individual Slip and Household Schedule. 
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The education of girls and women in our country has acquired a new 
importance after the attmnment of independence. The percentage of 
women to the total population is about 48 (264 million out of 548 
million). In 1950-51, the proportion of boys and girls at the school 
stage was 80 and 20 respectively and this was 69 and 31 in 1970-71. 
Although women’s education has made some advance, the present 
position at various stages is still far from satisfactory as will be clear 
from the Table below: 


TABLE XXVI 


Proportion of Bo>s and GirU at Various Stages 


Year 

Ctarses 1-V 

Classes Vl VtU 

Classes IX-Xl 

Vmvemty Stage 

Boys 

Girls 

Boys 

Girls 

Boys 

Girls 

Boys 

Girls 

19SO-51 

71.8 

28.2 


181 

86.1 

13.9 

88.9 

11.1 

19S5-56 

69.3 

30.5 

79.4 

20« 

82.7 

17.3 

86.8 

13.2 


67.5 

32.5 


260 

81.2 

19.8 

83.1 

16.9 

1965-66 

63.8 

362 


27.0 

76 8 

23 2 

79.0 

21.0 

1970—71 

62.3 

37.7 

70 3 

29.7 

74.0 

260 

76.0* 

24 0* 


^Figures are provisiooal. 


The position, however, vanes from State to State. 

The total strength of the trained teachers and their percentage is 
given in the Table below: 



Trained 

Teaebers and 

tbelr Percentage 

(In Ukhs) 

Year 

Teachers 

Trained Teachers Untrained Teachers 

%cge T>ained 


7.50 

4.30 

3.20 

57 


10.29 






8.92 

4.86 

64 


20.00 


6 00 


1970—71 

22S9 





The percentage of trained teachers increased from 57 in 1950-51 to 
75 in 1970-71. The growth in the number of training schools and 
colleges is shown in the Table below: 


TABLE XXVUI 

Number of T«ac6ers* Traioing Instifntloos 


Teor 

Teachers’ Training Schools 

TVacAerj* Training Colleges 

1950-51 

1955—56 

1960-61 

1965—66 

1971—72* 

782 

930 

1,138 

601 

357 

S3 

107 

478 

1.272 

1139 


•Figures are provitional 
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A good system of scholarships ser\'es two purposes; it supports 
excellence and it equalizes opportunities. For a large majority of our 
children, the kind and amount of education which they get depend not 
on their own abilities but on the economic status of their family. Realiz- 
ing the need for a large scholarship programme, the Central and Stale 
Governments have been providing outlays for scholarships programmes. 
An idea of the rise in total expenditure on education and scholarships 
from all sources and the expenditure, which is incurred by the Govern- 
ment on scholarships, stipends and other concessions can be had from 
the Table below: 


TABLE XXIX 


Expenditure on Education and Scholarships 

(Rs. in crorcs) 


Year 

Expenditure from 
all sources on 

Expenditure from 
Govt, sources on 

3 as 
%ag’c 
0/2 

5 as 

of4 

Education 

Scholarships 

Education 

Scholarships 

1 

2 

3 

4 

5 

6 

7 

1950-51 

114 

3.45 

65 

2.75 

3.0 

4.2 

1955—56 

190 

S.22 

117 

7.13 

4.3 

6.0 

1960—61 

344 

20.08 

234 

17.84 

5.S 

7.6 

1965—66 

622 

38.25 

— 


6.1 

— 

1970— 7r 

1,000 

— 

— 

— 

— 

— 


♦Estimated 


Vn — Conclusion 

This brief review highlights the deep commitment of the founding 
fathers of the Constitution to the development of human resources; 
this is clearly evident from the number of articles devoted to this subject 
in various chapters of the Constitution. The development plans, ini- 
tiated soon after the adoption of the Constitution in 1950 had the ulti- 
mate objective of impro^^ng the quality of human resources through 
the fuller utilization of existing manpower — physical and material 
resources. This is again reflected in the investment in man — a high 
priority item in the development plans. The planners have em- 
phasized that planned economic and social development should result in 
a fuller life of an increasingly larger number of people. 

Education and traim'ng arc, among others, the major instruments 
for improving the quality of human resources. In this field there have 
been phenomenal developments. One index is the percentage of ex- 
penditure incurred on education and training to the national income; 
this increased from 1.2 in 1950-51 to 3.1 in 1970-71. If the expenditure 
on other informal tvpes of education and training is also taken into 
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consideration, the percentage is likdy to be about 4 which, for a country 
like India, is not a mean figure. The number of literates, as a result of 
increased educational facilities and intensive literacy programmes, in- 
creased from 59 million in 1951 to 160 million in 1971. The total 
enrolment in various kinds of institutions rose from 13 million in 1951 
to 82 million in 1971. What is imponant is that the enrolment in 
elementary classes, corresponding to the Constitutional Directive of 
provision of schooling facilities for children upto the age of 14, 
increased from 22 miiiion in 1950-51 to 73 million in 1970-71, more 
than threefold increase. The percentage of pupils at second level 
(Classes IX-XI) in the proportion to of the estimat^ population in the 
corresponding age-group 14-17 in 1950-51 was 5.3 and it increased to 
20.4 in 1970-71. The percentage of population in the age-group 17-23, 
attending post-secondary institutions, of various types, increased from 
0.3 in 1950-51 to 3.7 in 1970-71. The percentage of enrolment in 
science courses to the total enrolment at the university stage increased 
from 29.1 in 1961-62 to 32.4 in 1968-69. The output of post-graduates 
in arts and science in 1950-SI was 7.138 and increased to 35,587 m 
1965-66 and of doctorates, during the same period was 146 and 907 
respectively. Pursuit and promotion of talent has been the cardinal 
policy of the Government which is evident from the increased alloca- 
tion of resources for scholarships. The number of 
first and second levels of education per 10,000 population m 1951 was 
21 and it increaed to 42 in 1971. Tho quality ot luacMr, hM aUo 
improved; as against 57 per cent trained teachers in 195). the 
pereentage ineroased to 75 in 1970-71. The number f 
personnel per 10,000 population m 1960 was 3 

The number of scientists per 10.000 population m - , 

3.5 and their number in 1970-71 increased to 10 which again indicate 
about three-fold increase. ^ ^ Ah «r,n,i?-, 

All this indicates that, in spile of the unprecedented ^ 

tion during the post-independcocc period, about 52 pw 
between 1951-71, the country has taken rapid 
of human resources and improvement m its ‘ 
down as the indicators of human resources devc p , 
national basis, havu ten fulfill to a p«t « r 
gomg to hava an impact on a «11 ™gul« j,. 

dating the n« Wenty years ™t^n taporfertioas in the planning 
vrlopment. Whatever may liave ten the i planning 

for human resources development dnnng the (hat this 

- these ate bound to be “ ““J ,h of vmous institutions, , 

period has witnessed the steady and otM r ^ 

and the building up ot an j„ring the future Plans, 

developing human resources on proper =• 
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What will have to be thought out and planned carefully is the further 
diversification of educational and training programmes, both in forma! 
and informal types of institutions — more so in informal types — which 
will go a long way in the proper utilization of the vast human resources 
in appropriate fields to achieve the social and economic goals which the 
country sets out for itself in the years to come. 



Ch.\pier V 


CO-OPERATION AND COMMUNITY 
DE\TXOPAIENT 


Iq the current phase of economic development in India, vnth the 
emphasis given to the spread of high jielding varieties and the applica- 
tion of new technologies in agriculture, greater attention is being devoted 
to the establishment of lughcr level institutions for credit and marketing 
and to individual incenth'cs than to the strengthening of grass-root 
institutions at the level of the people. This may appear to run counter 
to the major policy assumptions tvhicb, until recently, exerted a powerful 
influence on India’s Five Year Plans. These look^ upon co-operation 
and community development, along mth growth in agricultural produc- 
tion, as the main foundation of the cflbrt to transform social and ccono- 
nuo life, specially in the rural areas. As was stated in the Second Five 
Year Plan (1956-61), ‘Ta a country whose economic structure has its 
roots in the village, co-operation is something more than a seri® of acti- 
vities organised on co-operative lines; basically, its purpose is to evolve 
a system of co-operative community organisation which touches upon 
all aspects of life.” 

If recent developments and others along the same lines which may 
follow in the coming years are seen as means to meet new or expanding 
needs, the foundations could be correspondingly strengthened and conti- 


nuity of growth assured. 

The first co-operative society in the country came into existence m 
1891 through voluntary local initiative in a village in the Punjab. The 
second society which served 22 villas came into being in 1895. Since 
the Deccan Riots Commission of 1875. the Famine Commission of 1880. 
the Land Improvements Loans Act of 1883 and the Agriculturists Loans 
Act of 1884, the need was being increasingly felt for some way of re- 
deeming the cultivator from the clutches of money-lenders for m^g 
finance available on easy terms and improving the condition of the 
peasantry. In this movement of ideas. Justice M. G. na e, ir 
William Wedderbum and Sir Frederick Nicholson are among those to 

be remembered. At the turn of the century, person of f ““ 

insight realized that Indian agriculture was 

increasing, usury was rampant and that, in the mds o an ^ 

hy money-lenders, thrifilessness on the part of farmers and gr g 

indebtedness, no real progress was possible. The outcome of this 
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concern was the enactment of the Co-operative Credit Societies Act, 
1904, which established the first legal framework for the co-operative 
movement in India. However, it was not until the mid-fifties, following 
the report of the Committee of Direction of the All-India Rural Credit 
Sun'ey and the Second Five Year Plan, that co-operation came to be 
regarded as an integral and truly vital part of the scheme of national 
planning. 

The roots of community development also go back over many years. 
There was deep anxiety about the problems of poverty in India in Dada- 
bhai Naoroji’s famous paper of 1876. The period between the First 
and the Second World Wars witnessed experiments of real significance 
in several parts of India, notably under the influence of Rabindranath 
Tagore and Leonard Eknhirst at Sriniketan in West Bengal, D. 
Spencer Hatch at Martandam in Kerala, F. L. Brayne in the district of 
Gurgaon in Haiyana, and Y. T. Krishnamachari in the district of Baroda 
in Gujarat. In the thirties, Mahatma Gandhi did much pioneering 
work at Sevagram; week after week, he drove home the lessons of self- 
help and self-reliance, the need for reconstructing villages and for putting 
the idle time and energy of the people to constructive use. During the 
period immediately following the Second World War, the Firka de- 
velopment scheme in Madras, the Sarvodaya scheme in Bombay, and the 
Pilot Development Project at Etawah in Uttar Pradesh under the guidance 
of Albert Mayer, prepared the way for the acceptance of rural extension 
as the agency and of commum'ty development as the method for re- 
building the social and economic life of India’s villages as part of the 
approach of planned development. 

Thus, even though there arc important antecedents in other countries 
upon which they drew, both co-operation and community development 
were in es.sence the products of that movement for resurgence which 
sav/ the fruition of India’s struggle for national freedom. The forms in 
wliich these ideas have been e.xpressed since the early fifties, their role in 
the country’s life, the concrete problems which they have throw'n up. 
and their limitations and possibilities in the future, are associated closely 
with the phase of national planning which was initiated by Jawaharlal 
Nehru. Since the mid-slvties. with a variety of political, economic and 
social problems confronting the country, some pragmatic approache; 
iiave been developed without being sufficiently integrated into a bro,id 
pattern of policy for co-operative action and for develop.ment at the 
level of the community. In this sense, co-operation and communilv 
development may be said to be currently in a period of transition. In 
tin's chapter, we shall concentrate in the main on the more brisic consi- 
derations which have guided public poliev' over the greater p.irt of the 
past two decades and refer more briefly to the more recent institutional 
developments and to their probable significance in the future. 
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A. CO-OPERATION 


I. Scope 


In defining the scope of co-opcralion and, therefore, of the co-operative 
sector in the national economy, the following were the principal consi- 
derations and assumptions: 

(i) In agriculture, industry and otlicr spheres, the vast majority of 
operating uiuts are small and individually weak and are con- 
stantly exposed to hazards and even exploitation. In effecting 
reforms in the land system and creating wider opportunities, the 
number of units which function in a decentralized and almost 
atomistic manner tends to increase. 

(iO Through co-operation, it is possible to combine freedom and 
opportunity for the small man with benefits of large-scale 
management and organization and, at the same time, to secure 
goodwill and support from the community. The co-operative 
form of organizatioa has advantages not equally shared by 
private enterprise or State ownership and, in particular, it can 
draw both upon incentives which are social and incentives which 


are individual. 

(iii) Economic development and social change are equaUy important 
elements in the reconstruction of India’s social and economic 
structure. Co-operation is one of the principal meaw for 
brining about change of a fundamental nature within the 
economy and in the social organitalion associated with it. 

(iv) At the level of the viUage, co-operation implies the development 
of land and other resources and of various services in the common 
interest of the village as a whole as well as a continuing obhgation 
on the part of the village community towards all its members. 
For this reason, as part of a larger co-operative rural economy, 
the aim of policy should be to develop the village « the primarj 
unit of organization in agriculture and in many ot er economc 
and social activities which bear dosely on the we are o 


rural population. . . 

(v) As an organizing principle, coMjperation is specially P 
in spheres of activity in which the primary grou^are 
small and homogeneous and, at the same time, n e p 
of effective federal structures at higher l^els. 

It was because of these considerations that the Swond an . 

Year Plans presented co-operation as the principal asis o 
io several Lnches of wonomic life, notably, m agnculture. smaU 
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industry, processing, marketing, distribution, supplies, rural electrifica- 
tion, housing and provision of essential ameruties for local communities. 
Even in medium and large-scale industries and in transport, an increasing 
range of functions can be undertaken on co-operative lines. Indeed, 
in association with a growing public sector and a private sector which 
keeps in view the interest of the community equally with its own viability, 
the influence of co-operation should extend far beyond the particular 
activities which are organized along co-operative lines and should impart 
to the social structure and the national economy a measure of balance, 
direction and a sense of values. 

It was believed that in the initial stages of development the largest 
applications of the principle of co-operation would be in relation to the 
rural economy, but there were also important areas of urban, industrial 
and tertiary activities in which co-operation could acquire a growing 
share. As the process of social and economic change gathered force, 
co-operation would have to meet new and complex demands, and diverse 
forms of co-operative organizations would continue to take shape to 
meet these needs. It was, therefore, important that in all aspects co- 
operation should grow as a movement free from rigidity, regulation and 
hierarchy to the greatest extent possible, should draw strength from the 
people, and should always be open to experiment and innovation. In 
terras of organization, the principle and spirit of co-operation have to be 
continually preserved against fixed concepts, administrative super- 
impositions and excessive dependence on Government, on financial 
agencies and on civic and political institutions outside the main co- 
operative system. 

As we shall see, these formulations did not perhaps reckon sufficiently 
with the interaction between the institutions of co-operation and the 
processes of economic growth. Where economic growth proceeds in 
the main through private effort, whether undertaken by organizations or 
individuals, co-operative institutions could find themselves on the de- 
fensive. They could become inadequate in relation to a w’ide range of 
new' needs. They could also de%'elop internal tensions betw'cen the strong 
and the weak and often tend to favour the former. Co-operative insti- 
tutions might be influenced no less than other institutions by the desire 
of individuals and groups for greater power and influence. Finally, the 
problem of efficiency remains a crucial one for all forms of organization, 
and notably for those in which authority tends to be derived from a 
larger body of constituents and is, therefore, inevitably diffused. Financial 
weakness and dependence on outside resources also reduce effective 
autonomy. These are among the aspects which have come into greater 
prominence in recent years and arc already the subject of intensive 
debate within and outside the co-operative movement. 
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XI- Roiew of l>BTebpments 

Although a few co-operative societies were formed on the initiative 
of district officers in the early years of the century, it was soon apparent 
that no real advance could take place without special legislation. A 
committee with Sir Edward Law as chairman (1901) reviewed the 
experience of co-operation then available and came to the conclusion 
that co-operative soacties were worthy of every encouragement and of 
prolonged trial. The committee's tecoimnendations led to the passing of 
the Co-Operative Credit Societies Act of 1904. Under this legislation, 
co-operative societies were classtGcd into two main groups, rural and 
vihsn, While leaving the choice free in respect of urban societies, 
unlimited liability was proposed as the general rule for rural societies. 
At this stage, consideration was not given to the question of building up 
the higher levels in the co-operative stnicture. 

Between 1906 and 1912, the number of co-operative societies rose from 
843 to 8,177, the number of members from 90,844 to 403,318 and the 
amount of working capital from about Rs. 2.4 million to Rs. 33 6 million. 

A new Co-operative Societies Act, which replaced the legislation of 1904, 
was passed in 1912. The distinction between rural and urban societies 
was given up and in its place societies were divided according to as the 
Ability of members was limited or onBiDUed, wbttber their purposes 
related to credit or non-credit activiUes, and whatever the level in the 
structure at which they operated. A number of other improvements 
were also made. In 1914, the position was carefully reviewed by a 
committee presided over by Sir Edward Maclagan. The Maclagan 
Comjsutiee, whose report is a docoment of great importance in the 
development of co-operation in India, devoted its main attention to agri- 
cultural credit societies. 

In 1921, with the passing of the Government of India Act, which 
introduced a system of dyarchy in the provinces, co-operation became a 
‘transferred’ subject. By the early thirties, several provinces as well as 
some of the progressive Princely States had either introduced new co- 
operative legislation or adapted Central legislation to their require- 
ments The Royal Commission on Agriculture, which was set up in 
1927 with Lord Linlithgow as chairman, also stressed the important 
role of co-operation, observing that, if co-operation failed, there would 

fail the last hope of rural India. j . . . 

The economic deprcs«on of 1929-30 caused a senous setback to the 
co-operative movement, overdues accumulated, recoveries became 
extremely difficult and many sodelics and even Central banks came to 
grief In seieral provinces, committees were appointed to recommend 
measures for the rehabilitation of the co-operative movement. The 
problem of rural indebtedness and of lei^Iation to protect fanners against 
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money-lenders came to the fore as an urgent political and economic 
issue. This was largely due to the depression and the fall in the prices of 
primary agricultural products. Opinion gained ground that the co- 
operative movement should be strengthened to the utmost extent as a 
means of rural uplift. In the late forties, the role of co-operation and 
the lines along which the co-operative movement should develop were 
considered by a number of committees and in other forums, including 
specially the Government of India’s Policy Committee on Agriculture, 
Forestry and Fisheries (1944), the Agricultural Finance Sub-Committee 
of the Resers'e Bank of India (1945), the Co-operative Planning Com- 
mittee (1945), the Rayalseema Co-operative Enquiry' Committee (1945- 
1946), the Economic Programme Committee of the Indian National 
Congress (1948), the Rural Banking Enquiiy Committee (1949-50) and 
the Fifteenth Conference of Registrars of Co-operative Societies (1947). 

When the Reserve Bank of India was established in 1935, a special 
responsibility was placed upon it for studying the problems of agri- 
cultural credit and extending financial assistance to co-operative institu- 
tions. From this date, the Reserve Bank of India came to occupy a 
central position in the working of the co-operative movement. How- 
ever, it could not do much during the forties and in the immediate 
post-war period. The turning point came in 1951 when the Reserve 
Bank of India convened an informal conference of co-operators, 
economists and Registrars of Co-operative Societies to help and define 
the measures needed to enable the Bank to assist co-operative institu- 
tions. The conference recommended that, as the factual information 
available was sparse, a rural credit sur\’ey should be undertaken and 
the nature of credit requirements studied thoroughly. This led 
to the appointment in August 1951, for the Rural Credit Survey, of a 
Committee of Direction which included .A. D. Gonvala and D. R. Gadgil 
among its members. 

The Rural Credit Survey undertaken by the Reserx’e Bank of IndLa 
constituted a scientific and exhaustive enquiry' into many crucial aspects 
of the rural economy on which hitherto little precise data were available. 
The data collected on a random sampling basis were derived from 
127,343 families in 600 villages in 75 districts in the countr}'. They were 
presented in 1954 in two volumes entitled The Siirxey Report and llie 
Technical Report to which was added The General Report, containing the 
recommendations of the Committee of Direction. 

Four circumstances lent to the work of the Rural Credit Survey 
e.xccptional importance in the development of co-operation in the 
countiy. First, the findings were supported by information which 
had become a.vailable for the first time. Secondly, the Reserve Bank 
of India was now intimately involved in implementation as a principal 
party and as an initiator in the field of co-operative policy. Inevitably. 
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ffom financial questions, it ntoved into the sphere of policy and approach. 
Thirdly, the recommendations of the Rural Credit Sur^cy envisaged 
ccrtjun departures in policy and approach. Among these, the most 
important was the principle of State pirtfiership in co-operative institu- 
tions at all levels and in all fields. The Rural Credit Survey aimed at 
presenting an integrated scheme of rural credit and other economic 
activities like marketing, processing, storage and warehousing. Its 
recommendations led to the nationalization of the Imperial Bank of 
India and its redesignation ia July 1955. as the State Bank of India. 
The proposals of the Committee of Direction for enlarging the size of 
the primary co-operative with a view to securing and maintaining 
organizations with trained personnel and adequate skill, raised far-reach- 
ing issues, which remained under debate for a number of years. Finally, 
since proposals for the development of co-operation were now an inte- 
gral component of the Five Year Plans. wUch were undertaken jointly 
by the Centre and the Stales, the main issues which arose assumed 
national significance. Centre-State relations as well as questions bearing 
on the strategy of rural development were implicit in any conclusions 
that might be reached. 

The investigations of the Rural Credit Survey Committee had shown 
that in 1951-1952 different agencies contributed towards rural credit in 


the following proportions: 

TABLE I 

Crtdit Agency 

ftwcrr/pn of borrowings from 
eacn agency to the total borro » ingt 
of euliiiorors (per cent) 

Government 

CoKiperatjves 

Commercial banks 

Relatives 

LsQdlords , , 

ABricultural inoney-len«n . • 

Professional money-iMoen 

Traders and commisHoa sgenn 
Othen 

3.3 

3.1 

0.9 

14J 

1.5 

24.9 

44.8 

5.5 

1,8 

Total: 100 0 


As the Survey pointed out, the available agricultural credit fell short 
of the right quantity, was not of the right type, did not serve the right 
ouroose and, by the criterion of need (not overlooking the criterion of 
cre^-worthi'ness) often failed to go to the right people. The cultivator 
Was almost wholly dependent on non-institutional a^ndes. At the 
village level, only co-operatives could be a suitable institutional agency 
for providing credit. Therefore, the foremost objective of policy had 
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to bs the posith'e and deliberate creation of conditions in which co- 
opeative credit wonld have a reasonable chance of success. 

Its analysis of the causes of the failure of co-operation led the Commi- 
ttee of Direction to the \Tew that, while co-operation provided for 
a combination of the vreak at the bottom, the State is or ought to be a 
combination for the weak at the top. An euective programme would 
become possible only’ if the State at one end joined hands with co- 
operatives at the other,, thus bringing about a reorientation of the 
country-'s administrative, financial and organizational forces in favour of 
rural areas. More concretely, the Rural Credit Survey enrisaged a 
scheme of State partnership at all levels v.-ith co-operatives c oncemei 
with credit, processing, marketing and other spheres, suppo.'led by the 
institutional development of stora^ and warehousing as a basis for bank 
finance. The Survey also placed much emphasis on systematic training of 
personnel required at all levels. These proposals were spelt out at consi- 
derable length in the Report on the Survey, and formed the basis of the 
programme for co-operative development in India’s Second Fh'e Year 
Plan (1956-6 1 ). Action was initiated in a number of directions. However, 
on one major issue — the question of size of the primary co-operatrve — 
there were strong reservations on the part of the Planning Commission, 
which were also shared by the then Prime Mimster, Jawaharlal Kehni. 
The discussion simmered on xmtil November 1958, when the National 
Development Council passed a resolution on co-operative poUcy. 

The National Development Council considered the role of the co- 
operative movement from an angle much broader than that of rural 
credit. It was concerned with intensive agricultural pro-duction, 
mobilizaton of local manpower and other resources and, more generally, 
with the central question of the lines along which the rural economy as 
a whole vvas to be rebuilt. The Council considered that — 


“For the development of co-operation as a people's movement, it was 
essential that co-operatives should be organized on the basis of the 
^-iIlag^ community as the primary unit, and that responsibility and 
initiative for social and economic development at the ■village level 
should be placed fully on the vHJage co-operative and the village 
panchayat In a rural co-operative, the members should have inti- 

mate Imowlsage of one another as vrell as a sense of mutual obligation 
and concern for the rehabilitation of the weaker sections of the com- 
munity. By worlung together for the common objective of raising 
the standard of living of all sections of the popularion. the co.'nmunrty 
develops, social cohesion and unity.” 

Following the Resolution of the National Development Council, 
a new Department of Co-operation was established at the Centre as 
pan. of the Ministry of Community Development and Co-opera'fon. 
which took over functions in this field from the___Ministry of Food ana 
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Agriculture. The implications of the Resolution were examined by a 
Working Group on co-operative policy which reported in June 1959. 
At the suggestion of the State Ministers in charge of co-operation who 
met in July 1959, a Committee on Co-operative Credit, with Vaikunth 
L. Mehta as chairman, was set up by the Government of India to con- 
sider various practical issues such as standards to be prescribed for credit 
limits, loan policies and practices of co-operative credit institutions at 
different levels, measures necessary for increasing the borrowing powers 
of primary credit societies, and the conditions which should govern 
share capital participation by the Stale in primary socities. The re- 
commendations of this Committee were taken into consideration in 
formulating proposals for the Third Five Year Plan. Conclusions 
reached with the approval of the National Development Council on the 
question of size of the primary co-operative, which had proved a diffi- 
cult issue for as long as five years, were set out in the following terms 
in the Third Five Year Plan (1961-6Q: 

“While, as a general rule, co-operatives should be organized on the 
basis of the village community as a primary unit, where villages were 
too small, the number of villages to served by a co-operative society 
could be increased in the interest of viability. The aim should w to 
ensure viability with the inclusion of the smallest number of 
necessary, so that co-operative societies could achieve both viability 
and the essential characteristics of co-operation, namely, voluntary 
basis, close contact, social cohesion and mutual obligation, “ow- 
ever, such extension should be subject to certain maximum limits, 
namely a population of 3.000 (that is, 600 families or about 500 
cultivators’ families) and a distance of not more than 3 or 4 miles trom 


the headquarters village. . p „ 

“The broad test of viability should be the ability on the pa o 
operative society to meet the requisite expenses wit ou , 

upon financial assistance from GovcnuDenl ^ 


jondftions, such 


• • ive implementa- 

lion of the viUage agricultural prodocrion plan, 

production and with marketing, supervision of the use ’ 

talcing the functions of distribution and supply, an 

savings to the maximum possible extent, as “ biS Z 

posits. While a population of 3,000 might “dman y be toojigb for 

a primary village society, it was considered destra 

down nnliy rigid mies on the snbi^of o^smton an_d^- of 

co-operative societies. Within this broad particular care 

societies should be allowed to develop on their osm jotsrfcred 

should be taken to ensure that existing societies were not tnterlcreo 
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with merely because they did not strictly comply with the pattern of 

organisation now envisaged. The aim should be gradually to fit them 

into the new arrangements.” 

On the basis of the general approach stated above, the Committee on 
Co-operative Credit outlined its detailed proposals for State participation 
in share capital and other aspects of co-operati%’e organization. The 
present policy follows these proposals and includes determination by 
State Governments of criteria for the viability of primary co-operatives, 
a programme for enabling potentially viable societies to become viable, 
and amalgamation or liquidation of weak societies. 

The programme for the reorganization of primary co-operative 
societies described above has been under way for some years. The 
emphasis on intensive agriculture and on the adoption of high yielding 
varieties has increased the demand for credit and made it more urgent to 
complete the programme for reorganization at the primary' level. The 
All-India Rural Credit Review Committee constituted by the Reseir'c 
Bank of India in July 1966, with B. Venkatappiah as chairman, sub- 
mitted in December 1969. its exhaustive review of the rural credit pro- 
blem in all its aspects. Tlie Committee has reiterated the need for 
viable primary units and, w'hile not seeking a decision in principle to 
change the policies agreed to in the early sixties, has suggested various 
directions in which relaxations in terms of area and population might be 
encouraged at the primary’ level. For a variety of reasons, more 
specially in view of the developments of recent years, the issue of size 
is now one of practical convenience and local acceptance rather than of 
basic policy. In varying situations the two sets of considerations which 
led to the debates of the period 1956-60 would still continue to be im- 
portant. However, with the nationalization, in August 1969, of the major 
scheduled commercial banks, the larger demands for credit which have 
to be met, far exceeding the resources of the co-operative structure, and 
the greater emphasis currently given to the individual farmer as distinct 
from the rural community, the issue of viability of primary’ societies 
has to he seen in a different and more complex perspective than in the 
earlier period. 

In the first half of the decade of the sixties, almost all aspects of co- 
operative development came under review by a scries of special commi- 
ttees and in conferences of State Ministers of Co-operation and in other 
forums. These included, for instance, questions pertaining to credit, 
marketing, processing, farming, transport, labour and construction, 
training of personnel, administration, consumer co-operaiives. non- 
CTcdit co-operatives, relations between panchayats and co-operatives. 
and relations between co-operation and community development. To 
an extent, the wide range of these enquiries, each of which was conducted 
by a separate body with its own frame of reference, came in the w.iy of 
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achieving a measure of synthesis in dealing with the practical problems of 
co-operative development. Useful in their own context, these enquiries 
lacked a unifying concept about the future organization of agriculture 
and the directions along which the entu-e rural structure was expected to 
develop over a period of years. Moreos'cr, the serious failure of agri- 
culture in 1965-66 and 1966-67 and the marked sense of economic crisis 
which enveloped the country in this period drew a curtain, as it were, on 
much that had gone before, and set the stage for a search for new policies. 

JH. Statistics of Development 

In this section we bring together a few leading statistics to show the 
growth of the co-operative movement. The period preceding the Five 
Year Plans was marked by expansion in the number of societies and m 
membership, but the scale of operations undertaken remained small. 
The Central Government had little or nothing to do with the develop- 
ment of co-operation, which was a task left to the provinces. The 
emphasis on co-operative development had been placed mainly at the 
lower levels of organization without sufficient recognition at this stage 
of the importance of wider institutional and governmental support. 
The Table below summarizes the growth of co-operative credit societies 
at the primary level over the period 1919-1920 to 1949-1950. A con- 
siderable administrative effort went into co-operation in the decade of 
(he twenties; the thirties were a period of difficulty and stagnation, and 
only in the later years were the losses caused by the depression made 
good; during the forties, co-operatives gained from rise in agricultural 
prices and the growing demand for the products of small industry 


TABLE II 


Prinwt} C<M)p«rati»e 

Credit Societies, 

1919-20 to 

1949.50 


Primary Saeinies 

1919-20 

1929.50 

t939AO 

1949.50 

AgricultuiaJ 

Non.agricuJiuraI 

j.es: 

83.095 

B.S62 

101,507 

14.524 

133,616 

24.586 

Memtwrstiip (COO) 

Agricultural 

NoQ-sgncultuial 

903 

226 

2.T92 

«97 

3.438 

1.639 

6,560 

4.172 

l*ald-ap store 
capital (Rs. million) 

25 

99 

136 

284 

Loans advanced during year 
(Rs. million) 

SO 

W 

211 

521 


Since the early fifties, co-operative development has been an mtegr^ 
part of the scheme of national planning. This has aided the growth and 
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diversification of the co-operative structure and, at the same time, it has 
provided new criteria for assessing its progress and adequacy in relation 
to the requirements of the cconomj', specially in the agricultural sector. 

The Table below traces the growth of primary co-operative credit 
societies since 1950-51: 


TABLE m 

Co-operative Credit Societies, 1950-51 to 1969-70 


Primary Societies 

1950-51 

1955-56 

1960-61 

1966-67 

1969-70 

Nnmber 

Agricultural 

104,998 

159,939 

212,129 

178,735 

162,700 

Non-agricultural 

7,810 

10,003 

11,995 

13,616 

14,816 

Membership (000) 

Agricultural 

4,408 

7,791 

17,041 

26,709 

29,766 

Non-agricultural 

2,178 

3,073 

4,573 

7,485 

7,942 

Share Capital (Rs. milUon) 
Agricultural 76 

168 

578 

1,286 

1,811 

Non-agricultural 

121 

191 

330 

664 

876 

Loans advanced (Rs. million) 
Agricultural 229 

496 

2,028 

3,665 

5,401 

Non-agricultural 

473 

721 

1,304 

2,802 

4,093 


The co-operative structure for short and medium-term credit included 
at the end of 1969-70, in addition to primary co-operatives, 25 State 
co-operative banks, 342 Central co-operative banks, and 27 industrial 
co-operative banks. For long-term Credit, the institutional structure 
comprised 19 Central and 754 primary land mortgage banks. The per- 
formance of various institutions has been examined at length by the 
All-India Rural Credit Review Committee and will be referred to in the 
following section. 

Since the early fifties, a factor of the greatest importance has been the 
role of the Reserve Bank of India in supporting the co-operative rural 
structure in a variety of ways, including short and medium-term advances 
for seasonal agricultural operations and marketing of crops, loans to 
State Governments for contributing to the share capital of co-operative 
credit institutions, and investments in debentures issued by land de- 
velopment banks. Both the scope and the scale of participation on the 
part of the Rcserv'c Bank of India have increased steadily in response to 
growing needs for credit. 

The Bank's role has been recently considered at length by the All- 
India Rural Credit Review Committee (1969). As the Committee has 
pointed out, the Bank undertakes, at the same time, financing functions, 
promotional, advisoiy and co-ordinating functions, and rcgu!ator>- func- 




COOPtRATION AND COJIMUNITY DEVELOPMENT 171 

tions. For the year ending Jane 1971, financial support from the 
Reserve Bank comprised the foUowng: 

TABLE IV 


Sbort-tenn acconunodatlon 


Medium-term loans 

For agricultural purposes 
Loans to State GoTemments 

For share capital contribution 
larestmcnt in debentures of 
land mortsago banks 


The expansion of the Indian economy over the past two decades has 
thrown up new opportunities for increasing co-operative activity outside 
the sphere of credit. Althoujh there were some sigoacant developments 
during the fifties, much of the increase, as shown in the Table below, 
has taken place in recent years only, and this trend is expected to gain 
in strength over the next few years. 

TABLE V 

Primary Noa<redlt Sodeties 

1960-61 ^^^8-69 

Ttoe o/S,*,y Wembr H'Mip 


Marketing ’jq 118 

Cotton ginning and pressing };» ,5, jjos 195 

Other processing ij, *^99 419 

Sugar factories ^ ^gg 8.143 211 

Fining 1311 RSTS 1.259 

Weavers \\’n\ 1217 34,909 1.693 

Other industnal 13.913 3,531 

Consumers’ stores J'”3* 'iTo 15,029 996 

Housing 0,451 ' 

At the end of 1968-69. the total ’“If 

kinds, including agricultural and non-agncnlt , ° - ’-naj 

their total tnemtehip being over 18 nnlLon and tvorbng capdal 
Rs, 10,791 million. , orw^itiv^ 

There has been significant advance in the J” stiTsenes 

movement, apcdally since 1962. In the mam, the mo 
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only the urban areas. By June 1970, the co-operative system included 
a national federation, 14 State federations, 375 Central or v/holesale 
stores with 2,800 branch stores, and about 14,000 primary stores, of 
which about 3,500 were described as “dormant”. A development in 
recent years in the larger cities has been the establishment of department 
stores (or super bazars), of which there are now over 100. At the end of 
1969-70, the working capital of consumers’ co-operatives amounted to 
Rs, 315 million, and their membership included 912,000 individuals and 
17,265 institutions. 

Co-operative processing and marketing now constitute important 
areas of co-operative enterprise. TIic co-operative structure for market- 
ing consisted in June 1970, of 3,339 primary societies at the level of the 
local market, 162 Central marketing societies at district or regional level, 
23 State marketing federations and a national federation. Primary co- 
operatives had as members 172,41 1 co-operative societies (mainly service 
co-operatives) and 2.46 million individuals. The total volume of agri- 
cultural business transacted by marketing co-operatives was estimated 
in 1969-70 at Rs. 5,990 million, which included Rs. 2,090 million in food- 
grains, Rs. 2,550 million in sugar-cane, and Rs. 1,350 million in other 
crops. 

The movement for co-operative processing has gained considerable 
strength from the small beginnings made in the fifties. By the end of 
1969-70, 1,617 co-operative processing units had been organized, includ- 
ing 84 co-operative 'sugar factories, 237 cotton ginning and processing 
units, '26 cotton spinning mills, 792 paddy processing units, 192 oil mills, 
and 38'fruit and vegetable units. Co-operative sugar factories licensed 
upto 1969-70 represent 47.3 per cent of the total licensed capacity of the 
sugar industry. 

Agricultural production requisites supplied to rural areas through 
co-operatives include fertilizers, pesticides, seeds and implements. In 
1969-70, the total volume of business in these commodities handled by 
co-operatives was Rs. 2,833 million compared to Rs. 2,534 million in 
1968-69. Co-operative business in agricultural machinery is expected 
to pass progressively to agro-industries corporations which have now 
been established in all States. In recent years, storage capacity in the 
hands of co-operatives has increased gradually. In 1970, there were 
15,000 rural godowns and 4,000 godovsns with marketing co-operatives 
with an estimated capacity of 2.7 million tonnes. In rural areas, to a 
limited extent, co-operatives undertake the distribution of consumer 
articles, mainly through priraarj’ agricultural societies supported by 
marketing co-operatives. In 1969-70. they transacted business of the 
order of Rs. 2,257 million. Co-operative cold storages have increased 
steadily in recent years. By the end of 1970. 91 units had been organized 
and 67 installed. 
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In June 1969, there were in all 8,160 co-operative farming societies 
with 219,329 members, of whom 104,621 were agricultural labourers. 
The total area under cultivation was 280.435 hectares. 

In June 1969, there were 15,029 housing co-operatives with a total 
membership of 999,526. 

Spinning mills represent a comparatively new field of co-operative 
activity. By 1968-69, 61 co-operative spuming mills had come into 
existence with 15,317 societies and 116,714 individuals as members. 
They had in all 868,546 spindles. 

Planned development and the growing requirements of the economy 
on the one hand and the need to improve the rural economic structure 
on the other have combined to strengthen conditions for the rapid 
development of co-operative activities. Under each of the Five Year 
Plans, sizeable financial provisions have been made for assisting 
programmes of co-operative development. Financial provisions for 
the support of co-operative activities have been made in the plans for 
agriculture, which mainly form part of the plans of States. Expenditure 
on co-operation in the First Plan ( 1951 - 56 ) amounted to Rs. 50 million, 
inthe SecondPlan (1956-61) to Rs.380maiioD, and in the Third Plan 
(1961-66) to Rs. 770 million. Expenditure under annual plans during the 
period 1966-69 amounted to 639 million. The Fourth Plan (1969-74) 
provided Rs. 2,550 million for the development of co-operatioa. 


V. CcKiperttlTe Credit 

Developments in co-operative policy traced earlier bad considerable 
bearing on the organization and pattern of co-operative credM. From 
the beginning, the stress was on making adequate supplies of credit avm - 
able for agricultural production. The Bombay State Co-operauve 
Bank had taken the lead in 1950 in providing finance to agriculturists on 
the basis of requirements for crop production in place of landed assets. 
The organizational and other aspects of the crop loan system were wor 
ed out at some length by the Crop Loan Evaluation Committee set up 

by the Bombay State Co-operative Bank, with ^ofessor D. G. Ka^e “ 
chairman (1958). The crop loan system envisages assessment of the 
cultivator’s credit needs with reference to requirements for different 
crops, determination of credit limits subject to ’ 

advance of credit partly in cash and partly m *** > ® 
of credit with marketing. In recent years, efforts ve n m 
extend the crop loan system, where necessary with mo^wtions. m mos 
of the States. There are, however, still large ‘ ® of re- 

well as deficiencies in the procedures bring fo • n,,-!,! Credit 

commendations on the subject were made by the A - n la 
Review Committee (1969). 
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A number of complex factors enter into the expansion of co-operative 
credit. Many primary co-operatives and a proportion of Central co- 
operative banks are inherently weak. The Committee on Co-operative 
Credit (1960) made proposals for the reorganization and revitalization 
of primary credit societies. On the basis of these proposals, revitaliza- 
tion and strengthening of primary credit societies is now viewed as a 
programme calling for sustained action. The number of primar>’ agri- 
cultural credit societies fell from 212,129 in 1960-61 to 162,700 in 1969- 
70, and is expected in due course to decline to around 120,000. Simi- 
larly, along w'ith the reorganization of primary societies, a programme 
for rehabilitating weak Central co-operative banks is also being imple- 
mented. The main element of weakness is of course the farmer himself. 

Special measures were needed for ensuring credit for low income 
farmers. A study undertaken by the Programme Evaluation Organization 
of the Planning Commission showed that in 1960-61 only about 15 per 
cent of the credit given by co-operatives was received by members with 
1.21 hectares of land or less as against 39 per cent rece ved by those with 
2.02 to 4.05 hectares and 46 per cent by cultivators wh/i still larger hold- 
ings. The Third Five Year Plan had laid stress on admission into co-opera- 
tive societies as members of all classses of cultivators, including marginal 
and sub-marginal cultivators and landless tenants, and on providing 
them with adequate credit on the basis of their production. To facili- 
tate such action, it was agreed that State Governments should make 
outright contributions to primary scricties in relation to additional 
loans made during a year as against preceding year. Outright 
contributions were also to be made to the bad debt reserv'cs of Central 
co-operative banks in respect of additional finance provided by them. 
A higher level of outright grants was agreed to for intensive agricultural 
areas and for high-yielding varieties. To strengthen the management 
of credit societies, a subsidy was allowed for a period of three to four 
years, subject to certain financial limits and the actual deficits incurred. 
Tlie measures led to some liberaUzation of credit facilities for the weaker 
farmers, but much more had to be done. The experience gained thus 
far was studied by the All-India Rural Credit Review Committee and, 
on the basis of its proposals. Small Farmers’ Development Agencies are 
being established, to begin with, in 46 districts. While making use of 
the e.xisting institutional structure, these agencies have been provided 
with modest additional resources to assist “potentially viable farmers” 
to obtain credit both for short-term and long-term purposes, with pro- 
vision for an element of subsidy. The problems of small farmers go far 
beyond the grant of credit and the scheme is to be regarded at present 
as an experiment to be followed carefully. 

The various measures taken to support co-operative credit have led 
to fairly rapid expansion in membership and in the volume of credit. 
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The expansion has not been as great as was envisaged in the Resolution 
of the National Development Coundl on Co-operative Policy in 1958, 
nor has it kept pace with the growng reqinrements of agricultural pro- 
duction. There are, moreover, certain features in the expansion of credit 
which have caused a measure of apprehension. In recent years, over- 
dues have increased greatly in volume as well as in proportion. They 
amounted to Rs. 440 million in 1960-61, Rs. 1,250 million in 1965-66 
and Rs. 2,680 million in 1969-70. As a proportion of outstanding loans, 
ovcrducs have increased from 20 per cent in 1960-61 to 29 per cent in 
1965-66 and 37.7 per cent in 1969-70. In some States, the proportion 
of overdues has been e.xceadingly high. 

Increase in the scale of operations has not always been accompamed 
by adequate control over the use of credit. The Programme Evaluation 
Orgaiuzation’s Study referred to already showed that 23 per cent of 
the amount borrowed for short-term purposes was diverted to uses 
other than those intended. In the case of medium-term loans, the 
proportion was even higher, being as much as 35 per cent. For short- 
term and medium-term loans together, the extent of diversion was 


estimated at 28 per cent. 

Credit co-operatives at various levels have tended to develop certain 
organizational weaknesses to which the leadership of the co-operative 
movement has paid insufficient attention. Experience has shown that, 
in their day to day operations, co-operatives, which are basically 
tended to protect the small man from exploitation, may all too easily 
favour the strong at the expense of the weak and themselves become an 
instrument for the acquisition of economic power and for spring 
larger facilities for the better off cultivators. Co-opcratire 
such as open membership, democratic control, genuine ea ers P ® 
continuous improvement in effidcncy and operational practice 
be ensured without responsible supervision by the hig er ° 
co-operative structure and leadership, extensive education ° 
and officials, widespread ^gjlance and inner democracy 
organization that describes itself as a co-operative. ,„«Kiuni- 

It is cusIOBtary to record tO£ethcr stetistics of 
term loans advanced through co-operatives, n pom * ^ 

loans ate ataost wholly shott-tenn in hatot*. 
co-operative structure wluch caters mainly o s ° 
land development bants which provide long- 

medium-term loans, which ate leqoiie^or po,a]/iaade by 

agricultural purposes, is beifg United to minor 

the All-India Credit 5°”“““ J a material change in 

modifications of existing practices, do not p disbursed by 

the present situation. The amount uapgi and 1969-70 

co-operatives during the year increased 
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from Rs. 200 million to Rs. 523 million. Credit limits sanctioned 
by the Reserve Bank of India, which stood at Rs. 188 million in 1970-71, 
were utilized to the extent of 63 per cent. 

Long-term agricultural finance is a pressing need to which increasing 
attention has been given in recent years. At the end of 1969-70, there 
were 19 Central land development banks at the State level and 809 pri- 
mary land development banks. Between 1950-51 and 1969-70, loans 
advanced to individuals increased from less than Rs. 14 million to 
Rs. 1,132 million and loans outstanding from Rs. 66 million to Rs. 3,668 
million. Significant progress was made after 1960-61. The Reserve Bank of 
India, the State Bank of India and the Life Insurance Corporation have 
together extended growing support from year to year for the purchase of 
debentures of land development banks. The total amount of debentures 
floated in 1970-71 was estimated at Rs. 1,270 million. 

An institution of potential importance came into existence with the 
passing of the Agricultural Refinance Corporation Act, 1963. The 
Corporation provides refinance facilities to co-operative banks as well 
as joint stock banks in the form of medium-term and long-term re- 
sources for special schemes of agricultural development undertaken on 
a project basis. These facilities are intended to supplement long-term 
resources provided by land development banks. In respect of schemes 
implemented through land development banks, the Agricultural Re- 
finance Corporation generally provides 75 per cent of the funds. Govern- 
ment providing the remaining 25 per cent. By the end of 1969-70, the 
Corporation had entered into commitments in respect of 371 agri- 
cultural schemes, amounting in all to Rs. 2,150 million. Of this amount, 
Rs. 590 million had been drawn. The States which have been able to 
take material advantage of facilities offered by the Agricultural Re- 
finance Corporation include Andhra Pradesh, Gujarat, Karnataka, 
Punjab, and Tamil Nadu. 

In recent years, growing concern has been felt about disparities in 
levels of co-operative development in different Slates in the country'. 
These e.xprcss themselves in many ways, for instance, in the degree to 
which cultivators continue to depend on agricultural money-lenders 
and other non-institutional sources of finance, volume of resources and 
operations of the co-operative system, overdues, etc. The All-India 
Rural Debt and Investment Survey, 1961-62, organized by the Reserve 
Bank of India to record changes since the Rural Credit Survey of 1951- 
52, threw considerable light on this problem. The Survey also showed 
that non-cultivator households had been virtually neglected by co-opera- 
tive organizations. Thus, wldle co-operatives of all kinds accounted for 
15.5 per cent of the total borrowings of culivator households, in the case 
of non-cultivators, the proportion was 5.3 per cent. The borrowings 
of cultirators from co-operative institutions amounted to Rs. 1,605 
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million, and those of non-cuUivators to Rs. 109 million. 

The problem of uneven dcvdopmem as between different parts of 
the country received close attention from the Informal Group on Insti- 
tutional Arrangements for Agricultural Credit, which included several 
leading figures of the co-operative movement and reported to the Reserve 
Bank of India (1964). The following Table, based on the Group’s 
analysis, illustrates the situation of cultivators as between different 
States: 

Table VI 

Co-operadTC Credit: CalUnlof Households, 1961-6Z 
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Proporlion of 

Loans and 
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borrowing membtrs 
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operatiie insUtu- 


cb/iharor- 

households (%) 
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housthoids (%) 


of total 

borrowing! (%) 

0) 

m 
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1. Maharashtra 

2. Gujarat 

3. Madras (Tamil Nadu) 

4. Orissa 
i. Punlah 

6. Mawya Pradesh 

7. Uttar Pradesh 

8. Andhra Pradesh 

9. Mysore (Karoataka) 

10. Jammu and Kashmir 

11. Kerala 

12. West fieneat 

13. Assam 

14. Rajasthan 

15. Bibai 

All India 


34.9 

30.3 

40.1 


22.5 
202 

25.5 
43.2 

21.6 


549 

409 

309 

27.6 

27.1 
24$ 

23.6 

21.9 

15.9 
17.8 

16.2 


The uneven rate of development of co-operation in different States is 
explained by a number of Institutional and other factors. The con- 
clusion to be drawn from a study of these factors is that for the develop- 
ment of co-operative credit along sound and promising lines, there is 
need to evolve approaches appropriate to the conditions of each State. 
This aspect was considered by the Informal Group mentioned above. 
The Group affirmed that co-op^tives wwe the best msfifafronai agency 
for providing agricultural credit- The structure and policies already 
de\’eloped could ensure adequate credit facilities for agricultural 
produ^on in areas of relaliveprogrcss such as the States of Maharashtra, 
Gujarat and Tamil Nadu. In these, with improved implementation, 
further progress could be hoped for. There were also a number of 
States which fell within an imenaediate category in which, if the 
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requisite efforts were made over a period, co-operative development on 
an adequate scale could still be secured. There was a third group of 
States in which the task of proxading agricultural credit and building 
up the necessary institutions was one of formidable dimensions. These 
included Assam, West Bengal, Bihar, Orissa, Rajasthan, Manipur and 
Tripura. WTiile the long-term approach in these areas would be in 
favour of development along co-operative h’nes, in the first phase, a 
series of remedial measures were called for. Since societies at the pri- 
mary level were generally weak and revitalization would take time, it 
would be necessary to arrange for financing of cultivators by Central 
banks directly; in some cases, even primary' societiK might have to be 
financed by banks. At the primary' level there would be need for a pro- 
longed and thorough programme of rectification and revitalization. 
At every' stage, it would be important to strengthen co-operative ad- 
ministration and leadership. The Informal Group proposed that, as a 
transitional arrangement, in the States of Assam, Bihar, Orissa, West 
Bengal and Rajasthan, agricultural credit corporations should be set up 
by the State Governments concerned under enabling legislation to be 
enacted by Parhament. Normally, the agricultural credit corporation 
should function in areas in which active co-operatives w'ere not available 
or where existing co-operatives could not be easily acti\'ized. In other 
words, areas of operation for credit corporations should be demarcated 
in advance. Being conceived of as transitional arrangements, in 
principle, the corporations should be in a position to withdraw from the 
field when the agricultural co-operative structure was able to take over 
responsibility for credit. The corporations should provide short-term 
loans for agricultural production on the basis of the crop loan system, 
conducting their operations so that, eventually, the building up of an 
effective co-operative network was facUitated. Legislation on the lines 
proposed by the Group w'as enacted in 1968. 

With the development of improved tx'pes of agriculture through 
programmes for intensive areas and for high-jielding varieties, a growing 
segment of agriculture is assuming a commercial character. As the 
estimates brought together in the Report of the AU-India Rural Credit 
Review Committee (1969) bear out, credit requirements of agriculture 
are increasing rapidly and are becoming more varied and complex. For 
some years, the need was being already felt to draw commercial banks 
into the sphere of agricultural credit, while emphasizing at the same time 
that co-operatives should be developed as the main institutional agency' 
for the provision of credit for agriculture. The issue came to a head 
in 1968 when, as part of the scheme for social control over banlang. 
the National Credit Council constituted a Study Group under the 
Chairmanship of D. R. Gadgil, on Organizational Framework 
for the Implementation of Social ObjccUves. \Wih the nationaliza- 
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tion, in August 1969, of the major commercial banks, it became possible 
to view the commercial and cooperative structures as complementary 
and mutually supporting. Eai^ structure had its strong and weak 
points. These were analyzed by the Study Group which came to the 
conclusion that commercial ba^ could help fill large gaps in the 
sphere of agricultural production credit and that the best approach to 
co-ordination between the nationalized and the co-operative banks 
would be to relate their respective contributions to the requirements of 
specific districts. Following this “area approach”, in 57 districts in the 
States of Andhra Pradesh, Karnataka, Madhya Pradesh, Haryana and 
Uttar Pradesh, financing of 2,121 co-operative societies has been en- 
trusted to commercial banks through their branch offices. Through 
standing committees at the State level and procedures drawn up by the 
Government, the Reserve Bank of India and others concerned, it is 
hoped to ensure the necessary co-ordination, and to facilitate the opera- 
tions of commercial banks without cutting the ground from under the 


co-operative sj’stem. The working of these and related arrangements 
will need to be observed carefully, for, essential as it is to m«t the credit 
gap, it has to be remembered that there is in the existing circumstances 
a marked bias in favour of better-placed farmers and the more favour- 
ably situated regions and areas and that, without strong pressures 
contrary direction, this bias is likely to be further strengihened. 
possibility that over a period co-operatives may come to be regarded 
increasingly as agencies designed to serve the weaker sertions 
cultivators rather than the rural community as a whole will haw to be 
guarded against. Likewise, there will be need for vigilance lest co- 
operatives come to identify themselves with the viable an t ® * 

and upper group of fanners and seek to tom over to new re i a i 
finance agencies the requirements of the petty farmer, t e enan , 


artisan and the landless farmer, 

The progress and efifectiveness of co-operative credit toges lar^y 
on steps taken to link credit with marketing. . 
advance has been made and progress, specially m a 
Tamil Nadu, can be described as notable, in the ^^tu^ry 
whole, the link between credit and 

esublished. Thus, in recent years th^ has bem htUe societia 

in the proportion of primary sorielics affiliated o m . ^ Ij’ 

or in the proportion of short and medium-term 
credit societies recovered through sale proceeds. In -e-jively at 

cultural year, such as 1964-65. 

60 and 30 per cent. Marketing of produce thro ^ jj ij 

essential element in a system of producuon-onen . recovered 

,ne„ly for loL advanced by ^ 

through such sales. Indeed, the aim must be that, besiaes 
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coveries, co-operative marketing should become the normal mode of 
sale for all agricultural produce. The direct and indirect benefits of 
strengthening co-operative marketing are of consequence equally for the 
cultivator and the national economy as a whole. The details of the 
action required are already well established, and the essential question 
is one of effective implementation. 

V. Co-operative Marketing and Processing 

The principle of State partnership in co-operatives has been an im- 
portant factor in the expansion of co-operative marketing. Nearly 
three-fourths of primary co-operatives are at present organized on this 
basis. Co-operative marketing societies are now able to assume expand- 
ing functions in the context of State trading, in the procurement opera- 
tions of the Food Corporation of India, and in developing exports of 
commercial crops. In States in which the Food Corporation of India 
has been appointed as the sole procuring agent on behalf of the Govern- 
ment, as a rule, co-operatives are utilized as sub-agents side by side with 
private agencies. In Maharashtra, Karnataka, Assam, Tamil Nadu, 
Punjab, Kerala and Gujarat, co-operatives are used as the only pur- 
chase agency for Government either in specified areas or in relation to 
specified crops. In inter-State trade and in the export of products like 
banana, copra, oil-cakes, onions, fruits and vegetables, marketing co- 
operatives are beginning to participate on a growing scale. 

Reference has been made earlier to agricultural business transacted 
by marketing co-operatives. In the distribution of fertilizers and other 
agricultural requisites, the earlier trend to enlarge the scope of co-opera- 
tives has been recently reversed to an extent, specially for fertilizers. 
In 1969-70, co-operatives distributed fertilizers to the tune of Rs. 2,325 
milUon. Beginning in 1966-67 with an option to fertilizer factories 
to sell 30 per cent - of their output in the free market, the concession 
has now been extended to their entire production if they so choose. 
The emphasis in public policy has shifted, consequently, from assuring 
a clear-cut area of opportunity through supply of adequate credit and 
other support to enabling co-operatives to compete on more or less 
even terms with private trade. It is yet early to judge the results of 
this change of policy. 

Marketing and distribution operations on any considerable scale 
involve problems of organization and management whose importance 
has been fully recognized. A committee on Co-operative Marketing, 
which reported in 1966, recommended a three-tier structure in marketing 
co-operatives, with the apex society at the State level, primary marketing 
societies at the level of the local market, and branches of the apex 
marketing society at district or regional level. To assist changes along 
these lines, it has been proposed that, where felcrations already exist 
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at the district level, as part of athre©-tier structure, they should ^adually 
divest themselves of those functions which fall properly within the pur- 
view of primary marketing societies. 

Marketing, distribution and supply constitute a connected set of 
activities, and it is considered desirable that these should be combined 
within the same co-nperatlve. In some areas, where particular crops 
predominate, there is scope for marketing societies dealing with indi- 
vidual Commodities, but, frequently, in view of the scale of business and 
the economies available, the interests of co-operative development are 
better served through general marketing co-operatives. 

The contribution which co-operative processing could make to the 
strengthening of marketing facilities and adoption of improved and 
scientific methods in agriculture is best illustrated by the growth of co- 
operative sugar factories, to which reference has been made earlier. 
From the production of sugar, co-operative processing has now extended 
to the manuacture of by-products like alcohol, and recently licences have 
been given to co-operative uiuts for the manufacture of newsprint and 
paper from bagasse. 

In the expansion of processing in branches of industry other than 
sugar, there has been a fair amount of development in the co-operative 
sector over the past decade, but the growth has been generally less 
satisfactorily planned and supported and has been somewhat sporadic. 

The emergence of an industrial sector In the co-operative movement 
has inevitably brought up problems of organization and management 
similar to industry in general. Foremost among these is the question 
of efficiency in management, training and employment of managerial 
cadres, planning of projects, finance and profitability of individual enter- 
prises, and conditions for the effective utilization of available capacities. 
In May 1967, a National Institute of Co-operative Management was 
established for providing basic training in management to co-operative 
personnel. The practical working of co-operative Industrial establish- 
ments has reinforced the view that co-operation must succeed in its"! 
business aspects if It is to fulfil its role as a movement deriving substantial 
local support within each region. The various problems which need 
to be resolved in this connection were reviewed in 1961 by a committee 
on Co-operative processing and, in 1968, by an expert committee on 
financing of co-operative processing. 

VI. Consumer Co-operatives 

In several countries, consumer co-operatives account for one-fifth or 
more of the total volume of business in the distribution of consumer 
goods and serve both urban and rural areas. They are, thus, able to 
act as a check on private traders in pri« and quality and, in turn, they 
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are themselves compelled to observe higli standards of efficiency. In 
essential commodities of daily use, their role is invariably much larger 
than in Iuxurj% semi-luxury or branded products. In this sense, in 
India, consumer co-operation has yet to become a really significant 
movement. During the Second World War, with a view to participa- 
ting in the distribution of articles whose prices were sought to be con- 
trolled by the Government, numerous primary stores were set up. In 
1951-52, there w'ere 9,757 primary stores with a membership of 1.85 
million and a total business of Rs. 820 million. The numbers fell until, 
in 1957-58, there were 6,435 stores with less than 1.4 million members 
and a total business of Rs. 230 million. Of these, only a third were 
running at profit. The original Third Plan targets were modest, 
providing for the formation of 50 wholesale and 2,200 primaiy' stores. 
However, following the emergency in 1962, with a view to the distribu-’ 
tion of essential consumer goods at reasonable prices, countering price 
increases and protecting the public interest, an expanded programme 
was taken in hand. 

In June 1966, following the devaluation of the rupee, when infla- 
tionarj' pressures were likely to become more intense, the Cenral Govern- 
ment sponsored a new programme, which included the setting up of 101 
additional wholesale stores, 2,000 primary stores and 43 department 
stores. It was envisaged that, over a period, all districts with an urban 
population of 50,000 or more should come to possess wholesale co- 
operative stores of their own and, further, that department stores should 
be established in all cities with a population of 100,000 or more. Be- 
sides consumer co-operatives in towns and cities, under schemes spon- 
sored by the Ministries concerned, there were in 1967-68, 2,236 primary 
consumer co-operative stores in industrial undertakings employing 300 
workers or more, and 426 consiuner co-operatives organized by workers 
on the railways, and 13 among coal and mica workers. Beginnings 
have also been made in the organization of consumer co-operatives for 
Central and State Government employees and at university centres. 
For the rural areas, a modest start was made in 1963 with retail distribu- 
tion by co-operative marketing societies at the centres at which they 
fimctioned, distribution in the wllages being done through semcc co- 
operatives affifiated to them. Thus far, the impetus for the setting up 
of consumer co-opeatives has come mainly from the Government in the 
shape of assistance towards share capital, grants for fittings, fixtures, 
godowns and vehicles, and managerial subsidies, ^\^lile there cannot 
j'et be said to be an independent consumers’ co-operative movement 
functioning on a country-wide basis, conditions are ripe for the grov.Th 
of such a movement, and efibrts have been and arc being made to solve 
some of the practical, financial, management and supply problems of 
consumer stores, to provide for super%'ision and inspection, to enlarge 
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the size of co-operative stores, and to diversify the range of business. 
With effective and sustained support from the Central and State Govern- 
ments and from civic agencies, it is now possible to achieve growth on 
a large scale. It is clear from the experience of recent years that, in the 
distribution of essential commodities, unless efficient management, 
adequate training, careful selection of personnel, financial resources, 
and appropriate state policies are combined, the consumer’s co-operative 
movement will not gain the strength needed to stand on its own. In 
a market economy, in which private industry already holds a high pro- 
portion of current resources and business, consumer co-operatives face an 
Uphill task. While they can benefit from economic growth at the 
national and re^onal level and, in a measure, from public support, it is 
yet essential that they develop greater operational efficiency. 


Vn. Co-operatire Faraung 

India’s Fourth Five Year Plan for the period 1969-74 has the following 
to say on co-operative fanning in Its chapter on Approach and Policy: 
“Co-operative fanmng, on a voluntary basis, has been officially 
accepted as the way out (in tackling the problem of full and proper 
utilization of the land surface). However, so far no substantial 
progress has been made. Problems of motivation and organization 
met with in this approach have not yet been successfuUy solved on 
any significant scale. Moreover, it has not been sponsored actively 
enough by any large group or body of opinion within the country. 
Therefore, except for continuing the present schraes of encourage- 
ment of co-operative fanning it has not been possible to propose any 
additional programmes in this plan. 

This statement is a far cry from the views advanced in *’ 

and more specially in the Second Plan (1956-61) and m the Third 

(1961-66). Whatever the hesitations in official pohey at the present 

time, the inherent situation of the landless labourer, t e enan i 
vator and the small and petty peasant can be expwted to cornel 
measure of rethinking over the next few years m the approach to co- 
operative fanmng. Therefore, recognizing the practical ° 

implementation wtuch have been learnt ovit *hc 
pitfalls and limitations which doubtless abound, j 

tions of objectives and approach constitute a more epen * 

to public policy than those recently advanced ^^^e appar^ ne^ of 
the role and significance of farm co-operatj>es m the current phase 

‘‘ta'SStatement, of poliej. 

as a major line of advance in the reconstruction o 

so that small peasants, landless agricultural labourers 



184 


THE GAZETTEER OF INDIA 


cultivating as tenants may find equal opportunity in an expanding and 
increasingly diversified economy. The goal accepted in the Second 
Plan and maintained in the Third Plan and reiterated somewhat less 
clearly in the Draft Outline for the period 1966-1971, which was presented 
in 1966, is that, over a period, a substantial proportion of the agricultural 
lands of India should come to be cultivated along co-operative lines. 
It was stressed, first, that measures of land reform and, in particular, the 
application of ceilings and the reduction of large disparities in the owner- 
ship of land would yield adequate benefits only if they were followed by 
greater co-operation in agricultural production. Secondly, while pro- 
viding for aid and guidance from Government and institutional agencies, 
the growth of co-operative farming was visualized as a movement in the 
interest of the mass of the rural community, pursued mainly through 
their own leadership and voluntary effort. Thirdly, within the scheme 
of land reform, individual rights in land were to be fully assured and 
provided for in terms of an additional dividend over and above the 
income derived from work. It was realized that there are important 
technical and organizational problems and, to their solution as well as to 
the training of personnel, the utmost attention must be given. Tlic 
emphasis, therefore, was on sound rather than on spectacular develop- 
ment. 

How'ever important its potential role, even under favourable conditions, 
co-operative farming is a difficult movement to succeed. Large 
and middle farmers are instinctively sceptical of its consequences and 
small peasants arc also not easily convinced that the movement w'ould be 
to their advantage. The existing balance of power in the rural community, 
which recent developments have tended to accentuate, runs strongly 
against the growth of co-operative farming. Case studies of co-opera- 
tis'e farming experience undertaken over several years have brought 
out the fact that if co-operative farming societies are formed by groups 
of persons with a view mainly to receiving certain benefits or evading 
agrarian legislation, evil practices easily creep into them, and the genuine 
cause suffers grievously. Notwithstanding all the difficulties, the 
Committee of Direction on Co-operative Farming headed by 
D. R. Gadgil, which reported in September 1965, obsened as follows: 
"Our suiwey and the case studies reveal notable progress in respect 
of some pilot as well as non-pilot societies and, at the same time, 
considerable failures. The areas of success have been those in wlucli 
there was a conjuncture of favourable circumstances. It is obvious that 
having discovered these areas special attention must be paid to conserva- 
tion of results achieved and utilization of the favourable climate for 
further planned progress. V/e have found that the crucial clemcnt.s 
were non-official leadership, support of co-bperative institutions and 
intelligent operation of governmental agencies." 
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it is hardly possible to develop or cultivate these lands on a reason- 
able cost. 


Other Uncultivated Lands excloding Fallow Lands 

(a) Cnltnrable Waste ; These include lands available for cultiva- 
tion whether or not taken up for cultivation or abandoned after a few 
years for one reason or another. Such land may cither be fallow or 
Covered with shurbs or jungles which are not put to any use. Land 
Once cultivated, hut not cultivated for five years in succession is 
included in this category. It is a sort of residual class which 
includes all uncultivated lands not accounted for by any other class. 
Over 6 million hectares of land have been taken out of this category. 
It is a potential area for cultivation, though it would be a misnomer to 
describe that all the land under this category is ‘culturable’. A Waste 
Land Survey Committee went into this matter in 1959 and studied 
the position for 7 importBnt States in the country. Land available for 
cultivation in holdings over 100 hectares was estimated by the 
Committee ^at 4,50,000 hectares. Another survey for locating 
cuUurable waste lands in smaller blocks was taken up during the 
Third Plan. An additional area of 2.2 million hectares has been 
located which will he available for cultivation in the coming five 
years. 

(b) Permanent Pastures and otber Grazing Lands : These include all 

grazing lands, whether they are permanent pastures or meadows. 
The common land— sAumfor— in (he villages and grazing land in the 
forest area, are included under this head. These lands have tende'ef 
to increase during the last one and a half decades, partly because in 
certain states there is a legal provision to maintain a miaimuffl-area 
for grazing cattle. The increase has been particularly noticeable in 
Maharashtra and Gujarat. ' ^ 

(c) Innd under Miscellaneous Tree Crops, etc : All the cultuiable 
land put to some agricultural use, but not included under net area 
sown is included uuder this bead. Lands under thatching grass, 
bamboo bushes and other grove trees for fuel etc., which are not 
included under (a) or (b), are placed in this category. Land under 
this category has decreased from 19.8 million hectares in 1950-51 to 
only 4.1 million hectares in 1968-69. 

Fallow Lands : Tlus category can be divided into two sub-groups : 
(a) fallow lands otber than current fallows, and (b) current fallows. 

(a) Fallow Lands otber than Current Fallows : This includes lands 
which were taken up for cultivation, but are temporarily out of 
cultivation for a period of not less than one year and not more than 
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five years. The causes for such lands going out of cultivation 
may be : 

1. Inability of farmers to cultivate for lack of means. 

2. Inadequate irrigation facilities. 

3. Unsuitable climate. 

4. Unrcmunerative nature of farming. 

About 7 per cent of the total geographical area of the country is 
still constituted as fallow land, though it was considerably reduced 
from 28.1 million hectares in 1950-51 to 20.8 million hectares in 

1967- 68. There was an increase of 2.2 million hectares during 

1968- 69 which was primarily due to bad weather conditions. Poor 
fertility is the major cause for land becoming fallow and much of it, 
in course of time, may be added to the category of ‘cultivable 
waste’. 

(b) Current Fallows : This class comprises cropped areas which 
arc kept fallow during the current year. For c.xample, if any planted 
area in the last season is not cropped again in the year reported, it is 
treated as current fallow. There is, however, a close link between 
the fallow land and the net area sown, since there are frequent 
shift-overs from one to the other. Good and timely rainfall, 
weather conditions, prices, political stability, security of tenure and 
tenancy conditions help in increasing the area sown. 

Net Area Sown : It is the actual physical area under crops and 
orchards. Areas cropped more than once arc counted only once in 
this categor}'. This area has steadily increased from 118.7 million 
hectares in 1950-51 to 139.7 million hectares in 1967-68 (Table V). 
This addition has been possible because of land reclamation opera- 
tions, reduction in fallow lands and appreciable decline in culturablc 
waste, as a result of virgin lands coming under cultivation on account 
of new irrigation projects, adoption of soil conservation measures, etc. 
It is quite possible that net sowm area may continue to increase as a 
result of the operation of these factors. Assuming that annual net 
sown area is of the order of a million hectares, it can be estimated 
that there is in the country’ today an area of about 143 million 
hectares as net sown which will constitute about 43 per cent of the 
total geographical area in the country. 

India today is perhaps one of those cc-untries where arable land 
under permanent crops constitute the ma.xiraum proportion of the 
total area in the country'. During the year 1967, area under this 
classification in India was as much as 50 per cent against a figure of 
32.2 per cent for Yugoslavia, 30.3 per cent for the United Kingdom. 
29.8 per cent for Pakistan, and as low a figure as 4.3 per cent for 
Canada and 5.4 per cent for .-Xustralia (Table VI). 




(a) Grosi sown area 

(b) Net sown area 

(c) Area sown nwe than once (aUb) 


Tadlh VI 

Land Utilization -Selected Countries of the World 
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Area Sown more than once : This represents that portion of the 
net sown area on which two or more crops are grown during the 
period of one agriculture year. With the introduction of high 
yielding varieties and the programme of multiple cropping, there is 
likely to be an appreciable increase in the area under this category'. 
During the period 1950-51 to 1967-68 there was an increase of nearly 
10 million hectares. During 1950-51 it was only 13.2 million 
hectares. The present trend is not to give any vacation to the land. 
Raising three or even four crops in a year is a sound farming 
practice. Intensive use of land is nothing new to the farming world. 
Farmers of Taiwan make every 40 hectares work for about 72 
hectares in a year, those of South Korea about 61 hectares and Japan 
about 48.5 hectares. 

The Indian Agricultural Research Institute, New Delhi, has taken 
four crops— moong, maize, potato and wheat — under scientifle mana- 
gement. In 1969-70, a total hectare yield of 15.2 tonnes was obtained 
in 355 days. This works out to 42.8 kg. per day per hectare. 
These yields are roughly five times more than those obtained in 1940 
in fallow-wheat sequence and three times more than from maize- 
wheat rotation in 1950, 

Plant breeders have evolved short duration and photo-insensitive 
dwarf varieties. Rice, wheat, maize, bajra, pulses, potatoes and 
several other crops have been improved this way. They can now be 
raised in non-traditional seasons. For instance, the relay cropping 
of Moorig Baisakhi sown in summer instead of in monsoon yields 10 
quintals a hectare though the traditional monsoon sown mootig yields 
only 2.5 quintals. In the following rabi. a hybrid or a composite 
maize can be grown instead of in kharif. This maize will yield about 
73 quintals of grain. This can be followed by Sharbati Somra wheat 
giving about 86,5 quintals. One advantage of relay cropping is that 
it cuts tillage operations down. 

IV. Irrigation 

Plants require moisture during germination, grov.th and forma- 
tion of fruits. Most annual plants cease to need moisture towards 
the end of their life cycle, when they wither and dry' away. Peren- 
nial tree crops need moisture throughout their life. Crops can be 
grov^Ti without soil, but not without water. 

Human efforts to fight nature’s niggardliness in the supply of 
water to agriculture takes the form of irrigation in the first attempt. 
A major function of irrigation is to raiticatc the impact of irregular, 
uneven and inadequate rainfall with wide fluctuations from year to 
year. It averts .serious famine and semi-famine conditions. It also 
supplements supply of rain water, particularly in a country like 
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India where rainfall is concentrated in most regions in the monsoon 
months of June to September (Table VII). This additional supply of 
water makes possible harvesting of two or three crops or cultivation 
of crops requiring perennial water supply. Irrigation has assumed 
increasing significance under Indian agriculture in the context of the 
new technology where high yielding varieties and multiple cropping 
patterns are being adopted. 

In most parts of India, moisture is a great limiting factor in the 
successful raising of crops. For successful farming, irrigation is, 
therefore, necessary in one form or the other in all parts of the 
country where the mean annual rainfall is less than 75 cm. It is 
indispensable for the economical use of land. When irrigation is 
provided, both land and labour can be put to profitable use through- 
out the year; crop yields can also be doubled and money return 
increased by growing valuable cash crops. 

Irrigation has been practised by man for several millennia. 
Perhaps the earliest irrigation started in Egypt on the river Nile, and 
there are indications of Irrigation as early as 5000 B.C. There is 
evidence of a masonry dani having been constructed across the 
Nile in about the year 4000 B.C. From the numerous references 
avadable, the use of artificial Irrigation in India can be traced to as 
early a period as the fourth millenium B.C. In the Vedas, the 
earliest sacred books of the Aryans, mention is made of wells. 
Canals and dams. 

During the excavation by the Archaeological Sur^’ey of India at 
Besnagar near Bhilsa in Gwalior, remains of an old irrigation canal 
which is supposed to have existed there during the third century B.C. 
Or probably earlier were exhumed. Similarly, there is a notable 
example of the construction of the Grand Anicut across the Cauvery 
about the second century A-D. which was remodelled by the British 
during the 19th century. 

Some of the existing canal systems are also believed to be centu- 
ries old. Archaeological excavations in cities of Harappa and 
Mobanjodaro have revealed indications of existence of canals dating 
as far back as 1,500 B.C Probably, these canals supplied water to 
serve botb the ptseposes, to supplement sapply of taonsoon fvatef and 
also to fight arid and semi-arid conditions. Importance of irrigation 
as a source of artificial water supply was thus understood long ago. 
Duringthcsecondhalfof 19th century, frequent and severe famines 
compelled the Government to consider seriously major extension of 
irrigation water supply. In pursuance of this objective an Irrigation 
Commission was appointed in 1901. Its Report became available in 
1905. The Commission, for the first time, studied the irrigation 
potential for extensive areas of several river basins, indicated their 
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Table VII 

Region-wise Actual Rainfall— 1970-71 


(Centimetres) 


Rainfall Region 

June 1st to 
September 30 
1970 

Jime 1970 

to 

May 1971 

2 as % of 3 

(I) 

(2) 

(2) 

W 

Bay Islands 

1,511 

3,060 

49.4 

North Assam (includiDg NEFA) 

1,569 

2,102 

74.6 

South Assam (including Nagaland, 




Manipur and Tripura) 

1,495 

2,425 

61.6 

Sub-Himalayan, West Bengal 

2,230 

2,730 

81.7 

Gangetic West Bengal 

1,267 

1.890 

67.0 

Orissa 

1,129 

1,477 

76.4 

Bihar Plateau 

1,044 

1,379 

75.7 

Bihar Plains 

944 

1,171 

80.6 

Uttar Pradesh, East 

L075 

1,309 

82.1 

Haryana (including Chandigarh & 




Delhi) 

627 

782 

80.2 

Punjab 

525 

676 

85.1 

Himachal Pradesh 

1,176 

1,482 

79.4 

Jammu and Kashmir 

423 

563 

75.1- 

Rajasthan, W'est 

310 

358 

86.6 

Rajasthan, East 

739 

803 

92.0 

Madhya Pradesh, West 

1,089 

1,136 

95.9 

Madhya Pradesh, East 

1,335 

1,506 

88.6 

Gujarat region (including Daman, 




Dadra & Nagar Havcli) 

1,173 

1,188 

98.7 

Saurashtra &. Kutch (including Diu) 

829 

844 

98.2 

Konkan (including Goa) 

2,681 

2,764 

97.0 

Madhya Maharashtra 

541 

677 

79.9 

Marathvsada 

895 

1,001 

89.4 

Vidarbba 

1.167 

1.271 

91.8 

Coastal Andhra Pradesh 

617 

1,022 

60.4 

Tclangana 

9S1 

1. 150 

85.3 

Rayalasccma 

525 

775 

67.7 

Tamil Nadu (including Pondicherry) 

285 

938 

30.4 

Coastal Mysore 

3.963 

4.466 

88.7 

Interior Mj-sore, North 

696 

892 

78.0 

Interior Mysore, South 

300 

728 

45.3 

Kerala 

1,609 

2,734 

58.9 

Arabian Sea Islands 

1.214 

1,840 

66.0 
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relative importance and laid down the principles governing investment 
in irrigation. During the following three decades major irrigation 
works were constructed. The Government, however, adopted a classi- 
fication of irrigation works which led it to give preference to irriga- 
tion in regions where it would play a dominant role in extending 
cultivation. This policy resulted in restricting extension of irrigation 
and in concentrating the benefits to selected areas. 

The Government classified irrigation works as ; (i) productive, and 
(ii) protective. All works which did not yield revenue enough to 
meet interest charges after deducting cost were classed protective and 
only limited resources were committed to them. Studies of irrigation 
during the last two decades emphasized the indirect social benefits in 
the form of increased incomes, employment and foreign exchange 
earnings, with the result that the old classification was dropped and 
only the administrative classification of (i) major and medium, and 
fii) minor irrigation works, was adopted. Upto the year 1964, the 
Plan schemes costing upto Rs. 10 lakhs were called minor schemes : 
the ceiling has since been raised to Rs. IS lakhs. Schemes costing 
upto Rs. 5 crores are desginated as medium nod those over Rs. S 
crores as major ones. 

Irrigation Potential : No scientific hydrographic study of India’s 
water resonrees has so far been undertaken, ^ugh estimates have 
been made from time to time which provide only a broad and appro, 
ximate basis of launching irrigation schemes. In 1903, the Irrigation 
Commission estimated that the river water resources of the country 
were of the order of 145 million hectare metres. Tn 1949, a study 
estimated that the surface flow of water in the country was about 169 
million hectare metres. But owing to physiograpbical conditions of 
the county, only one-third of this surface flow or about 561 million 
hectare metres could alone be used for irrigation purposes and about 
45 million hectares could be irri^tcd. Since there is a good deal of 
confusion about the data on irrigation potential, periodical surveys 
in this respect are likely to be undertaken soon. 

Surface Water J The average aunual surface water resources of 
India are now placed at a total of about 168 million hectare metres. 
Of this, only about 56 million hectare metres can be used for irriga- 
tion on account of physiograpbical conditions. Upto 1951, 9.5 mil- . 
lion hectare metres or about one-sixth of the usable flow had been 
utilized. By the end of the Third Plan, the volume of utilization in- 
creased to 18.5 million hectare metres or nearly one-third of total 
availability. It is estimated that during 1966 — 69, the utilization is 
estimated to have increased by another 2 milUon hectare metres. It 
is proposed, during the Fourth Flan, to bring about an additional 
utilization of 5 million hectare metres under major, medium, and 
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minor schemes, bringing the total utilization to 25.5 million hectare 
metres or 46 per cent of the usuable flow. 

The ultimate area that can be irrigated from major, medium and 
minor schemes (excluding groundwater) by using 56 million hectare 
metres of water has been assessed at 60 million hectares.* Further, 
more intensive investigations in different States might indeed reveal 
that this figure is somewhat on the low side. For the present, hov.’- 
ever, the country’s irrigation potential may be placed at 45 million 
hectares through major and medium irrigation and 15 million hectares 
through minor irrigation. At the beginning of the First Plan, irriga- 
tion from major and medium works was 9.7 million hectares and 
from minor, 6.4 million hectares. The potential expected to be c?eat- 
cd by 1968-69 from major and medium schemes is 18.6 million hecta- 
res and from minor schemes 8'I million hectares. The balance of 
potential that can be created is 26 million hectares through major 
and medium schemes and about 7 million hectares through minor 
schemes. 

Gronndiratcr : It is estimated that about 22 million hectare 
metres of groundwater can be exploited for irrigation purposes to 
seiA’e 22 million hectares. At the beginning of the First Plan, 6.5 
million hectares had been developed. This increased to 8.2 million 
hectares at the beginning of the Third Plan. It is expected to reach 
10,9 million hectares by 1968-69 leaving a balance of about 11 million 
hectares (Table VIII), 

There is a need to re-examine the underground w’ater resources 
also. Thus the Indo-Ganga plains are known to be several thousand 
metres deep and the entire plains are thus capable of being covered 
by conventional wells or tube-wells for irrigation purposes. The total 
cropped area of the Punjab, Haiyana, Uttar Pradesh and Bihar alone 
is around 60 million hectares. Then there are large coastal areas of 
Andhra Pradesh and Tamil Nadu and huge areas of Madhya Pra- 
desh, Maharashtra, Gujarat, etc., which can also be irrigated with the 
help of underground water. The available figures may thus turn out 
to be a gross under estimate when a careful study is made. 

Progress of Irrigation : A characteristic feature of the Indian irri- 
gation system is that quite a significant part of it is State-operated. 
There has been considerable progress in the construction of State 
canals and tube-wells in the last and present centuiy. However, the 
area irrigated by minor works such as wells and tanks still predomi- 
nates in the total irrigated area in the countrj’ which exceeds that in 
any other part of the world. 

*A1! irrisition potential and utilication figures mcnlio.ncd in this chapter 
refer to gross areas. 
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Note ; In the case of minor irrigation, utilization has been assumed to be the same as potential, as actual utilization 
figures are not available. 

Source : Fourth Five Year Plan, 1969*74, p. 247. 
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Irrigation practices in the country can be traced to the prehisto- 
ric period although substantial development took place only during 
the nineteenth century. The pace has further been accelerated during 
the era of development planning. Irrigated area increased from 
about less than a million hectares in 1800 to about 22.6 million hecta- 
res in 1950-51 on the eve of the First Plan. 

India embarked on planned economy in 1951. Although during 
the years after the Second World War some reconstruction schemes 
in irrigation were taken up for construction, a dynamic policy for 
irrigation can be said to have started only with the initiation of the 
First Plan in 1951. The irrigation development programmes assum- 
ed vital importance with the introduction of multi-purpose schemes 
which combined generation of power with irrigation. 

Formerly, the irrigation canals were mostly inundation ones. With 
the arrangements for acquaducts, water lifts and multi-stage diversion 
dams, the benefits of irrigation could be made available to areas with 
varying ground elevations. Generation of power together with canal 
irrigation, reduced the cost of irrigations and some works which were 
considered non-paying, became remunerative. There is an addition 
of nearly 50 per cent in the irrigated area during a period of 17 years 
from the beginning of the First Five Year Plan (Table DC). This shows 
that the progress made in a short period of 17 years is roughly equal 
to half of what could be achieved during a period of one and a half 
entury. 

While the total area under canals has increased only by about 
25 per cent, major improvements have taken place in the area under 
wells. Tube-wells which were more or less non-existant on the eve 
of the First Five Year Plan, provided irrigation for an area of over 
2 million hectares during 1967-68. There has been a phenomenal 
increase in this area since then. 

The popular demand for groundwater'sehemes, namely, dug-wells, 
tube-wells and pump sets have been given priority in the past few 
years as these works provide the nuclei for high yielding varieties, not 
only in dry areas but also in the canal irrigated areas (the canal supp- 
ly alone being inadequate for meeting the time bound requirements 
for irrigation of the high yielding varieties). During 1970-71, about 
2.65 lakh electric pump sets, 1 lakh private tube-wells and 1,000 State 
tube-wells were to be installed. This would mark an advance 
over the achievement in the previous year, which amounted to instal- 
lation of about 2.6 lakh electric pump sets, 90,000 private tube-wells 
and 800 deep tube-wells. In addition, about 1.70 lakh dug-w'ells were 
to be constructed during 1970-71. 

So far, initial scrutiny from the hydro-geological angle of the 
groundwater schemes on an area basis has been carried out only 
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in respect of schemes refinanced by the Agricultural Refinance 
Corporation. It has been suggested to the State Governments that 
such scrutiny should also be exercised in the case of schemes financed 
by Land Development Banks, Central Co-operative Banks and 
Commercial Banks under their normal programme. Further, the 
States have been asked to provide boring and drilling facilities to the 
cultivators on commercial lines. 

Central Groundwater Board : The expansion of groundwater 
development programme called for intensive coordinated efforts for 
scientific groundwater investigations. An important step in this direc- 
tion was the creation of the Central Groundwater Board in place of 
the Exploratory Tube-wells Organization which had been carrying out 
groundwater exploration for the last 15 years. While the Board will 
continue to undertake deep drilling wherever it is considered neces- 
sary for exploratory purposes, its primary function now onwards will 
be to conduct resource evaluation studies in representative areas with 
a view to establishing the limit of safe pumping. The Board will also 
extend its exploratory activities in hard rock areas. A survey project 
is being taken up by the Board with the assistance of Canadian Inter- 
national Development Authority in the hard rock areas of Andhra 
Pradesh. A few more projects are planned to be taken up in other 
hard rock areas in Maharashtra, Madhya Pradesh and Karnataka. 

A project for water resource evaluation of the Narmada Basin is 
also to be taken up shortly. 

Groundwater Organizations in the States : The sharp expansion 
of groundwater development has called for commensurate organiza- 
tional efforts. If the States are to take full advantage of the unpre- 
cedented opportunities opened up for financing their groundwater 
development programme, they would have to strengthen immediately 
their groundwater organizations so as to ensure that not only compact 
area schemes are drawm up on the basis of scientific hydro-geological 
data but that such schemes are also sanctioned and implemented 
expeditiously. 

Autonomous Tube-well Corporations : There are certain areas in 
the country' where groundwater is available only at very great depths 
upto 300 meters and more in some cases— and can therefore be tapped 
only at a considerable expense. Also, there arc several locations 
where larger river pumping schemes would be far more economical 
than individual installations. The development of irrigation in such 
areas as well as in areas where large size community works arc needed 
to cater to the needs of small farmers, can perhaps best be done by 
autonomous corporations. Tlicsc corporations can mobilize institu- 
tional finances for financing their new additional programmes. 
Haryana, Punjab and Gujarat have already set up such corporations. 
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Gronndvfater Legislation : Considering the situation emerging as 
a result of the spectacular expansion of groundwater in recent years, 
the Conference of Commissioners of Agricultural Production 1969, 
strongly recommended that the Government of India should formu- 
late and circulate a model bill for control and regulation of [ground- 
water. A model bill has been circulated to the States for passing 
suitable legislation. 

Irrigated Area : The latest available data for 1967-68 indicate that 
gross irrigated area in the country has increased by 46.8 per cent and 
the percentage of the irrigated area to gross cultivated areas has in- 
creased from 17.1 to 20.3 percent during the period 1950-51 to 1967-68 
(Table X). Recently there has actually been a good deal of emphasis on 
minor irrigation as a result of the implementation of the new strategy 
for agriculture. During the Fourth Plan period, an additional 12.54 
lakh tube-wells and pump sets arc likely to be energized bringing the 
total figure to well over 23‘37 lakhs as against 5’13 lakhs at the end 
of the Third Plan. In Tamil Nadu alone, 5.5 lakh irrigation wells 
representing over oae-third of the total number of wells in the country 
and providing irrigation for over 640,000 hectares have already been 
connected to power. The Electricity Board proposes to energize, on 
an average 60 thousand pump sets each year. 

About 2 million hectares of additional irrigation potential created 
under major and medium irrigation projects in the country remains 
unutilized for one or the other reason. As against 9.7 million hectares 
of irrigation potential achieved under the Plans upto 1969*70, the 
potential actually utilized is stated to be only about 7.9 million- 
hectares. 

With regard to the distribution of irrigated area, as much as 63.6 
per cent of the total cropped area in the Punjab was irrigated during 
1967*68. The corresponding figures for Tamil Nadu, Jammu and 
Kashmir, Andhra Pradesh and Uttar Pradesh were 47.5 per cent, 
37.2 per cent, 31.0 per cent and 28.0 per cent respectively. Madhya 
Pradesh and Maharashtra with 5.9 per cent and 7.7 per cent respecti- 
vely are at the end of the list of irrigated area . From among all the 
States, Madhya Pcadesh was the only ooft whew the share of gtoss 
irrigated in the total cropped area remained unchanged at 5.9 per cent 
during the planned period of 17 years. 

In the increase in the gross irrigated area during this period, 
Punjab tops the list with an increase of 253.2 per cent followed by 
Gujarat with 224.7 per cent, Haryana 176.8 per cent and Karnataka by 
as much as 97.5 per cent. Orissa with 10.8 per cent increase is the 
lowest on record and next comes Assam with 12.9 per cent followed 
by Jammu and Kashmir with 14.4 per cent increase (Table XIJ. 
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TABDE X 

All-India Irrigated Area and Total Area Under Crops 

(’000 Hectares) 


All-India 1950-51 1960-61 1964-65 1967-68 


(1) Rice 

Total area 
Irrigated area 
% Irrigated 

Share of the total irrigated 
area 

(2) Jowar 
Total area 
Irrigated area 

% Irrigated 

Share of the total irrigated 
area 

(3) Wheat 
Total area 
Irrigated area 

% Irrigated 

Share of the total irrigated 
area 

(4) Other Cereals 
Total area 
Irrigated area 
% Irrigated , . 
Share of the total imgated 
area 

(5) Pulses 

Total area 
Irrigated area 
% Irrigated , . . , , 

Share of the total imgated 
area 

(6) Total Foodgrains 
Total area 
Irrigated area 
% Irrigated . 

Share of the total imgated 
area 

(7) Cotton 
Total area 
Irrigated area 
% Irrigated 

Share of the total imgated 
area 

(8) Ground-nut 
Total area 
Irrigated area 

% Irrigated 

(9) Sugar-cane 
Total area 
Irrigated area 

% Irrigated] , . . . ^ 

Share of the total imgated 
area 

(10) Total 
Total area 
Irrigated area 
% Tm' gated 


31.056 

9,844 

31.7 

34,056 

12,523 

36.8 

36,359 

13,556 

37.3 

35,983 

13,861 

38.5 

43.6 

44.7 

44.2 

41.8 

15,554 

473 

3.0 

18,426 

655 

3.6 

18,023 

680 

3.8 

17,902 

707 

3.9 

2.1 

2.3 

2.2 

2.1 

10,010 

3,256 

32.5 

12,931 

4,233 

327 

13,453 

4,945 

36 8 

14,854 

6,457 

43.5 

14.4 

15.1 

16.1 

19.5 

5,576 

248 

4.4 

4,997 

113 

2.3 

4,803 

108 

2.2 

5,075 

199 

Z3 

1.1 

0.4 

0.3 

0.4 

2,228 

11 

0.5 

2,429 

12 

0.5 

2,560 
. 14 
0.6 

2,654 

12 

0.5 

0.1 

0.04 

0.1 

0.04 

101,196 

18,317 

18.1 

115,564 

22,055 

19.1 

118,419 

23,443 

20.2 

121,079 

26,104 

21.6 

81.2 

78.9 

78.0 

78.8 

5,655 

465 

8.2 

7,610 

967 

12.7 

8,559 

1,292 

15.4 

7,715 

1,285 

16.6 

2.1 

3.5 

4.2 

3.9 

4,406 

6,467 

195 

0.7 

7,375 

217 

0.7 

7,709 

413 

1.2 

1,757 

1,>83 

67.3 

2,417 

1,674 

69.3 

2,606 

1,862 

41.3 

2,069 

1,530 

73.9 

5.2 

6.0 

6.1 

4.6 

131,893 

22,563 

17.1 

152,772 

27,930 

18.3 

159,229 

30.704 

10.0 

163.026 

33-132 

20.3 




TablbXI 

Area Sewa and Irrigated State-irise— 1950*51 and 1967-68 


AORICULTURB AND AlUED INDUSTRIES 


229 




Tadle XI (Conlil.) 

Area Sown nnd Irrigated State-wise — 1950-51 and 1967r68 
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' Crops Irrigated : There has been a good deal of thange in the 
utilization of irrigation as between various crops, although the share 
of foodgrains in the total irrigated area of the country was reduced 
from 81 2 per cent in 1950 to 78 8 in 1967-68. Cotton improved its 
position during this period from 2.1 to 4 per cent but other cash crops 
failed to attract irrigation facilities.* While the share of rice declined 
from 43.6 to 41.8 per cent, that of wheat improved from 14.4 to 
19.5 per cent during this period. The position with regard to 
coarse grains and pu/ses, however, remained as had as before. The 
share of irrigated area during 1967-68 under wheat has steadily in- 
creased to 43 5 per cent against 38.S per cent for rice and 26. 1 percent 
for all foodgrains. From among the cash crops, sugar-cane had 73.9 
per cent of the area irrigated followed by cotton at 16.6 per cent during 
1967-68. 

Tamil Nadu and Andhra Pradesh were the only two States in the 
country where over 90 per cent of nee was irrigated in 1967-68. Next 
were Jammu and Kashmir and the Puqjab with 86.8 per cent and 81.8 
per cent respectively. With regard to irngated wheat, the Punjab again 
topped the list with 70 per cent followed by Gujarat with 63.8 per cent, 
llaryana 60,5 per cent, Rajasthan 59 .8 percent and Uttar Pradesh 50.9 
percent against the all-India figure of 43.1 per cent. Id respect of all 
foodgrains too there were only three States, Punjab, Tamil Nadu and 
Kerala where over 50 per cent of the area under foodgrains was irri- 
gated. Corresponding figures for Andhra Pradesh were 37.3 per 
cent, Haryana 30.3 per cent, Jammu and Kashmir 32.7 per cent and 
Uttar Pradesh 26.3 per cent. Madhya Pradesh and Maharashtra 
Were the only two States where the share of irrigated area in total 
foodgrains was only 6.1 and 7.1 per cent respectively. 

Sugar-cane is another important crop where 100 per cent of the 
area was irrigated in Karnataka and over 95 per cent in Tamil Nadu, 
Rajasthan, Maharashtra, Gujarat and Andhra Pradesh. Bihar is the 
only State where 27.3 per cent of sugar-cane area was irrigated. In no 
other State is the irrigated area for sugar-cane less than 50 per cent. 
Over 90 per cent of the cotton crop in the Punjab and Haryana is irriga- 
ted. The figures for Utlar Pradesh are 89,2 per cent and for Rajasthan 
72.3 percent, Tamil Nadu had only 24 J percent of the cotton area 
irrigated and States like Andhra Pradesh, Maharashtra and Madhya 
Pradesh had only 2 to 4 per cent of the area irrigated (Table XII). 

Irrigation Costs : The cost of completing irrigation projects under 
various stages of construction has increased by about Rs. 250 crores 
over the past three years. As against the increaied costs, the provi- 
sion made for major and medium irrigation projects in the Fourth 
Plan is only Rs. 954 crores. Following the rise in the cost of projects 
subsequent to the formulation of the Stale Plans, ‘the Union Ministry 



S(a(c-ttfsc Total Area, Irrigated Aren and Percentage Irrigated under Important Crops : 1967- 
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of Irrigation and Power has assessed that a shortfall of about 6A lakh 
hectares might arise during the Fourth Plan in the six major projects 
of Nagarjunasagaf and Tungabhadra High Level Canal (Stage II) in 
Andhra Pradesh, Sone High Level Canal in Bihar, Chataprabha (Stage 
II) in Karnataka, and Ramganga and Gandak in Uttar Pradesh. Some 
other irrigation projects in Madhya Pradesh, Bihar, West Bengal, 
Orissa and Kerala, which are also behind schedule are likely to increase 
the total shortfall to 9.6 lakh hectares in the anticipated additional 
irrigation potential. 

If the target of 3.6 million hectares of an additional irrigated area 
in the next three years is to be achieved, the outlay on irrigation pro- 
jects in the Fourth Plan will have to be raised by Rs. 1 10 crores. So 
far, Rs. 1,942 crores were spent on various major and medium 
irrigation projects. A further sum of Rs. 1,426 crores is now estimated 
to be required for completing the continuing schemes. During the 
first three Plans and the annual Plans, 76 major and 460 medium 
irrigation projects were undertaken in various States ; of these only 
16 major and 299 medium projects have been completed so far. Work 
on the remaining projects is to be continued in the Fourth Plan. The 
total cost or these projects estimated when they were sanctioned was 
about Rs. 1,940 crores. Although about Rs. 1,765 crores have already 
been spent, the spillover cost is assessed by the State Governments at 
Rs. 1,426 crores. 

If the Fourth Plan target as envisaged is to be achieved, an addi- 
tional five million hectares will have to be irrigated under the 
sanctioned schemes. The revised gross area that: can ultimately be 
irrigated under major and medium projects has been assessed 
at 51,8 million hectares. 

irrigation Rates : There are mainly four ways of charging the 
irrigation rate; (1) volume system; (2) uniform rate system; 
(3) differential rates system, crop-wise ; and (4) lease system. 

Under the volume system the irrigation charge is levied on the 
basis of actual quantity of water used. Under the uniform rate system, 
water rate is charged uniformly, i.c., on the basis of area irrigated 
without making any differentiation on the basis of crops. Under the 
differential rates system, the rate differs crop-wise per hectare. Under 
the lease .system, the rates are fixed by mutual agreement between the 
Irrigation Department and farmers, the period of lease depending 
upon the period for which the supply of water is assured. The 
last basis is usually confined to some specific cases and is not a 
common method of determining the water rates. The most common 
basis adopted is the differential rate system. To encourage economy 
in the use of water, the canal charges arc reduced to half for lift irri- 
gation as compared with irrigation charges for flow system. Irrigation 
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water has been supplied free or at concessional rates to popularize it 
among the farmers for certain farming practices, e.g. growing of green 
manure or early fodder crops, etc. 

In the new irrigation undertakings, the basis of fixing irrigation 
rates vary. In the Tungabhadra Project, water levies are computed 
on the bash of net income per acre and the volume of water neces- 
sary to bring the crop to maturity. Net income is arrived at on 
generalizations. No scientific study or analysis has been done for this 
purpose. In the Hirakud Project, water rates arc based on increases 
in the gross income per hectare. In practice, there is not much diffe- 
rence between this and the net income approach as the latter is not 
worked out on any well-defined principles. In Bhakra Nangal, water 
rates are based on the existing occupiers rates. 

Irrigation Policy : A total investnieiit of over rupees one thousand 
crores has been made in major and minor irrigation during the first 
three Five Year Plans. A proper utilization of water made available 
at such a heavy cost h, therefore, extremely necessary, particularly 
when improved varieties of seeds giving high yields would need pro- 
portionately larger quantities of water. The Fourth Five Year Plan is 
alive to the problem. A centrally sponsored scheme for command 
area (Ayacut) development is in the Plan. This envisages an integrated 
approach using improved agricultural practices in relation to irrigated 
farming, co-operation, and development of rural industries. 

Existing Problems : (1) There is lack of co-ordination between 
irrigation and agricultural development. In the State canal system 
generally the supply of water is not well co-ordinated with its 
requirements for crops. Changes in cropping pattern and farming 
practices alter the demand for water both in volume and time of its 
supply. The irrigation autborily takes action to adjust the supply to 
changes in demand after a considerable lime-lag. An extension 
programme, encouraging a change in land use programme and far- 
ming practices, use of fertilizers, etc., depends a great deal on an 
efficient irrigation service. Similarly, it is also true that development 
of irrigation depends a great deal on an effective planning of crop 
rotations and farming practices. But neither have gone hand in 
hand. Consequently, a proper use of irrigation facilities has been 
quite a delayed process. In an accelerated progamme of irrigation 
development, under the Five Year Plans, attention has been drawn 
to this shortcoming because of wide gaps bctiveen the targets and 
the actually irrigated areas. 

(2) Water rates have not been determined on a scientific basis. 

. (3) There has been inadequate attention to drainage needs. 

Canal and road construction interferes with natural drainage places. 
Canal irrigation works weic constructed in areas having wells where 
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the canal substituted to a large extent the well-irrigation. Instead of 
encouraging wells as a supplementarj' means of irrigations, in some 
States, the construction of wells was even prohibited in the canal 
commands. Such restrictions have now been removed. Under the 
Plans, an attempt has been made to fix priorities between the major 
and minor works on the basis of cost and return ratio for the first 
time. Unfortunately, wells and tanks have been put together for the 
calculation of cost and return ratio of the minor irrigation works. 
The result has been that the calculations show that the returns per 
unit of investment from the minor projects are lower than the major 
projects. This led to a wrong emphasis on major works. The return 
has also not been worked out on any scientific basis. Lack of 
attention to a proper basis for calculating the cost and return ratio, 
lack of data needed for such calculation, disregard to difference in the 
time factor in the availability of irrigation, the relative sizes of 
investment needed, and the combining of wells and tanks into one for 
estimating the cost and return ratio from minor irrigation works, led 
the planners to an irrigation policy which experience revealed far 
from right. Since then, emphasis has been placed on minor irriga- 
tion projects. 

(4) Canals have also aggravated the problem of floods every 
year despite anti-flood measures and construction of dams. The 
river flow is slowed dow'n, silt deposit increases and the river bed 
becomes shallow, reducing the capacity of rivers to drain the surplus 
rain water. Rivers are the most effective natural drainage systems, 
and any unplanned interference with the.m is bound to have its 
repercussions on the natural drainage and, therefore, on the incidence 
of floods in a countr)’ w’ith the rainfall concentrated in short periods. 

(5) Planned research is necessary on water requirements of crops 
under different soil conditions and farming practices. 

Advisory Panel on Irrigation : The Union Government has set up 
a 13-member Advisory Committee on irrigation, flood control and 
power projects headed by the Secretary to the Ministry of Irrigation 
and Power. The Committee will examine irrigation, power, flood 
control and other river valley projects proposed by the State and 
Union Governments and other authorities and advise the Commission 
and the Ministry of Irrigation and Power on the merits of individual 
projects. While work on some schemes may commence in the Fourth 
Plan period, their implementation may be spread over the subsequent 
Plans. 

The Committee will examine whether the schemes have been 
prepared after detailed investigations, whether they arc technically 
sound, and if the estimates arc complete and correct, it will scrutinize 
whether the financial forecasts and the estimates of brnefns to be 
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derived are based on accurate data. With regard to power genera- 
tion schemes, the Committee will examine whether they have been 
prepared so as to fit into the load diaracteristics of the region and 
serve the regional requirements as a whole. The Committee will also 
sec if each scheme has been examined from the inter-State angle and 
if there is agreement between the States concerned in respect of 
schemes in which the interests of more than one State are involved. 
It will determine the procedure for receiving schemes from Central 
and State Governments. 

River Basin Plans s For integrated development of water and 
land resources. Master Plans have to be drawn up for long-term 
development of irrigation in each river basin, including inter-State 
rivers. In preparing these plans, the optimum economical develop- 
ment of a river basin has to be kept in view, covering various aspects 
such as irrigation, flood control, navigation, and soil conservation. 
The development of groundwater resources would also need to be 
co-ordinated. Such development would often run across State 
boundaries. Works would have to be executed in a State other than 
the one in which the benefit will result. Preparation of a few basin- 
wise plans will be taken up in the Fourth Plan so that future schemes 
dovetail into these plans. 

Research in irrigation, hydraulics, soil mechanics, and construc- 
tion materials is being conducted in the Central Water and Power 
Research Station at Poona, the Central Soil Mechanics Concrete 
Research Station at Delhi, and other research stations in different 
States. These stations are engaged in applied engineering and funda- 
mental research. The research programmes are co-ordinated by the 
Central Board of Irrigation and Power. With the larger programmes 
of development now being undertaken, the activities of these organi- 
zations will be broadened in the Fourth Plan. 

Panel on Water Resonrees : A panel on water resources has 
been set up which will advise, in the light of scientific and techno- 
logical considerations, on long-term planning of water resources, 
including their assessment, exploitation, and conservation. It will 
recommend the lines of research and investigation necessary for the 
integrated use of surface and groundwater resources. It will also 
consider other important aspects such as water-logging and salinity. 
As a step towards long-term planning, the panel will indicate priori- 
ties in the survey and exploitation of water resources, both surface 
and underground. For the optimum utilization and consemtion of 
these resources, and for intensifying agricultural productivity, it has 
been recognized that proper distribution and management of water 
on the field is essential through measures such as land shaping, 
construction of field channels, and provision of adequate drainage. 
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Apart from the panel, attention is being given to studies and in\'esti- 
gations designed to improve the efficiency of water management, 
public and private, with due regard to all the relevant factors such as 
soil conditions, plant-water relationship, farm practices and farm 
management. 

Minor Irrigation Corporation : The Union Agriculture Ministry 
has mooted a Minor Irrigation Corporation on the lines of the Rural 
Electrification Corporation. The scheme envisages creation of a 
special fund of Rs. 150 crores for financing minor irrigation works 
like tube-wells, lift irrigation and storage tanks. Part of the money 
may be provided by the Union Government and the rest by the United 
States Agency for International Development out of the P.L. 480 
rupee resources. The special fund, it is proposed, may be utilized to 
sanction long-term loans for selected viable irrigation projects. The 
rapid loans and the interest earned may be recycled on a continuing 
basis to refinance minor irrigation works. The State Governments 
may be required to guarantee the repayment of the loans and the 
interest so that the security and revolvement of the Corporation 
funds are assured. 

The total outlay earmarked for minor irrigation schemes in the 
Fourth Plan is Rs. 468 crores. Of this, about Rs, 200 crores are 
accounted for by contributions towards debentures of institutional 
agencies, subsidy, direct loans and purchase of equipment. The 
balance of Rs. 268 crores is left for State works, including surface 
water flow irrigation projects, lift irrigation projects and tube- wells. 

Special Fund for Minor Irrigation : The Agricultural Refinance 
Corporation, (ARC) established eight years ago to refinance the 
long and medium-term requirements of agricultural credit institutions, 
has upto June 30, 1971 committed Rs. 248.66 crores of which 
Rs. 16.68 crores are for minor irrigation. The assistance covered 458 
schemes of which the share of ARC was 71.4 per cent. The total 
number of schemes sanctioned by ARC during 1970-71 was 100 
involving financial assistance of Rs. 62.15 crores of which its share 
was Rs. 53.92 crores. 

The total amount of refinance drawn from ARC as on June 30, 
1971 amounted to Rs. 89.71 crores, of which Rs. 81.25 crores were 
drauTi by the Central Land Development Banks, Rs. 4.42 crores by 
Commercial Banks and Rs. 4.04 crores by the State Co-operative 
Banks. 

States like Kerala, Orissa, West Bengal and Assam have drasvn 
little or have lagged behind in availing themselves of funds sanctioned 
by ARC. In its help to small farmers, ARC’S programme includes 
two schemes — one in Haryana and another in West Bengal. The 
scheme in Harv’ana envisages the construction of 170 deep tube-wells 
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in Ambala district. The West Bengal scheme envisages the construc- 
tion of 300 shallow tube-wells in ihrce blocks in the Hooghly district. 

To broadbase its activities, ARC has decided to concentrate on 
dry farming projects with the aim of helping small farmers. It has 
also agreed to meet the full cost of loans of the Commercial Banks 
which take up emergency well digging programmes in areas affected 
by drought or other natural calamities. 

Inigation Commission • The Irrigation Commission set up by the 
Union is under Ajit Prasad Jain. Its terms of reference are to : (1) 
review ihe development of irrigation in India since 1903 when the 
last Irrigation Commission made its report and the contribution made 
by irrigation by increasing tbe productivity of land and in providing 
insurance against the vagaries of rainfall; (2) examine the irrigation 
facilities available in chronically drought affected and food deficit 
areas and suggest essential and minimum irrigation works to be 
undertaken in them; (3) draw up a broad outline development of all 
types of irrigation for achieving self-sufficiency in cereals and for 
maximizing tbe production of other crops and make a broad assess- 
ment of funds required; (4) examine the adequacy of water supply in 
major irrigation projects; (5) examine the administrative and organi- 
zational set up for the planning, execution and operation of irrigation 
works, particularly to speed up completion of projects and reduce 
their gestation period; (6) suggest criteria for sanctioning irrigation 
projects and (7) examine other matters, related to tbe development 
of irrigation in the country and make suitable recommendations. 


V. Soil Conservation and Dry Farming 

Soil conservation measures in practice are designed to improve 
the soil and raise its productivity. The programme is. m fact, an 
integrated approach to tbe proper use and care of the land, using the 
technical knowledge of various branches of agriculture relevant to the 
problem in each specific case. No doubt it is a major effort agams 
prevention of erosion and loss of soil, but the recent advanas m soil 
conservation 'have considerably enlarged its scope which includes 
land use planning and improvement in soil structure and fertility, in 
addition to anti-erosion measures such as tcrraciog, contouring, s np 
cropping, filling gullies, or planting excessively steep or erodable land 
.vith grL a-d tr«,. It also cover, draiaage of wet Iaad, a.^d 
irrigatToa of the dry ones; and addition offerUtacr = 

matter if the soil is deScieat in to The term so.l conservation « 
now becoming synonymous with soil management. 

Soil Erosion ■ SoU erosion is the process by wh.ch “ 

are transposed from one place to anotber thronsh 
or water in motion. Experiments condueted at different teseateh 
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stations in the country have indicated a soil loss of at least 50 tonnes 
per hectare on cultivated land with one per cent slope against a soil 
loss of 1 .25 tonnes on land with natural vegetation. The total energy 
of rain drops has been calculated as being roughly equal to 250 horse 
power over a hectare during a rainfall of 2.54 cm. which has sufficient 
force to lift nearly 18 cm. of top-soil layer to a height of over 90 cm. 
86 times during an hour’s rain. Suitable measures to control erosion 
comprise vegetative cover, rotation of crops, strip-cropping, terracing, 
contour cultivation, listing, drainage shelter-belts, deferred grazing, etc. 

Early History of Soil Erosion : Soil erosion in its different forms 
and shapes has been going on for centuries. Classic examples are 
those of the now buried mighty civilizations of Babylonia and Assy- 
ria. If an example is required in India itself, one only has to sec the 
ruins of Taxila and Harappa. There was a time when.Bijapur was 
the capital of a flourishing kingdom. It is now a picture of devasta- 
tion. Famines are its recurring feature. Evidence shows that as early 
as the time of Alexander the Great, there were thick forests and well 
populated cities in the north of Kutch and the south of Punjab 
which now form a part of the Rajasthan desert. All this happened 
because of wind erosion as a result of the abuse of land. Surat was, 
in living memory, a large commercial city. Its population during the 
last 50 years has come down appreciably. This is because the river 
Tapti has become unnavigable as a result of sedimentation caused by 
erosion in the uplands. 

The Rajasthan desert which already covers an area of about 
2.00,000 sq. kilometres is advancing towards the Ganga Plain at 
the rate of about 800 metres a year over a front of about 1,600 
kilometres. The beautiful Nilgiris, the hillsides of the Himalayas in 
Kumaon and the Shiwaliks from the Punjab to Assam arc also being 
fast eroded for want of afforestation. 

Today, according to available estimates, about 50 million hectares 
of land in India are affected either by soil erosion or exhaustion 
caused by unplanned cutting of forests and bad farming. A random 
soil survey also reveals that 71 per cent of the area in the scarcity 
tract has been severely eroded and 26 per cent has been rendered 
useless for agricultural purposes. If nothing is done to arrest this 
recurring loss, reclamation of new areas provides no solution to the 
land problem in India because the losses by erosion will far exceed 
the gains. Soil erosion is caused mainly by unplanned removal of 
forest cover in the upper reaches, indiscriminate grazing of vegetation 
especially during the summer months, and wrong methods of cultiva- 
tion on sloping lands without necessary protection. 

In course of time, from an unnoliceable event in the beginning, 
soil erosion becomes a menace and deep gullies are formed. The 
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fertile top layer is gone. The soil becomes poor and less productive 
and ultimately refuses to respond to any cultivation. Troubles do 
not end with loss of productive power or unproductive farming 
River beds become shallow. They lose their efBcieccy as natural 
drainage channels, incidence of flood increases devastating vast areas 
year after year. To poor yields is added the destruction of crops and 
loss of cattle and human lives. Navigability of rivers is greatly 
reduced. Because of shallow beds, the rivers’ capacity to hold water 
during dry months is much less, causing further hardships in the 
supply of irrigation and even drinking water in many areas. It has 
been truly said that ‘‘civilization is rooted in the sod”. The 
destruction of soil leads to destruction of the very root of civilization. 
Soil conservation is thus of interest not only to a physical scientist 
hut is also a matter of great concern to social scientists as well. 

Public attention was drawn to the menace of erosion in India by 
Glover in 1944. Sir James Penny, the then Financial Commissioner 
of the Punjab pointed out the importance of common grazing grounds 
which bad been destroyed. A team of American Soil Conservation 
Spemalista on its way back from China touted India. It explained at 
length how agricultural engineers, foresters, agronomists, range 
managers, biologists, soilmen, farm managers and above all the 
farmers themselves had worked collectively in the U.S.A. to fight this 
national scourage. The basic unit of planning in the U.SA. was a 
single farm which, on an average, approximates 57 hectares, but the 
team favoured a village as a basic unit of planning for purposes of 
demonstration in India. 

The team further recommended a soil and water conservation 
Jaw and the creation of a service similar to the Soil Conservation 
Service of the United States Department of Agriculture. No 
piecemeal solution of the problem was possible. An Indian team which 
visited the U.S.A. in 1947 pointed out that the farmers could adopt 
soil and water conservation practices if they were shown in a practi- 
cal way that these measures not only prevented soil deterioration but 
also paid substantial dividends. The team recommended that the entire 
village should be used as a unit of planning. This would illustrate 
belter how certain conservation practices such as drainage or terra- 
cing, which cannot be effectively applied to small individual parcels 
of land, can be used on a co-operative basis ignoring the ownership 
boundaries. 

Training and education programmes in soil conservation were 
emphasized. The intention was not to treat soil conservation as a 
separate subject, but to integrate the simple principles of sound land 
use with other scientific subjects, so as to make the future generation 
conservation minded. 
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Legislation : India can be proud of being one of those countries 
which has the earliest legislation on soil conservation. This problem 
is as old as agriculture itself. It is only in recent years that it 
received some attention from both Central and State Governments 
in this country. One of the first laws for the prevention of soil 
deterioration was passed in 1904 in the Punjab under the Land 
Preservation Act. The Act provided for such measures as wat bandi, 
contour trenching, gully plugging, terracing, tree planting, preserv’a- 
tion of forests, etc., for preventing the havoc caused by the torrents. 
Systematic soil conservation work commenced only in 1936 when 
public co-operation was geared to the programme through the 
creation of co-operative societies. 

In Maharashtra, soil conservation work was started in 1939 when 
the scheme for bunding and dry farming survey and development was 
sanctioned. The work was further strengthened when the Land 
Improvement Schemes Act of 1942 w-as passed and the Cusrow 
Wadia Fund was created for subsidizing bunding work. As a result, 
about 600,000 hectares of land were covered with contour bunding 
by the end of the First Five Year Plan. A similar Act was passed 
in Madras (Tamil Nadu) in 1949. In Uttar Pradesh, soil conserva- 
tion measures were taken over from zamindars for erosion control 
and creation of fuel and fodder reserves. 

The First Five Year Plan provided an opportunity for a co-ordi- 
nated approach to this programme. It was recognized that various 
State Governments should be armed with legal authority to over- 
come any opposition. The Central Government thus reviewed the 
existing legislation and proposed a Model Soil Conscrv'ation Bill on 
the lines of the U.S, legislation on Soil Conservation Service. The 
objectives of this Bill were : 

1. Conservation and improvement of soil resources. 

2. Prevention or miu'gation of soil erosion. 

3. Protection of land against damage by floods or drought. 

4. Reclamation of waste land. 

The Model Bill was sent to the State Governments for adoption. 
Most of the State Legislation is now based on this Model. The 
broad pattern of the Bill follows the Bombay I-and Improvement 
Schemes Act, as subsequently amended by that Government. It is 
comprehensive and covers the following aspects : 

1. Power to regulate, restrict or prohibit certain matters in the 
notified areas, inquire into claims and award compensation. 

2. Constitution of the Stale Land Improvement Board and the 
manner of its working, constituiion and functioning of the 
District Land Improvement Committees. 
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3. Appointment of an Executive OfBcer for a scheme under the 
Act with powers to get work executed by the owners of land 
at their cost if they are wilfing or at the cost of the Govern- 
ment subject to subsequent recovery. The executive officer 
is required to prepare a statement showing the details of the 
work done, amounts and nature of recoveries to be effected 
from the oxvoers, responsibility of maintenance and other 
prescribed particulars. Responsibility for the maintenance 
of such work is that of the persons enumerated by the 
Executive Officer. Appeal against the actions under the Act 
lies with the State Gyvemment whose orders are final and 
cannot be called to question in any court. The penalty for 
contravening any of the provisions of a scheme that has come 
into force is prescribed. 

The Act provides for the preparation and execution of schemes for 
the conservation and improvement of soil resources, prevention of 
soil erosion, protection of land against damage by floods and drought, 
reclamation of waste lands, etc. Also State Land Improvement 
Boards and District Land Improvement Committees which would be 
responsible for getting the work done in each State could be set up. 
These Boards and Committees arc empowered to acquire waste land 
for improvement. 

Central Soil Conservation Board t As a result of the increasing 
* • • ■' **-• —/I !»«• •■"'oactoa 

. • • : . ' «i creat- 

cu lu i>jj, C 1 - • 'naming 

work on an all-India basis. Its main functions are to organize, co- 
ordinate and initiate research on soil conservation, to meet the 
paucity of trained personnel for maoning soil conservation schemes 
and to assist State and River Valley Projects technically and finan- 
cially, by advancing loans and giving subsidies, to carry out their soil 
conservation programmes. The Board gives financial assistance to 
private farmers only through Slate Governments and River Valiey 
Project authorities. 

During the First Five Year Plan, the Board worked out a pro- 
gramme to extend soil conservation measures to about 200,000 
hectares. More recently it drew up a phased programme to cover 
about 80 million hectares by the end of the Seventh Plan period. 

Hesearch and Training : The Central Soil CoaservaU'on Board has 
established ten research centres one each at Dehra Dun, Kotah, Oota- 
camund BeJlary, Vasad, Agra, Chandigarh, Chhatra, Jodhpur and 
Ibrahimpatnam. The ccntrcsal DebraDun, Chandigarh and Chhatra 
deal with erosion problems in the hills in the Himalayas in the 
PuDj'ab, Himachal Pradesh and Uttar Pradesh. The Ootacamund 
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centre investigates problems on hill-side erosion in the Nilgiris, parti- 
cularly in relation to hea%7 rainfall conditions. The centres at Agra, 
Kotah and Vasad have undertaken work on conservation of ravine 
areas in Uttar Pradesh, Madhya Pradesh, Rajasthan and Gujarat. 
Stabilization of marginal lands and gullies in alluvial soils forms the 
main plank of investigation at these centres. Soil conservation pro- 
blems of deep black soil of Maharashtra, Tamil Nadu, Andhra Pra- 
desh and Karnataka are investigated at Bellary, while the centre at 
Jodhpur deals mainly with problems of drifting sand and methods of 
desert control. The newly started station at Ibrahimpatnam will 
look after the problems of red soil. Some of the States also have 
Soil Conservation Research Stations which deal with specific 
problems. 

Soil conservation research w’ork carried out at various research 
stations covers the different fields in associated disciplines of hydro- 
logy, engineering, forestry, agrostology, agronomy, soil sciences, etc. 
Small defined watersheds under different land use managements like 
forestry, grasslands, cultivation, etc., are being calibrated to study 
runoff and soil loss patterns. Runoff and soil loss studies are being 
made under various soil conservation treatments also. Suitable designs 
for engineering structures to control runoff and soil erosion; suitable 
tree and grass species for forestry and grassland management; suitable 
cultural and agronomical practices for cultivated lands; special soil 
conservation measures for ravine reclamation, gully and torrent con- 
trol, landslip treatment, etc., are being studied on a regional basis at 
different research stations. 

In order to provide for trained personnel for both research and 
extension work, the centres at Dehra Dun, Kotah, Ootacamund and 
Bellary conduct training classes in soil conservation. The course is 
also conducted at Hazaribagh in co-operation with the Damodar 
Valley Corporation. At Dehra Dun the courses are held for officers 
while at Bellary, Ootacamund, Kotah and Hazaribagh, the courses 
are for assistants. 

The Planned Era : The magnitude of the problem was fully 
appreciated in the First Five Year Plan. The schemes under soil con- 
servation— a pioneer national plan— falls under three heads. In the 
first category, are schemes aiming at immobilizing deserts. The 
second refers to measures for bunding and terracing on agricultural 
land. The third tackles afforestation on ravines and badly gullied 
lands. The importance of sound and simple soil conservation 
measures such as contour ploughing— ploughing fields across instead 
of up and down the slopes— strip cropping, sowing of cover crops 
like gram, cowpea or ground-nut in strips to prevent the soil being 
washed away, raising of shelter belts of growing trees to check 
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encroachment of the desert, muldi farming, bunding, terracing, gully 
plugging and check damming, hardly needs emphasis. 

On the recommendations of the Planning Commission, notable 
progress has been made in the initiation, organization and co-ordina- 
tion of soil conservation research, training and action programme on 
the national level. The Central Board has given technical and finan- 
cial assistance to the State Governments to develop a sound program- 
me of soil conservation. According to a working concept set by it, 
soil conservation includes all soil and water management practices 
that are needed to attain sustained production of cultivated crops, 
grasses and trees at the highest practical level. 

With the experience gained during the Second Plan and a larger 
number of persons trained in soil conservation, development work 
during the Third Plan was stepped up considerably. An outlay of 
Rs. 'il crores was provided for the execution of various programmes 
and specific targets laid down under different schemes. There was 
emphasis during the period on additional training facilities for a suc> 
cessful completion of the Plan targets. It was visualized that people's 
participation in this programme was necessary. Mobilization of 
local leadership and other measures, therefore, formed an integral 
part of the Plan. Suitable legislation empowering State Governments 
to frame soil conservation schemes for the basin of a river or a stream 
or for groups of villages was recommended. 

In the Fourth Plan, soil conservation programmes in conformity 
with the new approach of integrated Watershed Work Plans and 
Area Saturation, was adopted. The more important of the soil con- 
servation measures on which greater emphasis was laid included con- 
trol of soil erosion, protection of land against all forms of soil deterio- 
ration. improvement of physical condiiions of land, rebuilding of soil 
fertility, conservation of soil moisture for crop use, proper manage- 
ment practices, etc. Till the end of 1969-70, an area of about 1 1 
million hectares had been treated with soil conservation measures at 
an estimated expenditure of Rs. 215.2 crores. The programmes of soil 
and water conservation were taken up in different rainfall zones and 
special attention was given to land development in dry land farming 
areas with scanty rainfall as well as creating employment opportu- 
nities in such areas. 

Work Id Catchments of Riser Valley Projects : The centrally 
sponsored programmes of soil and water conservation in the catch- 
ment of 13 major river valley projects are being intensified in order to 
prolong the life of the multi-purpose reservoirs which are beset with 
the problem of high rate of sedimentation. The works were concen- 
trated particularly in watersheds where there was evidence of acceles- 
rated erosion. In addition, soil conservation programmes were 
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initiated in 8 additional river valley projects. In such areas, about 
0.1 million hectares were covered during 1970-71. Various measures 
taken in the river valley project areas are expected to conserve the 
water storage capacities of irrigation schemes. This centrally spon- 
sored scheme is being executed by the Agriculture and Forest Depart- 
ments in the respective States. Some State Governments are also 
undertaking similar programmes with their own resources. The 
Governments of the Punjab and Bihar have established Soil Conserv’a- 
tion Directorates for working the programme under the centrally 
sponsored and State Sector Schemes. Implementation of both 
schemes has helped in creating additional employment opportunities 
for about 12 crore man days. 

Ravine Reclamation : Under the Centrally sponsored scheme of 
pilot projects in Gujarat, Madhya Pradesh, Rajasthan and Uttar 
Pradesh, an area of 1,200 out of 8,000 hectares is estimated to be 
reclaimed during 1970-71 at a total cost of Rs. 30 lakhs. The objec- 
tive of this scheme is to determine the technical and economic feasibi- 
lity of large scale ravine reclamation. The experience gained in the 
execution of pilot projects is expected to be utilized by the respective 
State Governments for taking up large scale ravine control and recla- 
mation works. 

Soil Surrey : The All-India Soil and Land Use Survey Organiza- 
tion under the Ministry of Agriculture is conducting a standard soil 
survey in the catchments of 13 river valley projects. The purpose of 
these surveys is to provide basic information on priority areas for 
planning and execution of various soil conservation measures. Some 
soil surveys are also conducted outside the catchment area to find out 
the suitability of land for agricultural purposes. It is estimated that 
2.75 lakh hectares would be surveyed in the catchment areas.. Aerial 
photo-interpretation work has also been initiated in the newly select- 
ed 8 river valley projects for the purpose of erosion assessment in 
these catchments. 

In order to establish potential areas for economic agriculture, a 
centrally sponsored scheme of soil survey in 5 innovative lADP dis- 
tricts, namely, Ludhiana, Sambalpur, Raipur, West Godavari and 
Thanjavur was initiated during 1969-70. A target of 8 lakh hectares 
fixed for 1970-71 — 4 lakh hectares detailed soil survey and 4 laUi 
hectares reconnaissance soil suivcry’ — is likely to be achieved during 
the year at a total cost of Rs. 7.5 lakhs. 

Resources Inventor}' Centre : The Resources Inventory Centre set 
up in I967-6S is engaged in collection, correlation and presentation 
of available data through maps, charts and reports and highlighting 
information gaps. Relevant data on soil, water, vegetation, land use 
and climate arc the main disciplines on which the data are being 
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collected and presented. A technique of sample surveys to enable a 
quick inventory of land resources has been tested in Indore district 
and is being refined for wider application. A tentative study on cri* 
teria for nation-wise delineation and codification of watersheds has 
also been initiated. 

Other Aspects : A central unit for Soil Conservation (ffydrology 
and Sedimentation) started functioning during 1970-71 for the collec- 
tion and correlation of hydrological and sedimentation data with a 
view to evolving standard design procedures to be used in priority 
determination and work plan development for the catchments of river 
projects and other schemes. 

Integrated Development of Dry Land Agricnltore : The break* 
through in agriculture, which has been achieved in irrigated and 
assured rainfall areas through the introduction of high yielding varie- 
ties and multiple cropping has to be extended to dry areas. Accodring- 
ly, a centrally sponsored scheme for Integrated Dry Land Agricul- 
tural Development was launched m 1970-71 for implementation 
during the remaining period/tenn of the Fourth Five Year Plan. The 
approach of the scheme consists of (i) intensive research for evolving 
techniques which will give maximum returns and (ii) practical appli* 
cation of the available knowledge on soil and moisture conservation 
practices; cultivation of drought tolerant and short duration photo* 
insensitive varieties of crops^ new techniques of fertilization, etc., 
under pilot project. 

It is proposed to take up 24 pitot projects under the scheme 
which would be training-cum-dcmonsiration projects. To begin with, 
9 such projects were initiated during 1970-71 in Andhra Pradesh, 
Gujarat, Haiyana, Madhya Pradesh, Maharashtra, Karnataka, Rajas- 
than, Tamil Nadu and Uttar Pradesh. Advance action has also been 
initiated to establish the remaining 15 pilot projects during 1971-72. 
In view of the special nature of this programme and due to the weak 
economic position of the farmers, special incentives have been provid- 
, ed. These include subsidies and loans for inputs as well as for perma- 
nent works at least in the initial stages. The scheme takes care of 
infrastructure requirements like demonstrations, farmers’ iraining, use 
of improved implements, foliar spraying of urea and pesticides, sprink- 
ler irrigation and suitable animal husbandry programmes. Care is 
taken to ensure that the investment is related to likely returns. 

Yl. Land Policy 

An ideal land system should aim at ensuring the most produc- 
tive use of land without any damage to it and loss of fertility in the 
tlong run. This means that the tiller of the land should enjoy full 



248 


THE GAZETTEER OF INDIA 


security over the land held by him provided he assumes responsibi- 
lity for its proper maintenance and cultivation. The system of taxes 
and rent, if the land is not owned, should assure a reasonable reward 
for his labour and expenditure. There should be necessary incentives 
and sanctions for investment on improvements in land. Keeping this 
in mind, it is proposed to examine the land policy from 1947. 

Pre-Independence Legislation : In the pre-independence era, 
piecemeal attempts were made for eliminating some of the worst 
features of land tenure. The former Government of Bombay enacted 
in 1938 a law creating a class of protected tenants who could not be 
evicted except for non-payment of rent and such speciflc reasons. 
Rents were also reduced. In Bihar, all rent enhancements between 
1911-13 were cancelled and illegal evictions by the zamindars were 
made a penal offence. In the United Provinces, as Uttar Pradesh was 
then called, a moratorium was declared on all arrears of rent and 
debts, and ejectments of tenants were prohibited. When the U. P. 
Tenancy Act of 1939 came into force, permanent and heritable 
occupancy rights were given to 7 million tenants over an area of 66 
million hectares. 

Land Pattern on the Ere of Independence : Various interests 
in land on the eve of independence fell into four classes : (I) cultivat- 
ing holders ; ( 2 ) intermediaries— non-cultivating holders ; (3) tenants- 
at-will ; and (4) agricultural labourers. 

Cultivating holders may be classified into two categories— owners 
and tenants. If the owner cultivates the land himself, there is no 
other person holding interest in his land above or below him and 
between him and the State. As against this, tenant holders do not 
have any ownership rights in land. They may more appropriately 
be described as ‘occupancy tenants’ to distinguish them from the 
‘tenants-at-wiir. They have no direct relation with the State, but 
there is a chain of intermediaries. Land tilled by them may have any 
number of interests above them. 

Intermediaries are cither non-cultivating owners of land or non- 
cultivating occupancy tenants. In the Zamindari areas, all interests 
above the occupancy tenant and below (if he himself was a non- 
cultivator) can be termed as intermediaries. In the ly'Otwari areas, 
ovvTier-holders, not cultivating the land themselves, arc intermediaries. 
They pay a fixed revenue to the State and receive higher rents. As 
in the case of Bengal, there could be as many as 1 5-20 intermediaries 
between the Slate and the actual tenant or the tiller of the soil. 

A tenant-al-will cultivates the land and bears its cost of cultiva- 
tion. He may or may not have any security of tenure. The land 
tilled by him can have any number of interests above him. His rights 
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on tfie fand also differ from region to region. Invariably his interest 
is not permanent and heritable. But there are examples like those of 
Bihar, where even the under-ryot, the man at the bottom, can also 
acquire occupancy rights by a continuous possession of land for 
twelve years. Agricultural labourers constitute the mass of un- 
employed and underemployed landless population in the villages. 
Very few of them are able to secure permanent employment. Some 
cultivate small parcels of land and may even own the plots but their 
major source of living is the wages earned. This class always exerts 
great pressure to obtain land for cultivation. 

Land Reforms in Post-Independence Era : On the eve of 
independence, the social, economic, and political thinking was very 
favourable for land reform measures, rather the various political 
groups vied with each other in advocating an overhaul of the land 
system which would benefit the small holders and landless population. 
The First Five Year Plan stated that the increase of agricultural 
production represented the highest priority in planning over the next 
few years, and agricultural economy had to be diversified and brought 
to a much higher level of efficiency. 

In this context, it was necessary to remove the impediments to 
agricultural production. Opinion was growing that the first requisite 
for better farming was a change in the character of the agrarian 
structure in India. An irrational agrarian relationship could be res- 
ponsible for (1) a large share of the produce being paid as rent, leav- 
ing little incentive to the poor cultivator to increase output; (2) redu- 
cing the margin of saving for investment on land or its efficient 
cultivation in the case of the majority of tenants who arc small 
holders; (3) lack of security of tenure, even in the case of well-to-do 
farmers and, therefore, no incentive to improve production or invest 
on land improvement; and (4) no interest in investing on land 
improvement on the part of absentee landlord who normally has 
other sources of income as well. 

More than a business proposition, agriculture in India is a way of 
life for more than seventy per cent of the people. No Government 
wedded to a welfare progratnnic could be indifferent to the status of 
millions who depend on land. Protection against exploitation, 
security and equality of status and opportunity among different 
sections of the rural population, were accordingly accepted as 
national policy. 

ObjectiTes of Land Policy s Broad objectives of land reform 
measures under implementation and formulation in the country 
may be summarixed as follows : 

(1) Land to the tiller, 
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(2) Augmentation of agricultural production by a better system 
of land management. 

(3) Reduction of inequalities in opportunities and income. 

(4) Improvement in the position of agricultural workers. 

(5) In general, the raising of living standards in rural areas. 

For the fulfilment of these objectives, major steps adopted under 

the programme are : 

(1) Abolition of intermediaries. 

(2) .Regulation of landlord/tenant relationship by fixing fair 
rents, conferring security of tenure on tenants subject to the 
landlord’s right to resume a limited area for personal culti- 
vation, bringing tenants into direct relationship with the 
State in respect of areas which the landlord is not entitled to 
resume and gradual conferment of ownership rights on the 
tenants. 

(3) Redistribution of land by placing ceilings on future acquisi- 
tion and existing holdings and acquiring surplus areas above 
the ceilings, resettlement of landless agricultural workers and 
increasing the size of uneconomic holdings. 

(4) Consolidation of scattered holdings into compact blocks and 
prevention of fragmentation and diminution of holdings 
below an economic size. 

(5) Development of co-operative farming by which small hold- 
ings will be pooled and cultivated jointly to increase the size 
of the operational unit and benefit from economies of large- 
scale organization leading ultimately to co-opcrativc village 
management. 

Abolition of Intermediaries : The abolition of intermediaries, 
though having wider objectives of social equality and economic 
advancement of the tenant class, gained considerable support when 
legislation failed to regulate the relations between landlords and 
tenants. Enactments for the abolition of intermediaries were under- 
taken in certain States before the formulation of the First Five Year 
Plan. But most of the work relating to enactment of laws and 
acquisition of intermediary titles was done during the period of First 
Plan. Zamindari Abolition Acts were passed in Uttar Pradesh, West 
Bengal, Madhya Pradesh, Patiala and East Punjab States Union 
(PEPSU), Rajasthan, Saurashtra and Delhi. Intermediary’ rights in 
the States of Uttar Pradesh, Bihar, Punjab and West Bengal have 
now been completely abolished. Except for a few minor tenures, 
legislation has been enacted in other States. 

Compensation *. Since no property can be acquired by the State 
without compensation to the owners under the Constitution, all Acts 
for abolition of the rights of intermediaries provide for payment of 
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compensation and indicate the principles according to which and the 
manner in which, compensation has to be determined. It is comput- 
ed on the basis of ‘net income’ in Assam, Bihar, Madhya Pradesh, 
Orissa; on ‘basic annual sum’ in Tamil Nadu and on ‘net assets’ 
in Uttar Pradesh. 

The ‘net assets’ and ‘net incomes' arc calculated by deducting 
from the usual aggregate incomes, accruing to the landlord from their 
estates, the aggregate of the expenses incurred by way of pay, cost of 
management, rccovcrahle arrears of renL etc. The basic annual sum 
(as in Tamil Nadu) is calculated on the basis of the gross annual 
lyotwari demand, average net income derived from lanka lands other 
than those in respect of which ryots of land holders are entitled to 
ryotwari paua and average net annual miscellaneous revenue derived 
from such sources as waste land, pasture land, forests, mines and 
minerals, rivers, quarries, fisheries, etc. Deductions are to be made 
on account of establishment chargcs.‘dc6ciency in collection, main- 
tenance of irrigation works, etc. 

Rates of compensation are fixed on a graded scale with higher 
multiples for smaller incomes and lower multiples for higher incomes. 
The multiple laid down is eight times in Uttar Pradesh and seven 
times in Rajasthan and parts of Madhya Pradesh. In Madhya Bharat, 
now part of Madbya Pradesh, the multiple is eight under the Zamm- 
dari Abolition Act and seven under the Abolition of Jagirs Act. In 
other States the sliding scales are as follows : 

Assam 2 to 15 times 

Bihar 2 to 20 times 

Tamil Nadu 12 to 30 times 

Madhya Pradesh (merged 

territories) 2 to 10 times 

In Uttar Pradesh, Madhya Pradesh, including the Madhya Bharat 
area, where compensation is to be determined at a flat rate, the State 
also pays a rehabilitation grant to the smaller intermediaries in addi- 
tion to compensation. Small intermediaries are those who pay land 
revenue upto Rs. 10,000 in Uttar Pradesh and Rs. 3,500 in Madhya 
Pradesh including the Madhya Bharat area. For the Madhya Bharat 
area, it is further laid down that only proprietors who earn livcfi&ood 
wholly or mainly from agriculture will get rehabilitation grants. 

The main problem now engaging the attention of State Govern- 
ments is the building up of the revenue agency and preparation of 
land records. In many States this has been completed. Action is 
still pending in States like Bihar and Orissa. In the country as a 
whole, about Rs. 320 crores has so far been paid as compensation, 
out of an estimated total of Rs. 570 crores including rehabilitation 
grants and interest. 
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Payments made by Tenants : The incidence of compensation to 
be paid to intermediaries has ultimately to fall on the tenants and 
sub-tenants. The State recovers rent from the tenants and pays 
compensation to the owners out of its increased revenues. Every 
effort has, however, been made to ensure that the total annual bur- 
den on cultivators to whom the lands are allotted does not exceed 
the fair level of rent. The object is to improve the status of the 
tenant by the purchase of superior proprietory or quasi-proprietory 
rights. The amount may be paid in lump sum or equated annual 
instalments. Since the amount of compensation to be paid to inter- 
mediaries is at much lower rates than the market price of land, it has 
been a gain for the tenants. 

Not all the landlords in the country are descendants of former reve- 
nue farmers. A number of them actually purchased land and invest- 
ed on its improvement. They belong to the genuine class of landlords 
as anywhere else in the world. But in the payment of compensation 
to them, under the various Zamindari Abolition Acts, it was not 
administratively feasible to make any distinction between those who 
acquired the title of landlords without any investment and those who 
invested on it their hard-earned wealth. 

The outgoing intermediaries and the old classes of tenants under 
the terms of settlement would pay to the State the existing rates of 
rents or such fair and equitable rents fixed by the State Governments. 
In Assam and Tamil Nadu, fresh settlements on rj'otwari basis would 
be introduced in areas taken over by the State, but, pending such 
settlements, rates of land revenue would be determined on the basis 
of existing rents or rates chargeable on similar lands. Under the 
Assam Act during the transitional period, the land revenue realizable 
would not exceed the rent which was payable by the ryot to the 
proprietor or the superior tenure holder immediately before the date 
of notification. 

In Tamil Nadu, the land revenue would be equal to the rent 
which would have been payable to the landholder during/os// year in 
which the Act was notified. 

All Bhuniidars and Sirdars in Uttar Pradesh arc jointly responsible 
to the State Government for the payment of land revenue. In the case 
of Bhumidars and Sirdars, land revenue is equal to the revenue of rent 
payable by them before the date of vesting. When Sirdars acquire 
Bhumidars rights on payment of the prescribed amount, they get a 
reduction of 50 per cent in the land revenue payable by them on the 
date of admission. The land revenue payable by Bhumidars would not 
generally be revised for 40 years after the commencement of the Act 
c.xcept on ground of increase or decrease in the area of their holdings. 
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Those who wish to purchase the ownership rights immediately 
have to pay a multiple of their annual rent. In Uttar Pradesh this is 
ten times and three or four times the present rent for absolute occu- 
pancy tenants and occupancy tenants respectively and six and fifteen 
times for occupancy tenants and sub-tenants respectively in the 
Madhya Bharat region of Madhya Pradesh, 

The time lag between the enactments relating to abolition of inter- 
mediary tights and their implementation was used by a number of 
zamindars to evict the tenants so as to enlarge the size of s/rand 
khudkaslit holdings and have it classified in the village records as 
‘under personal cultivation’. 

The so-called ‘voluntary surrenders’ reported on a large scale from 
various States, were actually 'forced evictions’. To curb this ten- 
dency, special acts and orders have been promulgated in States like 
Assam, Bibar, Tamil Nadu, Karnataka, Rajasthan and Delhi. These 
acts seek to protect the interests of tenants, check their eviction, and 
prohibit land transfers pending introduction of reforms. Some of 
these also eoniaiu provisions for the protection of trees, private 
forests, irrigation works, etc. 

Suggestions have also been made that even where a surrender is 
registered, the landlord should be entitled to take possession of the 
land only to the extent of bis right to resumption, the balance being 
taken over by the State. A few States have made provision for the 
review of voluntaty surrenders. All these laws, however, seem to 
have failed to remove the bann already done. 

Efforts have also been made by landlords at some places to cir- 
cumvent the legislation by entering into mutual agreements with the 
tenants. The landlord pays full or part of the compensation to be 
paid by the tenant and takes possession of a portion of the land 
which would otherwise have remained with the tenant. In States 
like the former PEPSU State such an arrangement was declared as 
legally valid. 

In spite of these evasions, the share of cultivated land directly 
settled with Government has increased considerably. Vast areas of 
Waste-land and grazing grounds which belonged to the zamindars 
now belong to the village communities. 

Tenancy Reforms ! The intermediary abolition acts did not afiect 
the icnants-at-will and other layers of non-occupancy tenants, ryote, 
under-ryots, share-croppers, etc. The object of tenancy legislation in 
India is to help this class of cultivators in the States where inier- 
medairy abolition acts have been passed and to define the tenure 
arrangements to ensure more productive use of land in the remain- 
ing areas where such legislation has not been enacted. 
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Security of Tenures : Legislation adopted in different States for 
tenancy reforms follows two broad patterns. Comprehensive legisla- 
tion has been adopted in Assam, Maharashtra, Tamil Nadu, Jammu 
and Kashmir, Punjab, Rajasthan, Uttar Pradesh, West Bengal, the 
former State of Hyderabad, and the centrally administered Union 
Territory of Delhi, defining the tenure arrangements on the basis of 
(he new social polic}’. 

In Andhra Pradesh, parts of Kerala, Tamil Nadu, Karnataka, 
Orissa, and Bihar legislative action in this direction is only of a 
stop gap nature providing for stay of ejection and regulation of rent. 
More comprehensive legislation is in different stages of formulation in 
these States. The Madhya Pradesh Government has yet to initiate 
legislation for stay of ejection of tenants in what was formerly known 
as the Central Provinces. Provision has, hov/ever, been made for 
conferment of occupancy rights in lands which have been let out for 
three j'ears or more in any consecutive period of five years. 

Resumption of Land for Personal Cultivation : Experience has 
shown that land owners arc liable to misuse the saving clause 'per- 
sonal cultivation’ and eject tenants. In order to ensure that only 
bonafide cultivators resume lands from tenants, the Second Plan 
imposed certain ob’igations on the owners and defined ‘personal culti- 
vation’ to include: (Ij personal supervision by the owner himself or by 
a member of the owner's family and in order that personal supervn- 
sion may be ciTective, the owner or a member of his family must 
reside in the village in which the land is situated or in a nearby 
village within a distance to be prescribed; (2) the owner must bear the 
entire risk of cultivation; and (3) the owner or a member of his 
family should contribute personal labour to cultivate the land. 

Tenancy legislation, practically in all the States, contains some of 
these clauses to define ‘personal cultivation’ but in none of the legis- 
lation area all the three clauses referred to above arc enacted. The 
first and the second clauses have, for example, been enforced in 
Maharashtra, Rajasthan, and a number of other States. Assam, on 
the other hand, has introduced only the first one. 

Certain safeguards have been provided for persons serving with 
the armed fo.-ccs, unmarried women, widows, minors, and other per- 
sons sufTcring from mental or physical infirmities. Such persons 
cny.'y the right to lease out land and to resume for personal cultiva- 
tion v.hen the di‘.-jb;!ity ceases. 


Some recommendations Jjave also been made in the Second Plan 
.i- au! the .area v,hich the tenant can retain. It has to be equitably 
dcmarc.itcd by the authority and perntancr.l and 
tn" conferred on tenants in respect of non-rcsumable 

n s.'.ort, the ir,tcrc*>;5 of owners who wish to cultivate per- 
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sonally and of a tenant who may be deprived of his living on account 
of resumption, have to be reconciled. 

Legisiation adopted in various States, for the purpose, may be 
grouped under five heads. (1) In some areas such as Uttar Pradesh 
and Delhi, the landlord is not allowed to resume any land by ejecting 
tenants; and tenants holding land On a particular date are conferred 
permanent and heritable rights. 

(2) In Maharashtra, Punjab, Rajasthan, and Himachal Pradesh, a 
tenant has the right to retain a minimum area or he gets an alternative 
area before he is ejected. In cither of these cases, an upper limit on 
the resumption of land by the land holders is fixed. The upper limit 
varies from State to State. 

(3) Though an upper limit on the resumable area is imposed 
there is no provision for the tenants to retain or obtain a minimum 
holding. Assam, Madhya Pradesh (Bcrar area), former Hyderabad 
area, Orissa, former PEPSU, Kutch, West Bengal and Jammu and 
Kashmir are in this group. 

(4) Measures in the form of an order for staying ejection have 
been adopted in certain areas to give temporary protection to the 
tenants. These areas are Andhra Pradesh, Vidarbba area of Maha- 
rashtra. Keraia, Madhya Bharat, Bhopal and Vindhya Pradesh areas 
in Madhya Pradesh, Tamil Nadu, Karoataha, Orissa and Manipur. 

(5) Finally, States where no upper limit for resumable area exists 
and the landlord has the right to eject the tenants at will. In other 
words, he can resume the entire area for personal cultivation. Here 
there is generally no security of tenure. 

Regulation of Rent t The First Five Year Plan recommended that 
the maximum rent should not exceed one-fourth or one-fifth of the 
gross produce. I.egislation for the regulation of rent has been adopted 
or is under progress in all the States But there is great variation in the 
rates of rents fixed in the States. For example, in Maharashtra and 
Rajasthan, it is one-sixth of the gross produce. In Assam, parts of 
Karnataka, Orissa, Delhi and Himachal Pradesh, rents have been fixed 
at one-fourth or even less. In Jammu and Kashmir, Karnataka, Bibar 
• • .1 ttroQt nroduce. In 


Tamil Nadu, Karnataka, and Punjab, still exceed the prescribed limit 
under the First Plan. Steps are being taken to reduce them. In 
Madhya Pradesh and Saurashtra regulation of rents has yet to be 
taken up. The Report on the working of Bombay Tenancy Act, 
1948, observes that sbare rents have remained unchanged whereas 
cash rents have shown no signs of reducUOD. On the contrary, 
it is found that on occasions when tenants were changed, there 
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have been more eases of enhancement than of reduction in the 
rent. In Gujarat, it is found that except for Broach, the level of 
rent was in excess of the legal ceiling. In this connection the Report 
says : “The socio-economic factors and traditions were powerful 
forces in determining the levels of rent and it will take time to over- 
come them to adjust the levels of rent to the statutory level of ceilings. 
In spite of the fact that maximum rents have been fixed in most of 
the States, the tenants’ position remains more or less the same. 
It may be difficult to draw a general conclusion for the country as a 
whole, based on the experience of a single State, but all the same, this 
provides some indication of the situation prevailing in the country”. 

Ownership Rights for Tenants : Some sort of protection has been 
given to the occupancy’ tenants. But tcnanls-at-will had not been 
protected so far and they had no permanent rights in land. Recent 
enactment entitled both these types of tenants to acquire ownership 
of land under certain conditions. 

The objective of bringing together in one person, the right to 
own and the right to use in respect of non-rcsumable area was thus 
proposed to be achieved. As stated in the First Plan, the pre- 
sent link between the tenants and rent receiving owners has to be 
removed and tenants brought into direct relationship with the Stale. 

Various enactments in different States have made provisions to 
effect this change. The basis for determining the price of land which 
tenants wish to purchase and its mode of payment differ from State 
to State, Care has, however, been taken to ensure that the aggregate 
of the amount of payments of compensation docs not exceed the level 
of rent recommended in the Plan. 

Action taken by various States for transfer of ownership to 
tenants follows broadly the following pattern : 

(1) All tenants have been brought into direct relationship with 
the State, as in Uttar Pradesh. The State recovers rent from the 
tenants and pays compensation to the owners out of its increased 
revenues. In Delhi, the tenants get full ownership rights and arc 
required to pay compensation direct to ow ners in addition to payment 
of revenue to the Government. 


(2) Tenants have been asked to buy ownership rights by a 
stipulated date, failing which they become liable to ejectment. The 
BomKay Legislation conicans a provision along these lines, 

(3) Tenants have been given opiionn! riglil of purchase on 
payment of price, regulated by latv and paj’ablc in instalments spread 
over a period. In States where Icnisfotion has been enacted for 


converting tenants into owners 
croppers have acquired owretr 


, about 34.39 lal.h tenants and share 
hip of more than 31 lakh hectares. 
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Redistribqtion of Land i A major decision has been taken in 
favour of redistribution of land to fulfil the objectives of reduction of 
inequalities and more even distribution of economic power in a 
democratic-socialistic State. The following measures relate to redis- 
tribution of land to help landholders with uneconomic size holdings 
and landless persons : 

(i) Ceiling on Holdings 

(ii) Settlement Projects 

(iii) Bhoodan Movement 

Celling on Holdings : A ceiling on the size of holdings means a 
statutory absolute limit on the total area of agricultural land that an 
individual may possess (in one or a number of units). It was proposed 
in the First Five Year Plan that a limit on the extent of land, an 
individual or a family should be allowed to hold, be imposed in all 
the States. In order to impferaent this suggetion, a census of land 
holdings and cultivation was undertaken. The Committee of the 
Panel on Land Reforms also recommended ceilings on the aggregate 
area held by a family. Land held in excess of that limit, it was 
proposed, shall be distributed among landless agricultural persons 
and those with uneconomic holdings. Various plans have reiterated 
the importance of implementing this decision at an early date and the 
Nagpur Resolutiori of the All India Congress Committee in January 
1959, stated that legislation to this effect should be completed by the 
end of 1959. 

Objectires t Ceilings on land can have broadly two objectives, 
Tie., (I) social Justice to level down the diBercnce between the ‘haves’ 
and the "have-nots’, by reducing glaring inequalities in ownership and 
use of land as well as in agricultural incomes, and (2) increased 
production in the interest of the count^ as well as the individual by 
meeting the widespread desire to possess land and enlarging the 
sphere of self-employment. 

It has thus been suggested that steps be taken to diffuse ownership 
to reduce tension in the country and provide an incentive for increas- 
ed output. The Mysore Tcnanty Agricultural Land Law Committee 
has gone further and suggests that ceilings may also beimposedin 
other sectors of the economy so that there may be no sense of grievance 
On the part of agriculturists- 

Ceilings have thus to be viewed, not as an isolated me^ure, but 
as an essential part of a fully considered scheme of reorganization of 
the agricultural economy. 

One of its primary objects is that land should be cultivated only 
by those who have complete interest in it. Fixation of ceilings would 
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remove all disinterested parties from the land. Surplus land, thus made 
available, can then be distributed among the landless. Past experience 
has been that generally, the large land holders did not pay proper 
attention to the cultivation of the entire land held by them nor did 
they make any investment on improvement of the land. Still they pre- 
ferred to maintain their hold on the land. With their elimination, all 
classes remaining on land will cultivate their entire holding efficiently. 

Legislation on Ceiling : Legislation on ceilings has been enacted 
in most of the States (Table XI 11). It imposes either a limit on future 
acquisition, f.c. no one can increase the area held by him beyond the 
limit imposed by the ceiling fixed for the region, or a limit on the size 
of existing holdings, i.e. the land in excess of the ceiling will be 
acquired by the State. 

Table XTII 

Land Ceiling in States 


States 

Future Acquisition 

Existing Holdings 

Andhra 

11.5 to 106 Hcctacres 

no to 132 Hcctacres 

Assam 

20.4 „ 

20 4 


Bihar 

810 24.5 „ 

8 to 24.5 


Gujarat 

7.7 to 53.5 „ 

7.7 to 53.5 


Jammu and Kashmir 

9.7 „ 

9,7 


Kerala 

6,1 to 15.3 ,, 

6.1 to 15.3 


Madhya Pradesh 

10.2 to 30.5 „ 

10.2 to 30.5 


Tamil Nadu 

9.7 to 40.7 „ 

9.7 to 40.7 


Maharashtra 

4.9 to 34.2 „ 

7.3 to 51.3 

if 

Karnataka 

7.3 to 58.6 „ 

1 1.0 to 87.9 

ff 

Orissa 

8 to 32.6 ,, 

8 to 32.6 

If 

Punjab 

12.2 Standard „ 

12.2 Standard 

»» 

Rajasthan 

12.2 Standard .. 

12.2 Standard 


Uttar Pradesh 

5.1 „ 

5.1 

ff 

West Bengal 

10.2 

10.2 

ff 

Manipur 

10 J. 

10.2 

Sf 

Tripura 

10.2 to 30.5 

10.2 to 30.5 

ff 

Himach.a1 Pradesh 

12.2 „ 

12.2 

If 


Rbnodan Movement : It is a non-official movement under the 
leadership of .Acharj-a Vinoba Bhavc. Tlic movement for voluntar>’ 
hnd gift has the sympathy and support of the Congress, the present 
ruling party. Describing the aims of the movement, Acharya Bhavc, 
said ; "In a ju.u and equitable order of society. land must belong 
to all. Tnat is why sve do not beg for gifts but demand a share to 
v.hrch the poor arc rightly entitled. The main objective is :o propa- 
gate the right thought by ’A hid ■ ' ■ ‘ 

he corrected without serious conHiets,' 


AUich social economic maladjustment can 
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Id its practical application, Bhoo^ takes the shape of askiog for 
voluntary donations of one-sixth of the land from owners for redis- 
tribution among the landless. In the non-agricultural sector, the 
movement assumes various forms such as S'flm/jaHidun (donation of 
money or other resources), Bud^idan donation (donation of mental 
abilities) and Jitandan (donation of life). 

Progress under Bhoodan: The movement which began on a modest 
scale on April 18, 1951, now covers the length and breadth of the 
country. The initial target was to obtain 20 million hectares of land so 
that it may be possible to provide some land for cultivation to every 
rural family. Total collections so far have been only 1.7 million 
hectares under the movement. Of this, only '5 million hectares have 
been distributed among the landless. There arc quite a number of 
snags in redistributing the land so collected. In a number of cases, 
the Government did not have proper land records and about 40 to 
50 per cent of the land collected was fallow. The progress of the 
movement is actually very slow for the last few years when hardly 
any new land has been collected. 

In 1965, Vinobaji launched a programme Too/an Gram Van, a 
whirl-wind campaign to collect gifts of whole villages in Bihar. The 
ideal was that all land should belong to the village community as a 
whole. Following this call, as many as 41 thousand Gram Dan have 
been made in Bibar, a State which was fast heading towards the 
achievement of a complete ‘State Z)un*. Bihar, Tamil Nadu, Orissa, 
Madhya Pradesh. Uttar Pradesh, Maharashtra and Rajasthan 
Governments had already pledged full co-operation to Sorvodaya 
workers in bringing these States within the purview of the Gram Dan 
Movement during the Gandhi Centenary Year. 

As in the case of land donated under Bhoodan, the land revived 
in over 1 lakh Gram Dans has also to be legally transferred in the 
name of the Gram Sabhas. SaTvoda)a workers have not yet concen- 
trated on the functioning of the Gram Sabhas, but they were only 
trying to collect as many Gram Dans as possible. 

Tbe implementation of the whole Sorvodaya programme would 
be carried through Gram Dan Sabhas aitet they have achieved a few 


State Dans, 

Tbe Gram Dan Movement aims at achieving a total rural revo- 
lution through peaceful means. It was also an educative prwess o 
educate the rural people about the value of collective owners ip an 
forewarning them against the vested interests 
unusets. In that sense, it was a silent tevoluUon which was Iwund 
to have social and political repercussions in the near uture. 
was urgent need for evolving a way for a village oriente ‘ 

The present official plan and poliqr of development were 
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oriented. Gram Swaraj wouM completely reverse this process and the 
Gram Sabhas \vo\i\A work for an agro-industrial self-reliant economy 
which would progressively eliminate exploitation of the masses and 
disparity in incomes. The village oriented economy would be an 
economy of sharing, as distinguished from the economy of a competi- 
tive market. This calls for decentralization of power giving villages 
some autonomy. 

It is very difhcult to say at this stage how far these ideals will 
be achieved. Although much of the land that has been donated is 
reported to be unfit for cultivation, the area of land made available 
through Bhoodan is no w'ay insignificant as compared with the land 
to be acquired through legislation on ceilings. A more significant 
point to be stressed is that such a large area of land has been given 
as a free gift even when the position with respect to the availability of 
land is not at all comfortable and the majority of Indian farmers are 
themselves small holders. Judged in this way, it is certainly a great 
success. Even the worst critics of the movement have no hesitation 
in agreeing that the achievement has no parallel in the world. 

Land Management Legislation : The First Five Year Plan 
recommended that individual owners should conform to standards of 
efficiency determined by law in the cultivation and management of 
land. In their application, these standards were thought of, in the 
first instance, in relation to large holdings. In the Second Plan it 
was suggested that standards of efficiency and management would 
apply to all holdings. 

The Committee of the Panel on Land Reforms rccoraracndcd 
that all farmers should be obliged to maintain reasonable standards 
of production and preserve .and develop the fertility of the soil. There 
should be land management legislation to provide necessary incentives 
and sanctions for the performance of this obligation. Implementation 
of the legislation at the village level should be undertaken generally 
through village panchayais, but suitable arrangements for supervision 
would be necessary. 

The purpose of hand management legislation as envisaged by 
the Pane! on Lind Reforms may be classified broadly as follows : 

(1) To provide for cultivation of all land suitable [or cultiva- 
tion. 

(2) To ensure proper standards of cultivation. 

(3; To ensure collcciivc or group .adoption of certain practices. 

(•?) To enforce changes in croppi-g pattern and introduce 
new combination'4 of enterpri es, c.g. mixed farming. 

(5} To participate in co-operaiivc societies. 

To proside incentives. 

17) To take punitisc action. 
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The share of International Institutions, the World Bank and the 
International Finance Corporation fell by one per cent in 1967-68. 
This was because of larger amortization payments which more than off 
set the inflow. The outstanding liabilities to these institutions aggre- 
gated Rs. 98 crores and represented 27 per cent of loans and credits from 
official sources. About 59 per cent of the investments by these institu- 
tions were in the service industries — power projects and in financial 
institutions and the rest in the manufacturing industries mainly iron and 
steel. 

Japanese investments increased byRs. 17 crores totalling Rs. 82 crores 
representing 5 per cent of the total foreign investments in India, almost 
the whole of the net inflow came as suppliers’ credit. Similarly, inflows 
from Italy (Rs. 4 crores) and France (Rs. 2 crores) were suppliers’ credits. 
Among the other countries net inflow from Sweden, Belgium and the 
Netherlands aggregating Rs. 13 crores was largely suppliers’ credits 
and Rs. 3 crores from Switzerland was mainly in the form of direct 

investment. 

Industry-wise, Rs. 822 crores or 53 per cent of the total investments in 
India plus all suppliers’ credits as at the cad of March 1968 w'cnt to the 
manufacturing group. Chemicals and allied products accounted for 
Rs. 54 crores. Investments in petroleum industries stood at Rs. 196 
crores or 13 per cent. Service industries had Rs. 393 crores or 25 per cent 
of the total investm'ents. Bulk of this money went into construction, 
utilities and transport and to specialized financial institutions. 

TABLE UOCXXIV 

Outstanding Foreign Inrestment by Category 


(Rs in crores) 
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TABLE LXXXXA' 

Lone Term Foreign Investments — Industrj-Wise _ 

^ (Rs. in crorcs) 


I. Plantations 

II. Mining 
in. Petroleum 

IV. Manufacturing 

(a) Food, beverages, etc. 

(b) Textile products 

(cl T ransport equipment 
(o') Machiurcy and 
machine tools 

(c) Metals and metal 
products 

(f) Electrical goods and 
machinery 
fg) Chemicals and 
allied products 
(h) Miscellaneous 

V. Services: 

(al Trading 
(b) Construction utili- 
ties and transport 
(cl Financial 
(d) Miscellaneous 

Total 


1948 195S 

{June 30) {Dec. 30) 


52-2 

95.1 

11.5 

11.8 

22.3 

118.1 

70.7 

214.9 

10.1 

30.4 

28.1 

21.1 

1.0 

5.7 

1.2 

5.9 

8.0 

76.0 

4.8 

17.1 

8.0 

25.9 

9.6 

32.8 

107.9 

122.3 

43.0 

29.6 

31.8 

51.4 

15.7 

16.6 

17.7 

24.3 

264.6 

562.5 


1968 

(March 31) 

122.5 

9.6 

196.4 

821.6 

44.1 

66.4 
84.8 

49.6 Rs. 821.6 

155.3 

64.7 

241.4 
1 15.3 

392.7 

53.6 

221.9 Rs. 392.7 

96.1 

21.1 

1,542.8 


Foreign Collaborations; Between 1957 and 1971, 3,374 foreign collabora- 
tion agreements were approved by the Government of India. The U.K. 
topped the list witii 885, followed by the U.S.A. G08, West Germany 
524, J.ipan 307. Switzerland 158, France 154 and others 73S. 

An indu sir)- wise classification reveals that foreign collaboration 
approvals for industrial machtnety (other than textile machinery) were 
the highest as 471. Then came electrical equipment, apparatus, compo- 
nenls etc. 420, machine tools and_ accessories 244, transport equipments 
227, basic chemicals 187, chemical products 195 and other industries 
1,630. 

Policy on Collaboration: Jawaharlal Nehru’s statement in Parliament 
on April 6, 1949, remains the authentic exposition of Government’s 
policy on p.articipation of foreign capital in India's economic develop- 
ment. The St.'itc recognized the role of foreign capital in supplementing 
national savings and also in nnaking available to the country the scienti- 
fic. icclmtcal and industrial knowledge, as also the capital equipment 
which foreign capita! brings with it. At the same time, the statement 
the need to regubte the scope .and mode of foreign capital 
in the national interest with the object of utilizing it most advanfa- 
fcously. 



conditions under uhich foreign capi!.~l is welcome arc; 

Ah ur.dcrtnkingx, whether Indian or foreign, h.zi'c to conform to 
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TABLE LXXXXVH 


Approved I'orcfen Collaboration Aurcements — Countp-AVisc 



TABLE LXXXXVIII 

Approved Foreign Collaboration — Industr>-AVisc 


huhtstry 


Rupee in Crores 


June 

1971 Total 


1. Electrical equipment, apparatus, 
components, etc. 

4 

134 

351 

420 

909 

1. Industrial machincrj- other than 
tcatilc 

6 

98 

338 

471 

913 

3. Machine tools and accessories 


71 

201 

244 

516 

4. 1 ranspotl equipment 

5 

86 

192 


510 

5. B.vi.'C chemicals 

7 

95 

164 

187 

253 

6. Chernical products 

3 

35 

159 

195 

382 

7. Hea'o' electrical equipments (gene- 
ration and distribution) 

7 

79 

132 

154 

372 

8. Iron and steel products 

2 

60 

129 

151 

342 

9. instruments 


29 

114 

125 

26S 

10. Tettile rmtehirserj' 

1 

36 

89 

107 

133 

11. Material r.nd construc- 

tion cquiprricn: 

I 

43 

89 

107 

240 

12. Ca*-tinp and forfinps 

1 

21 

77 

80 

179 

13. and pharmacculi.'jH 

A 

34 

68 

82 

188 

14. Ccmnncs and 


28 

5H 

69 

157 

15. ae.d pap<; product •> 

n 

23 

45 

53 

123 

5e. Mct&l and m.-tr-l p.'oducts 

2 

13 

.39 

47 

JOl 

17. con'.ultcr.O’ 


3 

29 

*12 

74 

Arr:cul:;;'al mirhicrr. un.5 im- 

I 

10 

25 

51 

87 

i"?, 5 cfti^rcrs 


o 

10 

12 

24 


1 

7 

H 

12 

2K 

2 1. Or-:?*' 

?2 

217 

AlO 

525 

L209 

'I. 

?! 

1,124 

2.75;;- 

3J57 

7.03'-; 
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the general requirements of the declared industrial policy. 

2. Foreign enterprises would be treated on a par with Indian enter- 
prises. 

3. Foreign enterprises would be free to remit profits and repatriate 
capital subject to foreign exchange regulations. 

4. In the cNcnt of nationalization of a foreign undertaking, fair and 
equitable compensation would be paid. 

5. As a rule, the major interest, ownership and effective control of an 
undertaking should be in Indian hands. 

In the last two decades, India’s industrial base has been broadened 
and its manufacturing sector widely diversified. Also, there has been 
significant development of indigenous know-how and consequently. 
Government exercises a greater degree of selectivity. Foreign colla- 
boration/investment is accepted only in fields of relatively high priority 
and in areas where sophisticated foreign technology would become avail- 
able to the country. Foreign investment is welcome primarily in manu- 
facturing industries in which Indian enterprise is not fully developed 
and the products of which could help increase India’s foreign exchange 
resources either by increasing exports or by reducing current inputs. 

Since 1968, a Foreign Investment Board has been functioning as a 
local agency within Government for expeditiously dealing with all matters 
relating to foreign private investmeots/collaboration. 

Certain recent policy trends in respect of foreign investment and 
collaboration may be noticed: 

(i) Equality: Generaliy, the policy is to allow minority participation, 
the usual preference being upto 40 per cent. In very exceptional cases, 
majority participation may be considered if a project requires sophisti- 
cated technology not available in India or involves substantial 
amount of foreign exchange, which is not available from alternative 
sources or is essentially export oriented. 

(ii) Royalty; Payments, subject to tax, are allowed upto a maxi- 
mum of 5 per cent. Royalty is calculated on the basis of the ex-factory 
selling price of the product less landed cost of import content, irrespec- 
tive of the country of supply. Government does not normally allow 
any minimum guaranteed royalty. No royidty payments are allowed in 
case of collaboration between a wholly owned subsidiary in India and 
the parent company. 

(iii) Duration: The duration of collaboration agreements is restrict- 

ed to five years from the date of agreement or five years from the 
commencement of production. However, such a date should not exceed 
three years after the signing of the agreement, which means a maxi- 
mum of eight years are allowed. Renewals are considered on the merit 
of each case. , , 

(iv) Exports: Foreign investment and collaboration are welcomed 
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liberally in industries wliicli are predominantly export-oriented and 
where the link with the collaborating party will provide an avenue for 
export. 

In January 1969, policy decisions were taken aimed at increasing 
exports involving foreign collaboration. Units with substantial export 
performance to their credit w’ould be allowed, on merits, to expand their 
production capacity to enable them to step up their exports. 


Tax Incentives: The Indian tax laws offer a wide range of tax incentives 
and special incentives for foreign/non-resident tax payers. 

Among incentives for savings and investment are a five-year tax holiday 
for new industrial enterprises, tax exemption for ‘priority’ industries, 
depreciation allowance development rebate, deduction of expenditure on 
scientific research, e.xpori markets development allowance, agricultural 
development allowance, concessional treatment of inter-corporate divi- 
dends, tax-free dividends, wealth tax exemption, tax credit certificates, 
and exemption of income from provision of technical know-how or 
services. 

Special incentives for the foreign or non-resident tax payers are: 

(1) Concessional tax on royalties and technical service fees received 
by a foreign company, 

(2) Exemption from surtax or royalties, interest and technical service 
fees of foreign companies. 

(3) Tax exemption to foreign tcclmicians employed in India. 

(4) Tax free interest on loans from speciOed foreign sources. 

(5) Deduction of expenses on education of children outside India. 

(6) Exemption of leave passage money. 

(7) Exemption for foreign employees for services rendered in India. 

(S) Exemption from ta.x on export income. 

(9) Exemption on remittances to India out of foreign profits or 
capital. 


The growing number of collaborations owes a great deal to Govern- 
ment policy, both deliberate and undesigned. By means of import 
restrictions, the Government has raised profits on home production; 
and among the foreign firms that wish to share in the protected market, 
the Government has shown hostility towards those that arc entirely owned 
abro.id. So collaboration lias become more or less a sine qiia non for 
foreign firms wishing to enter the Indian market. Simitar hostility 
towards foreign control reduces the attraction of financial investment 
in India, and correspondingly increases the advantage of the sale of 
know-how for royalties, 

Th.e object of the Government in encouraging collaboration is four- 
fold: 

(a) B> the-r means w e would be replacing the import of goods by the 
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import of capital and know-how, substituting domestic for foreign 
labour and materials and thereby saving exchange. 

(b) The import of know-how would educate our countrymen in 
industrial techniques and take the country towards technological self- 
dependence. 

(c) Finance brought into collaborations from abroad would be free 
from political strings unlike Government grants or loans. 

(d) The outflow of returns on imported equity capital would be 
more flexible on foreign loans and could be more easily adjusted 
to our payments circumstances. 

Foreign technical help can be obtained in three forms: employment 
of foreign technical personnel, technical consultancy arrangement, and 
technical collaboration arrangement. The first two are essentially 
personal in nature, while the third is institutional. The growing pheno- 
menon noticed since 1957 Is the rise in tius third form of technical 
assistance arrangement. 

The advantages of a collaboration arrangement are that it enables 
the Country to take a start on its development effort at a higher level of 
technology than if it were to seek to develop on its own. It thereby 
enables development not only to take place faster but also helps avoid 
waste of capital, both as a result of experimentation and of delays m 
obtaining output from equipment. The agreements have also helped 
many new entrepreneurs to take up industry. The large number o' 
entrepreneurs who have come up in recent years have been greatly hel^ 
by their collaboration with well-known foreign firms, often in techni- 
cally difficult industries. An essential advantage, particularly where the 
foreign partner also participates in the capital and management o t e 
Indian company, is the adherence to improved management practices 
and strict quality control that it ensures. 


Repetitive Collaboration: On the subject of foreign 
Co mmi tted! of Inquiry on Industrial Licensing Policy, as iscus 
length what it calls ‘•repetilive collabotation". Tto ' 

says, arises in the form of collaborations being entered in o r p 
irrespective of the fact that it is already being pmdneed to'* 
another foreign collaboration agreement. As a resu , gr f : _ 
entered into by a number of Indian firms either with the same foreign 
party or with a number of foreign parties for the same ^ • j. ^ 
Analysing the list of foreign collaborations, the Cot^t^ bns on„d 
that 363 categories were involved in repetdivc eollabora om Of to 
there were 50 prodnets for which eollaborat.ons rn 
have been granted in the same year. Also there 
difference in the terms of approval in many cases. 
of how in ealeulating the payment of royalty, several bases have bee 
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acc-eptcd in difierenl anrccnients. 

The Committee lias enumerated areas of production, mostly of con- 
sumer goods. v,hcrc tlicrc is no great advantage in obtaining foreign 
know-how, mucii less granting repetitive collaboration. Some of the 
items arc loudspeakers, toys, sports goods, spectacle hinges, ball point 
pens, tooth paste, readymade garments etc. 

Similarly, multiple collaborations have been permitted and renewed 
in respect of items like domestic refrigerators, radio receivers, transistors, 
tape-recorders, gramaphoncs, record changers and cameras. These 
non-essential goods the Committee concludes, lead to outfiow of foreign 
exchange over long periods of time. 

On the question of indigenous production of these items contributing 
to import substitution, the Committee says it is inconceix'able that such 
goods would liavc been at all imported in view of the difficult foreign 
cxcliange situation. Further not all imports need to be substituted. 

The Committee has also been critical of another type of collaboration- 
items in which production has already been well established and no 
further major import of technology is necessary. 



APPENDIX I 


Government of India Resolution on Industrial Policy 
dated the 6th April, 1948 

The Government of India have 'given careful thought to the econo- 
mic problems facing the country. The nation has now set itself to 
establish a social order where justice and equality of opportunity shall be 
secured to all the people. The imme^ate objective is to provide 
educational facilities and health services on a much voider scale, and 
to promote a rapid rise in the standard of living of the people by 
exploiting the latent resources of the country, increasing production 
and offering opportunities to all for emploj-ment in the service of tlic 
community. For this purpose, careful planning and integrated effort 
over the whole field of national activity arc necessary; and the 
Government of India propose to establish a National Planning Com* 
nussion to formulate programmes of development and to secure their 
execution. The present statement, however, confines itself to Govern- 
ment's policy in the industrial field. 

Any improvement in the economic conditions of the country postulates 
an increase in national wealth; a mere redistribution of existing wealth 
would make no essential difiereoce to the people and would merely mean 
the distribution of poverty. A dynamic national policy must, there- 
fore, be directed to a continuous increase in production by all possible 
means, side by side with measures to secure its equitable distribution. 
In the present state of the nation’s economy, when the mass of the people 
are below the subsistence level, the emphasis should be on the expansion 
of production, both agricultural and industrial; and in particular on 
the production of capital equipment, of goods satisfying the basic needs 
of the people, and of commodities the e.xporl of which will increase 
earnings of foreign excliange. 

The problem of State participation in Industry and the conditions in 
which private enterprise should be allowed to operate must be judged in 
this context. There can be no doubt that the State must play a pro- 
gressively active role in the development of industries, but ability to 
achieve the main objectives should determine the immediate extent of 
State responsibility and the limits to private enterprise. Under present 
conditions, the mechanism and the resources of the State may not permit 
it to function forthwith in Industry as widely as may be desirable. The 
Government of India arc taloog steps to remedy the situation; in parti- 
cular, they are considering steps to create a body of men trained in busi- 
ness methods and management. They feel, however, that for some 
time to come, the State could contribute more quickly to the increase of 
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national wealth by expanding its present activities wherever it is already 
operating and by concentrating on new units of production in other 
fields, rather than on acquiring and running existing units. Meanwhile, 
private enterprise, properly directed and regulated, has a valuable role 
to play. 

On these considerations, the Government liave decided that the manu- 
facture of arms and ammunition, the production and control of atomic 
cnergj’, and the ownership and management of railway transport should 
be the exclusive monopoly of the Central Government. Further, in 
any emergency, the Government would always have the power to take 
over any industrj' vital for national defence. In the case of the follow- 
ing industries, the State — which in this context, includes Central, Pro- 
vincial and State Governments and other Public Authorities like Munici- 
pal Corporations — will be exclusively responsible for the establishment 
of new undertakings, except where, in the national interest, the State 
itself finds it ncccssarj' to secure the co-operation of private enterprise 
subject to such control and regulation as the Central Government may 
prescribe: — 

(1) Coal (the Indian Coalfields Committee’s proposals will be 
generally followed). 

(2) Iron and Steel, 

(3) Aircraft Manufacture. 

(4) Shipbuilding. 

(5) Manufacture of telephone, telegraph and wireless apparatus, 
excluding radio receiving sets. 

(6) Mineral Oils. 

While the inherent right of the State to require any c.xisting industrial 
undertaking xsill always remain, and will be exercised whenever the 
public interest requires it. Government have decided to let existing 
undertakings in these fields develop for a period of ten years, during 
wluch they will be allowed all facilities for efficient working and reason- 
able expansion. At the end of this period, the whole matter will be 
reviewed and a decision taken in the light of circumstances obtaining 
at the time. If it is decided that the State should acquire any um't, the 
fundamental rights guaranteed by the Constitution will be observed and 
compensation will be awarded on a fair and equitable basis. 


Management of State enterprise will, as a rule, be through the medium 
of public corporations under the 5tatutor>- control of the Central Govern- 
ment, who will assume such powers as may be ncccssaiy to ensure this. 

The Government of India have recently promulgated a measure for the 
control by the State of the generation and distribution of electric power. 
This industry will continue to be regulated in terms of tliis measure. 

Trie rest of the industrial field will normally be open to private enter- 
prise. individu.-.! as well as co-operative, Tlic State will also progressively 



INDUSTRIES 


671 


participate in this field; nor svill it hesitate to intervene whenever the 
progress of an industrj- under private enterprise is unsatisfactory. The 
Central Government have already embarked on enterprises like large 
river-valley developments, which are multi-purpose projects of great 
magnitude, involving extensive generation of hydro-electric power and 
irrigation on a vast scale, and art calculated in a comparatively short 
time to change the entire face of large areas in this country, Rejects 
like the Damodar Valley Scheme, the Kosi Reservoir, the Hirakud Dam, 
etc., are in a class by themselves and can stand comparison with any 
of the major schemes in America or elsewhere. The Central Govern- 
ment have also undertaken the production of fertilizer on a very large 
scale and have in view other enterprises like the manufacture of essential 
drugs, and of synthetic oil from coal; many Provincial and State Govern- 
ments are also proceeding on similar lines. 

There are certain basic industries of importance, apart from those 
mentioned in paragraph 4, the planning and regulation of which by 
the Central Government is necessary in the national interest. The 
following industries whose location must be governed by economic 
factors of all-India import, or which require considerable investment 
or a high degree of technical skill, will be the subject of a Central regula- 
tion and control: 

(1) Salt. 

(2) Automobiles and tractors. 

(3) Prime Movers. 

(4) Electric Engineering. 

(5) Other heavy machinery. 

(Q Machine tools. 

(7) Heavy chcmicab, fertiUrers and pharmaceuticals and drugs. 

(8) Electro-chemical industries. 

(9) Non-ferrous metals. 

(10) Rubber Manufactures. 

(11) Power and industrial alcohol. 

(12) Cotton and woollen textiles. 

(13) Cement, 

(14) Sergar. 

(15) Paper and newsprint. 

(16) Air and Sea Transport. 

(17) Minerals. 

(18) Industries related to defence. 

The above Ust cannot obslously be of an exhaustive nature. The 
Government of India, while retaining the ultimate direction over this 
field of industry, wiU consult the Goveniments of the Provinces and 
States at all stages and fully assodale them in the fonnulatfon and 
exccuUoa of plans. Besides these Governments, representatives of 
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Industry and Labour will also bo associated with the Central Govern- 
ment in tlic Industrial Advisory Council and other bodies which they 
propose to establish, as recommended by the Industries Conference. 

Cottage and small-scale industries have a very important role in the 
national economy, oflering as they do scope for individual, village or 
co-operative enterprise, and means for the rehabilitation of displaced 
persons. These industries arc particularly suited for the better utilisa- 
tion of local resources and for the achievement of local self-sufilciencv 
in respect of certain types of essential consumer goods like food, cloth 
and agricultural implements. The healthy e.xpansion of cottage and 
small-scale industries depends upon a number of factors like the pro- 
vision of raw materials, cheap power, technical advice, organised 
marketing of their produce, and, where necessary, safeguards against 
intensive competition by large-scale manufacture, as well as on the 
education of the worker in the use of the best available technique. Most 
of these fall in the Provincial sphere and arc receiving the attention of 
the Governments of the Provinces and the States. The Resolution of 
the Industries Conference has requested the Central Government to 


investigate how far and in what manner these industries can be co- 
ordinated and integrated with large scale industries. The Government 
of India accept this recommendation. It will be c.xamincd, for c.xamplc, 
how the textile mill industry can be made complementary to, rather 
than competitive with the handloom industrj-, which is the country’s 
largest and best organised cottage industry. In certain other lines of 
production, like agricultural implements, textile accessories, and parts 
of machine tools, it should be possible to produce components on a 
cottage industry scale and assemble these into their final product at a 
factory. It will also be investigated how far industries at present hichlv 
centralised could be decentralised with advantacc. " * 

The Resolution of the Industries Confcrence''has recommended that 
Government should establish a Cottage Industries Board for the foster- 
ing of small scale industries. The Government of India accept tllis 
rccommcnd.-ition and propose to crc.atc suitable machiricrv to imnicmcnt 
it. A Cottage and Small-scale Industries Directorate will also^be 
up Within the Directorate General of Industries and Supplies 
One nf ,!.c .min ohjec.ivcs mil be In £ive n distincUy co-opernlive 
bi3i lo Il.ii field of indiistr;-. During anti before llic lust ,var even n 
preJominuntly ugricullurul country lite Cl, inn. showed whut'cLtd b- 
done ,,„s re.pxt. end her mobile industriul eo-operutive units were of 
outMuading ussis.anee ,n her struggle :,gui„s, Jupu„. jhe pms-n 
.nter..u„t.a:.! t.tuut.on rs l.kely lo lessen l„ a murhed deurc- our clrn m 
o: setting cepm poods for lurge-seule ;„t|„s„;, a„a I,,, 
re nede up by huv.ng reeourse to smulgsiru iudns,,;,,, eo.o,;;,u, ve'; 


9i 


the co-nirv. 
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The Government, however, recogmse that their objective, viz., secur- 
ing the maximum increase in production, wH not be realised merely by 
prescribing the respective spheres of the State and of private enterprise 
in Industry; it is equally essentia! to ensure the fullest co-operation 
between labour and management and the maintenance of stable and 
friendly relations between them. A Resolution on this subject was un- 
animously passed by the Industries Conference which was held in 
December last. Amongst other things, the Resolution states: — 

. . .The system of remuneration to capital as well as labour must 
be so devised that, tvhilc in the interests of the consumers and the 
primary producers, excessive profits should be prevented by suitable 
methods of taxation and othenvisc, both will share the product of their 
common effort, after making provision for payment of fair wages to 
labour, a fair return on capital employed in the industry and reason- 
able reserves for the maintenance and expansion of the undertaking.” 
Government accept this Resoluiion. They also consider that labour's 
share of the profits should be on a sliding scale normally vary'ing with 
production. They propose, in addition to the over-all regulation of 
industry by the State, to establish raaeWnery for advising on fair wages, 
fair remuneration for capital, and conditions of labour. They will 
also take steps to associate labour in all matters concerning industrial 
production. 

The machinery which Government propose to set up will function at 
different levels, central, regional and unit. At the Centre, there will 
be a Central Advisory Council, which will cover the entire field of 
industry, and will have under it Committees for each major industry. 
These Committees may be split up into sub-committees dealing with 
specific questions relating to the industry, e.g., production, industrial 
relations, wage fixation, and distribution of profits. The regfonal 
machinery under the Provincial Governments will be Provincial Advisory 
Boards wluch, like the Central Advisory Council, will cover the entire 
field of industry within the provinoe; they will have under them the Pro- 
vincial Committees for each major industry. The Provincial Committees 
may also be split up into various sub-committees dealing with specific 
questions relting to production, wage fixation and industrial relations. 
Below the Provincial Committees will come the Works Committees and 
the Production Committees attached to each major industrial establish- 
ment. 

The Works Committees and the Production Committees will be bi- 
partite in character, consisting of representatives of employers and 
workers only, in equal numbers. All other Committees will be tripartite, 
with representatives of Government, employers and workers 

Government hope that the machinery proposed will substantially 
reduce the volume of industrial disputes. In the case of unresolved 
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conflicts, Government trust that management and labour will, in their 
o^^7^ interests and in the larger interests of the country, agree to settle 
them through recognised channels of conciliation and arbitration, which 
will be provided by Government. The Industrial Relations Machinery, 
both at the Centre and in the Provinces, is being strengthened, and 
permanent Industrial Tribunals are being established for dealing with 
major disputes. 

The Government of India are also taking special steps to improve 
industrial housing as quickh' as possible. A scheme for the construc- 
tion of one million workers’ houses in ten years in under contemplation, 
and a Housing Board is being constituted for this purpose. The cost will 
be shared in suitable proportions between Government, employers and 
labour, the share of labour being recovered in the form of a reasonable 
rent. 

In order to ensure quick decisions on the various matters arising out 

of the Industrial Truce Resolution, Government are appointing a special 
ofneer. 


The Government of India agree with the view of the Industries Con- 
ference that, while it should be recognised that participation of foreign 
capital and enterprise, particularly as regards industrial technique and 
knowledge, will be of value to the rapid industrialisation of the countr>', 
It IS neccssarj- that the conditions under which they may participate in 
Indian industry should be carefully regulated in the national interest. 
Suitable legislation will be introduced for this purpose. Such legisla- 
lon \M pro\i c or the scrutiny and approval by the Central Govern- 
cn o c^cr> in ividual case of participation of foreign capital and 
industry-. It will provide that, as a rule, the major 
control, should always be in the 
a V ^ taken to deal with exceptional cases in 

‘I interest. In all cases, how- 

tuallv reoHeinp^f ° ■ Indian personnel for the purpose of cven- 

tu^> replacing foreign experts wiU be insisted upon. 

for thp direct responsibility 

lo extend thei'rVcc^-t^*'^ ' enterprise. They are equally ready 

of th- irdusTi"l Pnvatc or co-operative enterprise in the rest 

edit Tr^bv transport difh- 

m.-ximum m'ribr~' of essential raw materials to the 

dric-ed to n- * f ^r - V ~ policx' of Government will he 
mibt^rioT co.mpetition and to promote the 

on th: burdens 

cd si,5.-c* *•* ‘‘'’•’'^tion ssill be rcviexvcd and rcadjust- 

to encourap saving and productive investment 

p. C..V i.,.Jue concentration of wealth in a small section of the 
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population. 

The Govemmetit of India hope that this elucidation of their intentions 
of fundamental aspects of industrial policy will remove all misappre- 
hensions, and they are confident that a joint and intensive effort will 
now be made by labour, capital and the ^neral public, which will pave 
the way for the rapid industrialisation of the country. 



APPEN'DIX II 


Statement Made by (be Prime Minister in the Constituent 
Assembly of India (Legislative) On 6 April, 1949. 


Tl'.c policy as regards participation of foreign capital has already been 
announced in broad terms in Government's resolution of the 6th April, 
194S. The stress on the need to regulate, in the national interest the 
scope and manner for foreign capital arose from past association of 
foreign capital and control with foreign domination of the economy of the 
country. But circumstances today arc quite different. The object of our 
regulation should therefore be the utilisation of foreign capital in a 
manner most advantageous to the country'. Indian capital needs to be 
supplemented by foreign capital not only because our national savings 
''ill not be enough for the rapid development of the country on the 
scale wc wish, but also because in many cases scientific, technical and 
industrial knowledge and capital equipment can best be secured along 
'vith foreign capital. 

In this context, foreign investors would no doubt wish to have some 
clear indication of our policy on certain matters, like the repatriation of 
capital, their remittance of profits, and the treatment of foreign enter- 
prise Ms-a-vis Indian enterprise. I propose to make the polic}' of 
Government quite clear in tliis matter. 

In the first place, I would like to stale that Government would expect 
all undenakings, Indian or foreign, to conform to the general require- 
ments of their industrial policy. As regards existing foreign interests, 
^ O' eminent do not intend to place any restrictions or impose any condi- 
tions which are not applicable to similar Indian enterprise. Government 
woj, a^so so Immc their policy as to enable further foreign capital to 

be invested in India on terms and conditions that are mutually advan- 
tageous. 


Secondly, foreign interests 'vould be permitted to cam profits, subject 
only to reguhlions common to .all. Wc do not foresee any difficulty in 
continuing the existing facilities for remittance of profits, and Govern- 
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. ing to trade, commerce and industry. Their aim was to protect the 
interests of their members. They look an active part in the discussion 
of legislative measures affecting trade and industrial policies, as well as 
those having a bearing on soda! and labour matters. The industrial 
unrest following the end of the First World War compelled employers 
to devote more attention to the demands of employees for improved 
working conditions. To some extent, this was due to the gradual 
growth of trade unionism (In the presently accepted sense of the term) 
during this period. This brought home to the employers the need for a 
Common approach on matters affecting labour and for the first time 
there were some instances of employers and workers acting in consulta- 
tion with each other in labour matters. 

The International Labour Organization was set up in 1919 and India 
became a member of this organization from its inception. The member- 
ship of the I.L.O., assisted further in the spread of labour-consciousness 
in India. This, coupled with the economic difBculIies of industrial 
labour following the close of war, and the prosperity of employers, led 
to a widespread unrest and culminated in the birth of a centri organiza- 
tion of workers, viz., the All-India Trade Union Congress, in 1920. The 
political turmoil in the country provided leadership to the trade union 
movement. The association of political leaders with the trade union 
movement had mixed results. 

. These developments accelerated the pace of labour legislation in India. 
The Factories Act was amended in 1922, 1923 and 1926, to reduce the 
hours of work of adults to li a day and 60 a weok, to provide payment 
for overtime woik, to raise the minimum age of employment of children 
from 9 to 12 years, to extend the coverage of the Act, etc. The Mines 
Act, 1923, provided inler~alia provision for the exclusion of children 
under 13 years, grant of a weekly holiday and the limitation of tveekly 
hours to 60 above ground and 54 under ground. The other important 
measures were the Workmen’s Compensation Act, 1933, modelled on 
the British pattern and amended twice, once in 1926 and again in 1929, 
to bring it in line with the I.L.O., conventions on the subject; the Indian 
TradeUnions Act 1926, wtuchisstillinforce; the Trade Disputes Act, 
1929, etc. All these aimed at gradual improvement in the working and 
living conditions of labour. 

The appointment of the Royal Commission on Labour in 1929, 
marked the next important stage in the evolution of labour and employ- 
ment policies in India. The main purpose of the Commission was to 
enquire into the conditions of labour in industrial undertakings and 
plantations in British India, on the health, efficiency and standard of 
living of workers, on the relation between the employers and employees 
and to make recommendations on the« matters. The Commission 
made comprehensive and detailed recommendations for the reWsion of 
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the old laws and/or enactment of new ones on the various aspects of 
working and living conditions of labour. Most of the legislation pertain- 
ing to labour enacted in the thirties arose cither directly or indirectly out 
of the recommendations of the Commission. Under the constitution 
which governed India then, labour was a subject on which legislation by 
Provincial Governments was possible. Some of the more industrialized 
provinces availed themselves of this situation to enact legislation suitable 
to labour conditions in the respective provinces. 

Then came the period of the Second World War. Labour 
legislation enacted during the period falls under two ntiiin headings, i /r.. 

(i) laws and regulations adopted by following the usual legislative pro- 
cedure. and (ii) emergency mcasiires. put into force by Ordinances, to 
meet the den)ands of war. Important measures that fall in the former 
ciicgory relate to the Industrial Stathsiics Act. 1942, Amendments to the 
Factories Act. etc. The emergency measures undertaken during the 
period related to the uiiliz;ition of men and mateiial to the maximum, 
advantage for the prosecution of war by regulating (i) recruitment, 

(ii) discharge, (iii) transfer of technical personnel, (iv) hours of work, etc. 
In regard to industrial disputes, an amendment to the Defence of India 
Rules (Rule 81A) empowered the Central Government (i) to prohibit 
strikes or lock-outs in connection with any trade dispute unless reason- 
able notice was given, (ii) to refer disputes to conciliation or adjudica- 
tion, and (iii) to require the employer not to worsen the terms and condi- 
tions of employment pending the completion of proceedings under this 
Rule. Another significant step taken during the period was the establish- 
ment in August 1942 of a permanent tripartite organization, subsequently 
called the Indian Labour Conference, at national level, composed of 
representatives of Governments, employers and workers. It was modelled 
almost on the pattern of the International Labour Organization. The 
tripartite Conference, though mainly an advisory body, brought together 
the parties concerned and even to this day continues to be the main 
policy recommending body in regard to labour and connected matters. 
The main objects of the Conference were: — 

(i) Promotion of uniformity in labour legislation. 

(ii) The formulation of a procedure for the settlement of industrial 
disputes. 

fiii) The d!SCus,sion t)t aU matters of ali-Jndi;i importance between 
employm. worker^, and Governments. 

One of the earliest aa.'ommcndaiion': of the Conference accepted by 
th.t Goscmmcni was the setting up of the Labour Investigation Commi- 
ttee s«.liosc deliherations, wliile bringing the work of the Royal Com- 
on Labour up-to-date, paved the way for tlie cstablisfiinem of a 
furrm-menc madiinrry for studying labour problems, 

Idw p-criod foUos'ing the Second W4t;(d AS'.ar s\nc;iro?ii/cti witii the 
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complete transfer of power in India on 15 August, 1947. Immediately 
after the assumption of office, even prior to independence, the National 
Government came forward in 1946 with a five-year programme of legis- 
lative and administrative action in the field of labour. This was ex- 
pected to serve as a post-war recofistnetion programme for the ameliora- 
tion of labour conditions and aimed at the implementation of most of 
the recommendatons of the Labour Investigation Committee. 

The programme was discussed at a special meeting of employers and 
Workers and Central and Provincial Mimsters and was generally approv- 
ed. The important elertients of this programme were: 

I. Wages 

(a) Statutory prescription of minimum wages in “sweated” indus- 
tries and occupations. 

(b) Standardization of occupational terms and wages in all the major 
industries and the delermioatioa of d/flerentials in wage rates 
as between various occupations la an industry. 

(c) Promotion of Tair wage’ agreement including the introduction 
of time scales, wherever possible, with due regard to the capacity 
of industry to pay. 

II. Regulation andlrnprovement of WorklngCoaditlons 

(d) Reduction in the hours of work in mines to bring the working 
hours in line with hours of work in factories. 

(ej Overhaul of the Factories Act with a view to the prescription and 
enforcement of right standards in regard to_lighting, ventilation, 
safety, health and welfare of workers. 

In. Social Security Measures 

(f) Organization of the Health Insurance Scheme, applicable to 
factory workers to start with, for the provision of medical treat- 
ment and monetary relief during siclmess, maternity benefit on 
an extended scale, medical treatment in the case of disablement, 
etc. 

IV. Housing 

(g) Provision of adequate housing for workers within the resources 
of both materials and mao-power. 

V. Industrial Relations 

(h) Trade disputes legislation to provide conciliation and adjudica- 
tion machinery in respect of essential public utility services an 
important industrial undcrtalangs. 
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(i) Appointment of Joint Works Committees to iron out day-to-day 
difTicultics, 

(j) Organization of industrial committees on a tripartite basis 
for important industries, namely, coal, cotton textiles, jute, 
plantations and engineering. 

The programme also envisaged the strengthening of the machinery 
both at the Centre and States for the eflicient administration of labour 
policies. 

In spite of the declaration of the Government's intention to ameliorate 
the conditions of labour, industrial unrest persisted in the country 
in the early days of independence. The mandays lost owing to 
industrial disputes between 1946 and 1950 were 11.3 million per annum. 
Production had fallen all round. The Government of India called in 
December 1947 an Industries Conference consisting of representatives of 
Government (Centre and States), employers and workers, to consider 
action to be taken to remedy the situation. The Conference reached 
certain decisions and adopted unanimously a resolution called the Indus- 
trial Truce Resolution (1947). The Resolution recognized that increase 
in industrial production, which was so vital to the economy of the coun- 
try, could not be achieved without the fullest co-operation between 
labour and management. It urged the employers to recognize the 
proper role of labour in industry and the need to provide fair wages 
and good working conditions. Labour, for its part, was required to 
recognize its duty towards increasing national income. The need for 
mutual discussion of problems common to both and settlement of all 
disputes without recourse to interruption in or slowing down of pro- 
duction was emphasized, as also the determination of a suitable method 
of remunerating the factors of production, keeping in view the interests 
of consumers, primary producers, the industrv’, etc. To attain these 
objectives the Resolution recommended intcr-alia that — 

(i) the fullest use should be made of statutory and other machinery 
for the resolution of industrial disputes in a just and peaceful 
manner; 

(ii) a machinery be set up for the study and determination of fair 
wages and conditions of kibour. fair remuneration for capital and 
methods for the .association of labour in all matters concerning 
industrial production; 

(tii) '.\orks committees representing management and duly elected 
rcpfcscntaiivci of labour should be constituted in industrial units 
for the <cttic.mcnt of day-to-d.iy disputes; and 

I' I as n fnst step, immediate attention should be devoted lo the 
rroblcm of housing of industrial l.abour: the cost of such housing 
sr.ouid he shared in suit.ab'c proportions between the Government, 
errployers and lahour. 
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On these principles, the Resolution called upon labour and manage- 
ment to agree to maintain industrial peace and to avert strikes and 
lock-outs or slowing down of production for a period of three years. 

The Industrial Truce Resolution was accepted by the Government in 
their settlement on Industrial Policy dated April 6, 1948. The Govern- 
nient considered that labour’s share in pro^s should be on a sliding scale 
normally varying with production. It, therefore, appointed an Export 
Committee to study the question of profit sharing in industries. After 
detailed examination of the issues, the Profit Sharing Committee came to 
the conclusion that the system of profit sharing should be tried on an 
experimental basis in selected industries for a period of five years. To- 
wards the end of 1948, another committee, the Fair Wages Committee, 


was set up to determine the principles on which fair wages were to be 
based and to suggest the lines on which these principles should be applied. 
The report of this committee even to this day provides the guidelines for 
the settlement of wage disputes in the organized industrial sector. 

The developments referred to above led to the necessary legislative 
activity in the field of labour. With the passing of the Industrial Dis- 
putes Act in 1947, the Government adopted a comprehensive measure to 
impros’e industrial relations, by providing for a machinery for peaceful 
settlement of disputes and for setting up of Works Committees, etc. 
The Factories Act, 1948, aimed at plugging the loopholes in the earlier 
Act and also enlarging its scope in certain directions. The Minimum 
Wages Act 1948, sought to fix for the first lime mlnirtium rates of wages 
to employees in certain “sweated” industries. A pioneering measure 
undertaken by the Government in social insurance in the country 
the passing of the Employees’ State Insurance Act, 1948. It provided 
for certain benefits to employees in case of sickness, maternity, 
ment injury, etc. Other similar measures taken during the i»nod that 
deserve mention are, first, the Coal Mines Labour Welfare un c , 
1947, creating a fund for the welfare of the coal miners and the machmery 
for its administration and, second, the Coai Mines Provi ent un an 
Bonus Schemes Act, 1948, to safeguard the future 
Legislation was enacted for compulsory recognition o ra e u 
and the Fair Wages Bill was also drafted. 

At about this time, the constitution of independent n ® 

framed. It came into force on January 26, 1950. e nee ° 

the welfare and standard of living of the u ” ... 

in the Constitution. Under Fundamental Rights. ^ 
prohibited the imposition of forced labour, and emp oyme 
below the age of fourteen years in any factory or mine o i 
harrrrdous work. The Directive Wuciplcs of State 

the provisions relatingto right ofwork. equal pay .. j. 

assistance in case of unemployment, etc., specifically mentioned. The 
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Stat c shall endeavour to secure by suitable legislation or economic organi- 
sation or in any other ■nay, to all workers, agricultural, industrial or 
otherwise, work, living wage, conditions of work ensuring a decent 
standard of life and full enjoyment of leisure and social and cultural 
opportunities 

Under the Constitution, ‘labour’ is included in the Concurrent List, 
thus continuing the arrangements existing since 1919, and therefore, 
both the Union and the State Governments have powers to make laws 
relating to labour. However, certain items like participation in inter- 
national conferences, associations and other bodies and implementation 
of such decisions; regulation of labour and safety in mines and oil- 
fields and industrial disputes concerning union employees fall exclusively 
within the pun’iew of the Central Government. Items included in the 


Concurrent List arc: trade unions, industrial and labour disputes, social 
insurance, emplovinent and unemployment, welfare of labour includ- 
ing conditions of work, provident funds, employers' liability of work- 
men s compensation, invalidity and old age pensions, maternity benefits, 
vocational and technical training of labour, economic and social planning 
etc. However, when the provisions of an Act passed by the Union 
conflict with those of a State Act, the former generally prevails. Under 
these concurrent arrangements, some of the State Governments had 


enacted comprehensive legislation on industrial relations, maternity 
benefits, etc., even before such laws were enacted by the Central Govern- 
ment. ^\ithi^ two months of the adoption of the Constitution, the 
Planning Commission was set up to work out a programme of develop- 
ment. keeping in view the declared objective of the Government as .set 
out in the Directive Principles of State Policj’of the Constitution. In 
formulating the programme for labour in the First Plan, the Commission 
was advised by a committee called the Industries Development Com- 
mittee, composed of representatives of employers and leaders of the 
principal workers* organizations in the country. Tlic Plan recognized 
that the worker was the principal instrument'in the fulfilment k the 
.».n targets and said tfiat “this co-operation will be an essential factor 
m creating an economic organisation in the country which will best 
su serve the needs of social justice’’. The Plan further slated that “ade- 
quatc provision has to be made for the basic needs of workers in respect 
r* rr ' shelter so as to enable them to remain in a state of 

cfilcicncy. Besides, the satisfaction of their basic needs, 
■w. .e.^ s .o\!,d have their due share in social and economic progress in 
k J of improved health .services, wider provision of social .security, 
■C'.a’.ional opportunities, and incTc.ascd recreation and cultural 
U alto emphasireJ the need to improve productivity for 
of living nf the community, and pointed out that 
,o.e o, .sDOur involved acceptance of g.'caler regularity in attendance, 
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disciplined beliaviour and meliculous care in the discharge of duties 
Specific recommendations in regard to secunng peace in industry through 
avoidance of dispute, overhauling of tlie machinery and procedure relat- 
ing to settlement of disputes once they arose, defining the role and con- 
duct of trade unions, improvement in wages, working conditions, social 
security, etc. tvere also made. 

A general assessment of what happened in the First Plan revealed that 
the machinery for the settlement of industrial disputes worked well 
There was a reduction in the number of mandays lost owing to industrial 
disputes. Real wages of workers were restored to the pre-war level 
The desire to associate labour with management in the solution of 
common problems gained momentum. The importance of better 
working conditions came to bo progrcssuely recognized; efforts were 
intensified to improve housing for industrial workers Progress was 
made in the implementation of social security measures like the Em- 
ployees’ State Insurance Act, 1948, and the Employees' Prosident Fund 
Act 1952. Lay-off and rctrenclunent compensation was provided for 
through an amendment of the Industrial Disputes Act, 1947, in 1953. 

The labour policy in the Second Plan was formulated on the basis of 
advice rendered to the Planning Commission by the Labour Panel com- 
posed of employers’ and workers’ interests and Government representa- 
tives. The Plan, wlxile making no changes in the basic policy, emphasized 
the need for fuller implementation of existing laws rather than the 
enactment of new ones. It said: “The goal of speeding up produc- 
tion would mean that indiscipline, stoppage of production and indifferent 
quality of work will have to be guajded against". In industrial rela- 
tions, emphasis was on mutual agreement. Labour legislation and the 
enforcement machinery set up for its iroplementalion could only provide 
a suitable framework in wlxich employers and workers could reach such 
agreements. The best solution to common problems, however, could be 
found by mutual agreement. The main elements of the policy were, 
avoidance of disputes, quicker disposal of disputes once they arose, 
adequate implementation of avsards and agreements, joint consulta- 
tions, greater association of workers with management through joint 
management councils at the level of the undertaking, observance of 
strict discipline both on the part of labour and management, etc. M 
wage policy, the cA’olution of a structure with rising real wages was aimed 

at. Appointment of wage boards consisting of emplojers and work^ 

representatives as the macWneiy for settling svage demands was a >o 
recommended. Extensive and deeper coverage of the social secunt> 
measures was envisaged. Apart from these a massive progranune o 
craftsmen training was undertaken. _ ,, 

In accordance with the above policy* legislative activity unng 
61 was confined to amending the existing lepslation with a view to p ugg- 
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ing loop-holes noticed in the course of implementation. Wage Boards 
were set up to examine the wage levels in important industries like cotton 
textiles, jute products, sugar, cement and plantation industries. During 
the Second Plan. Joint management councils were set up in many units 
on an experimental basis. Tliesc councils have the right to obtain in- 
formation regarding the working of the undertaking and also have direct 
.administrative responsibility for matters concerning xvorkers* welfare, 
training and allied matters. Their main purpose has been to provide a 
machinery for mutual consultation between employers and workers on 
matters affecting industrial relations. To enable workers to realize 
their role in industries and eficctivcly participate in joint consultation, 
a countiy-wide programme of workers’ education was initiated. 

In industrial relations, a new approach based on moral, rather than 
legal, sanctions was initiated. During the early years of the Second 
Phan, complaints were voiced from the workers’ side about the non- 
implcmcntation of awards, agreements, etc., by managements, while the 
latter referred to the signs of indiscipline among the workers. TJic 
Plan recognized that conditions for better discipline could not be created 
merely by legislation but would have to be achieved jointly by organiza- 
tions of employers and workers evolving suitable sanctions of their own. 

code called the Code of Discipline in Industry was. therefore, adopted 
voluntarily by all the central organizations of employers and workers 
towards the middle of I95S, and has been in operation since. The Code 
lay.s down specific obligations for management and workers with a view 
to promoting constructive co-operation, avoiding stoppages of work 
as well as litigation, securing settlements of disputes and grievances by 
mutu.-il negotiations, conciliation and arbitration, facilitating free growlh 
imdc unions and eliminating all forms of coercion and \iolencc in 
industrial relations. The Code carries with it its own sanctions. The 
working of the Code has produced encouraging results. It has created 
a.Nvarcncss amongst employers and vs-orkers of their obligations towards 
each other. The desire to settle disputes through mutual negotiations is 
growing. The Code provides for a regular grievance procedure. As a 
complement to the Code of Discipline, .another code, called the Code of 
In'er-Umon Conduct, has been adopted by workcr.s* organizations in 
order to rccul.aie inicr-union relations. A machinery for implcmcnla- 
tfon and valuation has also been set up at the Ccntrcatid in the Stalcsto 
cnocrc ob.jr,''v.incc by parties of tlic obligations arising from the Codes 
and from kiv/s and agrccment«, 


t l-.e 1 hard Plan nt.ainly envisaged an extension of the policy pur.sucd in 
the fir?; two Plans, !n industri.al relations, the Pkin recommended that 
•i fuller av .ueness of the obligations under the Code of Discipline should 
be extended to more umts; greater recourse svou’d fiavc to be had to 
voiur.tary r.rhntr.ltr'n in resolving differences; and works com.miitecs 
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should be set up to develop harmonious relations between employers 
and workers at the unit level. Progressive extension of the schemes of 
worker participation in management and workers’ education was also 
envisaged. To settle wage problems, the machinery of the wage board 
was expected to be 'continued. A Tripartite Bonus Commission was 
set up to study problems connected wth bonus claims. A mid-plan 
appraisal of the policy pursued in the Third Plan showed that, on the 
whole, the policy had worked well. 

Labour relations continued to be regulated by the protective legislative 
measures introduced in earlier Plan periods and the tripartite arrange- 
ments. A mention may be made of the Payment of Bonus Act, 1965, 
Shops and Commercial Establishment Act and Labour Welfare 
Fund Acts in States. A National Safety Council was set up in 1966. 
Out of the 22 wage boards set up covering almost all the major indus- 
tries, 19 have submitted their reports. Under the Minimum Wages Act, 
1948, minimum wages were fixed and periodically revised by State Govern- 
ments in respect of various agricultural and other trades. The National 
Labour Commission set up in 1966 submitted its report in August 1969. 

The sum up, the programmes and policies for labour envisaged under 
the Plans aimed at the fulfilment of certain assurances given to labour 
during the period immediately prior to, and following independence. 
Suitable alterations were made in them in the light of the socialist pattern 
of society adopted by Parliament in 1954 as the goal of our economic 
and social development. The approach is essentially pragmatic an 
thus flexible, as may be seen by the adoption of the Industnal Truce 
Resolution (1962) with the declaration of Emergency *. While some 
improvement in the conditions of labour has been ac ie\c , muc re- 
mains to be done. Money wages have gone up, although improve^nt 
• in real terms may not be significant owing to the rise ® ^7’* T™* 
has occuned without disturbing the wuge element m e “ 
lion which has gone down somewhat. The c ® ° ° 
tion has improved; productivity has gone up. althoueh 

grammes. fr«h amplaymcn. oppor.uni.i« 

.he achievement of the full r ” , 

obiective. All this “I'-f""'”* '^'Xoo.rtripaitite coasultatta 
manner in which the pohaes arc througn tnp 

on every aspect of the framing and .mplementat.on of policy. 

n. Emplojwnt and Training 


Employment pattern and policy; 
recent years has to be viewed in 


The employment policy pursued in 
the context of the pattern of employ- 


' Appendix HI. 



THt GAzmrnrR of txoiA 


nient as ii prevailed before the initiation of the planning process and the 
specific social and economic objectives as set forth in the Plans. The 
statement below compares the broad occupational distribution of the 
worWng force in India on the basis of the population censuses conducted 
in 1951, 1961 and 1971: 

TABLE I 

Occupational Disfrihulion of tVorkinj; Force 
(Population Census Data) 



1951 

1961 

1971 

1951 

1961 

1971 

■ f ty / C f ^ V ■ • ^ It< ^ C y4 / • 4 

(m millions) 


(percentages) 

Cultivation 

69.S 

99.5 

7S.2 

50.0 

52.8 

43.4 

Apriculfura! I-abour 

Mining, Manufacturing A; 

27.5 

31.5 

52.0 

19.7 

16.7 

26.3 

Hou>y:ho!d lndu?tr>' 

16.7 

2S,2 

IS.O 

12.0 

13.4 

12.4 

Construction 

1.5 

2.1 

2.1 

1. 1 

1.1 

1.2 

Trade &- ComvntTec 

1.1 

7.6 

10.0 

5.1 

4.0 

5.6 

Tranigon & Communications 

2.1 

3.0 

4.4 

1.5 

1.6 

2,4 

Services 

14.6 

19.5 

15.7 

10.5 

10.4 

8.7 

Total 

139.5 


180.4 

100.0 

100.0 

100.0 


It will be seen that nearly 70 per cent of the working population is engaged 
in agriculture. The excessive dependence on agriculture has aOcctcd 
productivity in agriculture, which is about a third of the productivity in 
other sectors of the economy like industry, commerce and transport. 
The growth of the non-agricullural sector has not been sufficient to 
absorb the surplus population on hand, with the result that undcr-cm- 
ployment and unemploj-mcnt arc prevalent in the economy. It is 
because of this fact that cmplovancnt has been one of the major objec- 
tives of planning in India. 

The employment problem has two aspects: a number of people arc 
idle and a much i.arge number are under-employed. Low productivity 
and the need for improvement in living standards, associated with both 
'.sholc time and partial employment, do not generate surpluses for de- 
vciopment. Thus, both qualit.ativc and quantitative improvement is 
needed in taking the economy to higher levels of development through 
generatine emnlovment. 
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As to the other aspect, naraery, increasing productivity simultaneously 
with raising the level of employment, it has been accepted that larger 
employment was not inconsistent with increase in the productivity of 
labour. Indeed, this is how the national income could be made to grow 
faster. Also, the other major goal of development i.e. reduction in 
inequality of income and in regional imbalances of development could 
be reached tlirough a wider dispersal of employment opportunities and 
their suitable diversification. While, therefore, the long-term employ- 
ment policy was governed by these objectives, in the short run, planning 
has to aim at creating employment opportunities which would help in 
arresting deterioration in the employment situation. i.e. by generating 
employment opportunities equivalent in number to the additions to the 
labour force under the Third Plan. 


The magmtude of unemployment in the country was estimated to be 
around 5 millions in 1956 — roughly half of them in the urban areas. 
The Second Plan aimed at creating sufficieot employment opportunities 
to absorb an equivalent of new entrants to the labour force estimated at 
about 10 millions. But the actual increase in the labour force during 
the Second Plan period was 1.7 million more than what w'as visualized, 
and the employment target of 10 million could not be reached, with the 
result that the backing of unemployment at the beginning of the Third 
Plan was about 9 million. Coupled with this there was the problem 
of under-employment which, in terms of those wlio have some work 
and who ne^ additional work opportunities, is estimated at 15 to 18 
million. 

It was in this setting and the ever growing numbers in the labour force 
that the Third Plan was framed. The labour force increase was estimat- 
ed at 17 million and the full lime employment opportunities created 
through Plan investments were estimated at 14 million. Partly to bridge 


this gap and partly to relieve under-craployment, the Third Plan en- 
visaged a large programme of rural industrialization with emphasis on 
rural electrification, development of rural industrial estates, promotion 
of village industries, etc. In addition, comprehcnsis’c rural works pro- 
grammes, especially in areas where tliere was heavy pressure of popula- 
tion, was also provided for. The rural vvorks programme aimed not 
merely at the creation of additional employmeat opportunities; it was 
also expected to serve as an important means of Inatnessins She arges 
manpower resources available in rnral areas for economic development. 
It was expected that the rural works programme would provide em- 
ployment on an average of about lOO days in a year, or a u 

million persons, by the end of the Third Plan penod. 

Another aspect of the employment policy was to ensure wit in e 
framework of the Plans that proper attention was being maximiz 

ing the employment potential of projects included in the an, as wc as 
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to fce that the employment cJTects were spread out more widely and 
evenly than in the past. The former involved a question of choice of 
techniques. In an economy with relative abundance of labour, a gene- 
ral bias in favour of labour intensive techniques was both natural and 
desirable. But specific investment decisions involving alternative techni- 
ques, had to be made in the light of a number of considerations. For 
instance, the establishment of basic industiies like steel, machine build- 
ing, heavy chemicals, oil refineries, etc., was vital to raise levels of em- 
plojTTient in the long run. Considerations of size and technology 
required that these industries should be capital intensive. To make 
up for the low emplo}'mcnt potential of the basic industries, it was 
neecssarj- to encourage consumer goods industries through labour 
intensive methods. However, in road construction, housing, haying 
railway lines, a certain combination of men and machines had been 
evolved over a period of years, a combination consistent with the pro- 
gressive elimination of arduous human labour. This trend had to be 
allowed to continue, and so was the trend towards higher productivity 
in established industries. M,aximiz,ation of employment had to operate 
v.'ithin these constraints. 

The impact of the employment policy pursued in the last few yeans 
has been to increase the employment opportunities to a significant 
c.xtcnt. In .an economy where the predominant pattern is one of self- 
cmploymcnt, substantial increases have taken place since the planning 
process started in the number of wage earners as the following Table, 
which gives cmplojTncnt incrc,ascs in certain organized sectors, indicates; 


TABLE II 

A> erase Daily Employmcl 
SECTOR 


(in ’1000) 


JV.J.' 


t9,M 

1956 

1961 

5967 

196S 


Eaaorv 


Minins 


Plamaiion 


Centra! Govt. 
incIuJins 
Railways, P &.T 
laj on 30 Junr) 


■SU 

549 

1.236 

N.A, 

,433 

629 

1,295 

1.793 


671 

1.210 

2,186 

,702 

699 

1,167 

2.6SS 

,760 

671 

1.148 

2.715 

,739 

664 

N.A. 

2,726 


.S>. '.'.v; lrs.5i.in Lab;iur Sta{iM!C5. I9fjyc-A. 1970.* 

Th.c 
0.57 in 
the Na 


IVM Census placed the number of unemployed at 1.4 million, 
the rur.il arc.7s and 0.83 in the urban areas. The Ifith round of 


un 


al Sample Survey estimated that ■unemployment in rural areas 
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was 1.62 per cent of the rural population and 0 82 per cent of the urban 
population for the period July 1960 to June 1961. On this basis, un- 
employment in 1961 worked out at 5.8 million in rural areas and 0.7 
in urban .areas. The comparative available figure for 1967-68 is 0.66 
per cent of the urban population. Consequent upon widely differing 
estimates of unemployment, the Planning Commission set up in August 
1968, a committee of experts to enquire into the estimates of unemploy- 
ment worked out for the prewous Plans and the data and methodology 
used in arriving at them. 

On the basis of information available from the Directorate General 
of Employment and Training (which does not cover employment in 
agriculture and household establishments, the self-employed and the 
defence forces), employment incieased from about 12.09 million at the 
end of 1960-61 to about 15.46* million at the end of 1965-66 or about 
28 per cent, the a\erage annual growth rate being 5 per cent during the 
Third Plan period. The growth of employment in 1966-67 was con- 
siderably lower at about 0.8 per cent, and during 1967-68 it was almost 
negligible. The slow growth in non-agricullural employment since 
1965-68 is attributable to the slackness in the economy, and in parti- 
cular to the virtual stagnation of the industrial sector during these years. 
The growth of employment during 1961*68 showed marked differences 
in different States. It was higher than the all-India rate in Kerala, 
Karnataka, Tamil Nadu, West Bengal and Maharashtra; it was very 
low in Bihar and Orissa. 


Technical Fersonoel: One of the difficulties experienced in the First 
and Second Plans, and which has not yet been overcome, is the shortage 
of technical personnel. This experience ke^ the planners ronti- 
nuously forewarned and a sufficient emphasis is not laid on providing 
facilities for technical training. Special committees were appointed to 
assess the demand and supply of technical personnel. A machinery ^ 
which the recommendations of these committees could be implement 
and the progress of implementation reviewed has also been set up. 
not necessary to go into the details of this machinery, but it wou 
appropriate to point out what is being done by the Governmen m 
furtherance of one important aspect of technical manpower -- 
at the lower levels of skills with which labour welfare is close y m 


Craftsmen Tiaining: In view of the large demand for era tsmeo, r 
ing facilities available in the Labour and Employment 
raised from 10,000 seats in 1956 to 43,000 seats by 19 — ® . 

Second Plan. The Third Plan envisaged a gradual expans o 


'Later reused at 16 18 million. 
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facilities to ! lakh seats, with an estimated out-turn of 2 lakh craftsmen 
during I96I-6G. A greater expansion in the craftsmen training scheme 
was not practicable unless sufficient facilities could be presided for the 
training of craft instructors. The number of Industrial Training Insti- 
tutes for training craftsmen increased from 163 at the end of March 1961 
to 356 in December I96S. The seating capacity increased from 42,685 
at the end of 1960-61 to 146, ”^88 in 1968-69. 

Apprenticeship Training: During the Second Plan little progress was 
registered under the voluntary apprenticeship training scheme. With 
the enactment of the Apprentices Act, 1961, the sehemc has been placed 
on a compulsory footing. Initially, the Act was applicable only to some 
engineering cstablishment.s. However, in August 1963, its coverage 
was extended to include almost all important industries, c.g., textiles, 
paper, chemicals, rubber, food and beverages, construction, transport 
and communication, etc. The Central Government in consultation with 
the Central Apprenticeship Council, wliich w'as constituted in 1962, 
have laid down rules prescribing the minimum educational quali- 
fications, standards of fitness, period of training, stipends to apprenti^s, 
hours of work, the number of apprentices to be trained in each establish- 
ment and industiy. etc. The syllabuses for basic engineering trades 
have been prepared in consultation with technical experts, Tlic State 
Governments have also set up State Apprenticeship Councils. 

By 1969, 37.658 apprentices were undergoing training in 3,313 establish- 
ments in the public and private sectors. A Central Institute for Research 
and Training in Employment to conduct research in employment and 
periodically to impart training to employment officers xvas set up in 
1964. The same year, the Indian Institute of Labour Studies was esta- 
blished in New Delhi to train Industrial Relations Officers of the Central 
and St-atc Governments. 
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guidance about careers and occupations is provided to employment 
seekers and occupational research and ^utalysis is undertaken for the 
purpose. Establishment of Univenity Employment Bureaux and 
Exchanges for the rural areas are some of the other important activities 
under the employment service scheme. 

There were 461 Employment Exchanges including 45 University Em- 
ployment Information and Guidance Bureaux. 15 Professional and 
Executive Employment Officers, 7 Colliery Exchanges, 8 Project Em- 
ployment Exchanges, 9 Exchanges for the Physically Handicapped and 
1 Special Exchange for Plantation Labour functioning in the country 
at the end of December 1969. In additon, 183 Employment Informa- 
tion and Assistance Bureaux to cater for the rural areas functioned in 
various Community Development Blocks. In the course of 1969, 10 
additional Employment Exchanges including 2 University Employment 
Information and Guidance Bureaux were set up. 

In. Industrial Relations 

Industrial relations in a country depend on a variety of factors, such 
as labour legislation, the broad economic and social policies pursued 
by the Government, the state of consciousness on the part of employers 
and workers in regard to their rights and responsibilities towards one 
another and towards the nation, the strength of the employers* organiza- 
tion, and the trade uoion movement, etc. As pointed out earlier, the 
industrial relations policy as it has evolved in the last two decades, is 
esscatialfy the product of extensive tripartite consultations. At the 
apex of the various tripartite consultative bodies is the Indian Labour 
Conference set up in August 1942. Since then, all the important policy 
decisions in the field of labour have been taken by the Government 
after discussions at tripartite meetings. The policy thus represents ibe 
consensus of opitdoo of the parties concerned, and has act^uired the 
strength and character of a national policy operating on a volunt^ 
basis. Apart from the formulation of policies, the tripartite bodies 
look after the implementation aspects also. The nuun plank on which 
the policy rests is that the major responsibility for maintenance of indus- 
trial peace must devohe equally upon the employer’s and workers’ 
organizations, the Government intervening only if disputes are not 
mutually settled. 

The earliest known act relating to the settlement of trade disputes 
Was the Employer's and Workmen (Disputes) Act, 1860, which provided 
for summary disposal by magistrates of disputes relating to wages of 
certain kinds of workers. Apart from its limited character, it contained 
various undesirable provisions like a breach of contract on the part of a 
Worker being a criminal offence. It fell into disuse and was finally 
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rcpiillcd. The next significant legislative step taken towards regulation 
of industrial relations was the Trade Disputes Act, 1929. In between, 
diflcrent measures were adopted to prevent the occurrence of disputes 
•IS well as their settlement. The constitution of Works Committees 
received attention at an early stage. Works Committees were for the 
first time set up in 1920 in Government presses. Similar committees 
were also set up by the Tatas at Jamshedpur, the Buckingliam and 
Carnatic Mills at Madras, etc., and by many progressive employers, but 
the results achieved were by and large disappointing. In addition to 
Works Committees, there were also occasions when conciliation or 
arbitration was undertaken by individuals or specially appointed com- 
mittees or courts. The first attempt to settle disputes through formal 
bodies like courts was made in Madras in 1919-20. These were follow- 
ed by other committees in other provinces also. One such committee 
known as the Fawcett Committee was set up in 1928 by the Government 
of Bombay for the settlement of the dispute between the employers and 
workers in cotton mills. So far as conciliation and arbitration was 
concerned, the individuals (usually ollicials) were also generally success- 
ful in bringing about settlements. Apart from these official efforts at 
settling labour disputes, Ahmadabad saw a standing arrangement for 
arbitration between labour and management, an arrangement wliich 
envisaged that if the arbitrators on behalf of workers and employers did 
not agree, the matter would be referred to a mutually agreed umpire. 

Trade Disputes Act, 1929: The widespread industrial unrest following 
the close of the First World War brought into focus the need for legisla- 
tion for the settlement of industrial disputes. Committees were set up 
in 1921 by the Provincial Governments of Bombay and Bengal to examine 
the feasibility of introducing legislation. Though Bombay had a bill 
ready in 1924, it was not processed through the legislature. The Trade 
Disputes Act was p.issed in 1929 by the Central Legislature. It prond- 
cd for the setting up of Courts of Enquiry and Boards of Conciliation for 
the settlement of disputes. The Act also contained prox'isions rendering 
punishable by fine or imprisonment, lightning strikes or lock-outs in 
ccrt.'iin public utility services and embodied a provision .aimed at the 
prevention of general strikes. The Act was originally limited in its 
operation to 5 years but v.as m.adc permanent by an Act in April 1934. 
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APPENDIX VII 

Contribution of Small Scale Sector in Selected Industries 



Percentase Share in Capacity 


Established 

Industry 

Large Scale 

Small Seale 


Sector 

Sector 

1 

2 

3 


JOO Per cent 

Nil 

I. Clinical thermometers 

2. Bifurcated rivets 

Nil 

3. Paper pins and gem clips 

Nil 

4. Measuring tapes (cotton) 

Nil 

5, Mechanical toys 

Nil 

6. Spindle inserts 

Nil 

7. Glass ampoules 

Nil 

8. Plaster board 

Nil 

9. Chalk crayons 

Nil 

10. Graphite crucibles 

Nil 

11. Wood-wool 

Nil 

12. Pencil sharpeners 

Nil 

13. Hairclippers 

Nil 

14. Artists’ colours, oil, water and poster 

Nil 

15. Hole nails 

Nil 

16. Black insulating adhesive tape 

Nil 

17. Hjpodermic noodles 

Nil 

18. Soldering irons 

Nil 

19. Hearing aids 

Nil 

20. Spectacle hinges 

Nil 

21. Shoccj’clets 

Nil 

22. Steel svool 

Nil 

23. Animal shoe nails 

Nil 

24. Wooden clcctriaal accessories 

Nil 

25. Pine oil 

Nil 

26. Palm roosa oil 

Nil 

27. Telescopic aerials 

Nil 

2S. Press buttons 

Nil 

29. Link clips 

Nil 

80 to 99 Per cent 

30. Rolling shutters 

5.18 

31. Electric irons 

5.45 

32. Gun metal bushes 

5.57 

33. ShCK;t.acks 

19.65 

34. Pic5;ing sticks 

11.56 

35. Wire netting and srirc mesh 

11.91 

36. Oil pressure stos'cs 

15.21 

37. Mct.al clasp sssitches 

16.16 

3S. Barbed wire 

16.67 

39. rountain pens 

18.80 

40. IJectric c.’.!! beIJs 

0.07 

41. Gun metal hush 

5.06> 

42, Llcctric bias', l.arr.p holders 

19.03 

43. Tele'eopic aerials 

14.36 

44. Micrff'.cop:s 

13.94 

45. Snap f.i',!rser'* 

19.57 

46, Speriadi frames 

18.50 

4T. Indu'.tfiil hrmhes 

9.07 

4'. Glass ampou’es 

4.01 

G;ce'-t rsipplei 

2.69 


100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 


94.82 

94.55 

94.43 
89.35 

88.44 
88.09 
84.79 
83.84 
83.33 
81.20 

99.03 

94.04 
80,07 
85.64 
86.06 
80.43 
81.50 
90.93 
95.99 
97.13 
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APPENDIX Vn 

Cbntrfbatloa of Smafl Safe b Setecfed Inlastrfes 


Ferefntage Share in Copaaiy 
Established 

Industry 

itfyf Seale Small Seale 
Sector Sector 


54, Mecuuw kcit.w4 
33. Hairpins 

36. Pressure cookers 

37. Stapbog machines 

38. Oil pressure stow 

39. Spnng washers 

60. Absorbent cotton 

61. Switches, plugs, sockets and ceiling 40ses 

62. Pressure gauges 

63. Hollow and solid rivets of aluminium 

64. Microscopes 

65. TUrpentme oil 

66. Seated beams 

67. Miniature bulbs 

68. Fountain pens 

69. Surgical gloves 

70. Shaping ntachines 
40 t9 59 Per cent 

71. Low tension insulators 

72. IgrUtion switches 

73. Ball bearings 

74. Automobile batteries 

73. Expanded metal (iron and steel) 

76. Fluh Ught torch cases 

77. Nuts, bolts and rivets 

78. Bicycle free wheels 

79. Automobile radiatore 

80. Steel funuture 

81. Cast iron pipe and fittiogs 

82. Fluorescent tube starter 

83. Sensiterired feno and ammonia paper 
64. Oil seals 

85. Leather board 

86. Fire extinguishers 

87. Gang condensers 
'Srfo39 Percent 

88. Starters 

89. SbieauSc iastruoKnls 

90. Safety pms 

91. Drums and barrets 

92. Pistons 

93. Air compressors 

94. Hydraubcjacks , . 

95. P.V.C. rubber insulated cables and wue 

96. Taps and dies 


36.35 

29.11 
26.42 

23.68 
4103 

36.39 
2US 
37.83 
29,65 
26 00 

23.00 
38.71 

21.11 
29.51 
23.28 

38.48 
23.81 
28.79 

21.49 
27.19 

22.69 

49.14 

52.97 

48.92 
5230 

53.87 
36.31 
57.05 
57A2 

58.40 
40.09 

45.00 

57.93 

60.93 
58.95 
3120 
48.48 

50.98 

64.75 

6557 

67.88 
63 06 
68 61 
69 87 
68.08 
67.07 
6207 


63.65 
70 89 
73.58 
74.32 
57.07 
63.61 
78.52 


74.00 

75.00 
61.29 
78.89 
70.49 
76.72 
61.52 
76.19 
7U1 
78.51 
7181 
77.31 

3086 

47.03 

31.98 

47.70 

46.13 
43.69 
4105 
4158 
41.60 

59.01 
35.00 

42.07 

49.07 
41.05 
48.80 
3152 
49 02 

3505 

34.43 

3112 

3604 

31.39 

30.13 

31.02 
3103 

37.03 


(Continued) 
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APPENDIX VII 


Contrihadon of Small Scale in 

Selected Industric.s 



Percentage Share in 

Capacity 

Industry 

Established 

Large Seale Small Scale 


Sector 

Sector 

1 

2 

3 

97. Locks 

63.00 

37.00 

9S. H.xcd carbon rcsister 

61.92 

38.02 

99. Auto hub drums 

61.75 

38.25 

100. Plastic coated cloth 

65.44 

34.56 

lOI. Hosiers' needles 

62.50 

37JO- 

102. Industrial fans and blowers 

67.86 

32.14 

20 to 29 Per cent 

103. Loudspeakers ' 

70.81 

29.19 

104. Electric motors 

71.82 

28.18 

105. Bicj-clc chains 

72.42 

27.58 

109. Bics-clcs 

63.89 

26.11 

107. Domestic refriserators 

76.59 

23.41 

lOS. Clocks and watches 

78.57 

21.43 

119. Crown corks 

80.00 

20.00 

110. Pressed glassware 

79.76 

20.24 

311. E3cctrol)lic condensers 

7Z03 

27.70 

112. Radio sets and component.s 

72.07 

27.03 

113. Water meters 

79.36 

20.64 

114. Fuel pu.mps 

75.00 

25.00 

Up to 20 Per cent 

115. Elearicfans , 

83,24 

16.76 

116. Pencils 

85.65 

14.35 

117. Piston rings 

85.48 

14.52 

118. Universal joints 

93.42 

1.5S 

1 1 9. Thc.'raos llasla 

96.16 

3.84 

120 . Automobile d>na.m os 

93.05 

6.05 

121. Bicj'cle tube valscs 

85.09 

14.10 

122. Mica condensers ■ 

99.02 

0.08 

123. Colbpsible tubes 

87.29 

12.71 

124. Grinding svheels • 

£0.09 

19.01 

125. Dehyd.mtcd food 

84.00 

16.00 

125. Fi.-c bricks 

92.33 

1.67 

127. Tie rod ends 

96.74 

326 

128 . Potentio metc.'s 

91.87 

8,13 

12?. Voltage regubto.'-- 

85.39 

14,61 

130. Brake hoses 

83.33 

16.67 

131. Speedometer cabl-es and casting-. 

94.90 

5.10 

132. Welding electrodes 

96.73 

3.27 

133- Dusters 

94.41 

4.59 

134. Glass boitlrs and siah 

91.30 

8.70 
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CHAPTER IX 


TRANSPORT AND COMMUNICATIONS 

I. State of Transport Prior to Railway Age 

Information is rather scanty about the state of communications and 
transport in India prior to the Mauryao Era. A clearer picture of the 
conditions is available on coming down to the Mauryan times when 
political consolidation and more efficient administration promoted 
commerce and industry and greater use of communications and transport 
for internal and foreign trade. A Royal Road, 10,000 slades 
(about 2,400 km.) in length, ran from the North-West Frontier 
to Pataliputra, with milestones showing distances and by-roads and 
signposts at every tenth stade. Kauiilya refers to the maintenance of 
the King’s Highway {Rajamarga) at public expense and of State roads 
and paths for asses, camels, cart-tracks, foot-paths and others. The 
prin«Spal highway from Rajagriha through Sravasti connected Taxila 
and the frontiers and Central and Western Asia. Apart from these 
arterial routes, there was a network of other roads providing means for 
internal communication. The greater economic importance of the 
southern routes from the point of view of trade connections was 
stressed by Kautilya. Frequent travel by officials of a centrabzed and 
bureaucratic administration contributed to the maintenance of good 
communications. Land routes over which foreign trade was conducted 
also acquired a special importance and were naturally more frequently 
used. 

There are many references to early maritime activity and foreign 
trade. The great activity during the reign of Asoka on colonial enter- 
prises and cultural missions presumes the existence of an adequate sea- 
going fleet and of facilities for sea voyages. Kautilya refers to ships, 
both large and small, used for navigation and to the maintenance by 
the Stale of boats for hire and to the steps taken to destroy pirate ships. 
Ships smied from Tamluk to various ports along the east coast. On 
the west coast, the sea route took ships to ports along the south-eastern 
coast of Arabia, in proximity to modem Aden, where Indian traders 
exchanged their goods for those from the Eastern Mediterranean region 
sent down the Red Sea. . 

The picture of internal and external trade and transport becomes 
fuller by about the early centuries of the Christian Era. The sea-ports 
and their importance in relation to foreign trade find frequent mention. 
The port of Berenice, built by Ptolemy PhiJadelphus (285-246 B.C) 
on the Egyptian coast of the Red Sea, became the most important 
centre for Indian trade. 
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A brisk foreign trade between India and the West, particularly the 
Roman Empire, stimulated considerable amount of business activity in 
a number of ports on the west coast of India, namely, Bary'gaza (Brigu- 
kaccha. Bharugachha or Broach), Sopara, Kalyana, Naura, Tyndis, 
Muziris (Musiripattanam or Cranganorc) and Nelcyrnda (Nilakantha). 
After Hippalus discovered the favourable monsoon winds, the Greek 
and Egyptian traders could make direct voyages from the Gulf of Aden 
to the Malabar Coast. The discovery of Roman coins over a wide 
area in Soulli India attests to the spread of Roman trade with India. 

The Tamils had taken to the sea quite early and found their way to 
South East Asia in the first century A.D. Foreign trade extended by 
the third decade of the sLxth century A.D. to China through Indonesia 
on the east and to Ethiopia and the Homeritc country (Arabia) on the 
west. 

Glimpses of the conditions of trade and transport afforded in the 
accounts of travellers, such as Hiuen Tsang (A.D. 629-645) and Marco 
Polo (A.D. 1260), point to the attention given to roads and rest houses. 
About 1,700 serais were altogether built by Sher Shah with separate lodg- 
ings for Muslims and Hindus and with adequate suppUcs for the needs 
of travellers and their horses, Jean Baptiste Tavernier’s travels in 
India during 1640-67, in a carriage drawn by bullocks from Kandahar- 
Multan to Dacca, Surat to Golconda, and thence to Masulipatam, 
were found by him to be as comfortable as in Europe. During the 
rains, transport v,as at a standstill, while during the hot weather when 
fodder and water were difficult to get, it was kept down to small limits. 

TJie struggle among foreign powers to obtain control over the foreign 
trade with India shed an interesting sidelight on the significance of 
communications. The Portuguese opened the route vza the Cape of 
Good Hope after Vasco da Gama landed in Calicut and later found ports 
or open roadsteads along the Malabar Coast where merchants from 
Sri Lanka or .Malacca met those from the Persian Gulf or the Red 
Sea. Later the Dutch broke the Portuguese monopoly and were in turn 
ousted by tJic English. 

With the arrival of these foreign powers, there is more information 
relating to the trade and economic conditions in India. Duarte Barbosa 
re.Qrts to the trade with Calicut and s!up-bui!ding and sliip-repairing 
.activities at Cocliin and Dharmapuram. Tlie European merchants 
could only exploit the trade in the products of the coast and to articles 
of h!g.h value in comparatively small bulk, ll was practically impossible 
to penetrate inhand and to draw thence to the west coast the products 
of the intcrio.'. On the cast coast there was no port on tb.e surf-beaten 
line of shore until the Gangetic delta was reached at the head of the 
B.*>y of Beng-iL 

Du.tng the .First half of the 19lh century, roads sserc non-c.xistcn: 
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except where they had been constructed for military purposes. With 
traffic generally hawng to be carried over narrow, unmetalled tracks, 
rendered impassable during the monsoon, the speed of movement 
was regulated by the capacity of the bullock carts struggling over the 
paths. Ten miles a day was a fair average. In many parts of the 
country where carts were imusablc, pack-hullocks provided the only 
means of transport. Under these circumuances, a navigable river 
was a better means of transportation and trade could be carried on in 
boats. But, in the politically unsettled state of the country, roads and 
rivers alike were infested by bands of robbers and these conditions dis- 
couraged trade as well as travel. 

The economic isolation of even neighbouring districts rendered the 
famine in one of them impossible to be alleviated by abundant hars'ests 
in another. Harvests in some parts of the country at times proved so 
plentiful that it would not pay to carry grain to markets. The ports 
were also ill-equipped for the reception and shipment of merchandise. 
The freight charges round the Cape of Good Hope from Calcutta, 
Madras and Bombay to London were so high and the duration of the 
voyage so long that, taking into consideration the charges for internal 
transit, trade was noa*e.’iistent except in articles of special demand in 
which the country had more or less a monopoly and which could st»nd 


a long voyage. 

It will not be incorrect to state that the conditions of internal tiade 
and communications were mostly the same for centuries past till about 
the commencement of the railway age. Transporting foreign merebao- 
dise to the people at large and persuading the agriculturist to produce 
goods for overseas markets alike had to wait til! the railway sj^tem 
was well advanced by about the decade 1860-70. Even then the Cipe 
route kept the freights lugb and hampered trade, while the long vo> age 
exposed the cargo of wheat and seeds to the damage caused by • 
These difficulties were removed by the opening of the Suez and the 
consequent reduction of the duration of the voyage from about a un 
dred days or more to about twenty-Bve days, or even three weeks with 
faster vessels. This change was of basic importance to Indi^ trade 
and it came about at a time when all the ports were conn^ed to the 
interior by rail. The English merchant houses were now able to supply 
European manufactures at a cost within the means of the IndiM con- 
sumer and, at the same time, export Indian products to Europe in-good 
condition and at competitive prices, even as against countn« more 
favourably situated, because of cheap labour of which India had an 
abundant supply. The result became manifest during the following 
decade, 1870-80. in a most striking development of trade. 

Administrative needs and defence requirements for a power which 
was rapidly beginning to assume political control of the entire coumr> 
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called for belter communications. The changes connected with these 
developments arc dealt with in the following sections. Although the 
advent of the railways has been only recent, the economic revolution 
they brought about in India, as in other countries, entitles them to be 
considered first. The other forms of transport, rir., road, inland water, 
coast-wise and ocean shipping and airways arc taken up in the same 
order. 


II. Railways 

The success wliich attended the early development of railways in 
Great Britain showed clearly the many advantages to be derived from 
the new form of transport in a country of considerable distances, politi- 
cally still unconsolidated and requiring large scale movement of troops 
and militaiy' stores. It was not until 1845 that applications received by 
the Court of Directors from private parties for co-operation in opcm'ng 
railways on an extensive scale in different parts of India were sent to 
the Governor General for report. The Court preferred a cautious 
approach and a limited scale for the first attempts. Later the Court of 
Directors, realizing that, without a cheap means of communication, 
there could be no rapid progress in the country materially or in the 
efficiency of administration, desired that India should, without un- 
necessary loss of time, possess the immense advantage of a regular 
system of railway communication. Reviewing the question in an ex- 
haustive minute in 1853, Lord Dalhousic urged the importance of a 
speedy and wide introduction of railway communications throughout 
India. He specially recommended that, in the first instance, a system 
of trunk lines should be formed, connecting the interior of each Presi- 
dency with each other. 

The Court of Directors accepted the general plan proposed and, by 
the end of 1859, the following eight companies were formed for the 
construction of nearly 8,000 km. of line, with a capital under guarantee 
of £52.500,000 sterling, namely; 

(!) the East Indian Railway; 

(2) the Great Indian Peninsula Railway; 

(3) the Madras Railway: 

(4) the Bombay, Baroda and Centra! India Railway; 

(5) the Eastern Bengal Railway; 

(6) tfic Indi.an Branch (later the Oudh and Rohlikand) Railway; 

(c) the Smd. Punjab and Delhi (later merged in the North- V''cstcm) 

Railtt.ay; 
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As Companies could not be promoted without a miniTTnifri return 
on their capital guaranteed by the Government, a guarantee of 5 per 
cent was eventually agreed to, coupled with the free grant of all land 
needed; and the companies, in return, were required to share surplus 
profits half-yearly with the Government after the guaranteed interest 
for the half-year had been met, exchange for remittance of interest 
charges being reckoned at 22 d to the rupee, and permit the Government 
to exercise the closest control over all expenditure and over the manage- 
ment and working of the lines. 

Unfortunately, all expectations in regard to profits came to naught 
because of the heavy outlay on construction built to a standard far in 
excess of the needs of the time. A committee of the House of Commons 
in 1857-58, enquiring into the delays, found that, apart from the standard 
of construction, far higher than required for the conditions of the country 
or for the actual work the railways were designed to perform, there were 
such other factors as the conveniences which, though desirable, were un- 
necessary for the safe or efficient operation of the railways; experimental 
lines built on double track, the necessity for which did not arise till a 
generation later; alteration in the routes after work had been actually 
commenced; and the outbreak of the Great Revolt of 1857 causing the 
suspension of all works for a time. Consequently, the earnings which 
might have been sufficient to pay interest charges on a reasonable ex- 
penditure proved inadequate to meet the guarantee on the outlay actually 
incurred. The Government had to make good the deficit. 

When the railways failed to earn the guaranteed interest, the deficit 
to be met by Goverrunent became a recurring feature. In view of the 
increasing demands for guaranteed interest, the whole guarantee system 
fell into disrepute. Private enterprise still held aloof without a guaran- 
tee. - The extension of railway communication was not keeping pace 
with the increasing requirements of the country, and the progress during 
the preceding ten years hardly averaged 560 km. of new line each year. 
The guaranteed railways had cost a great deal more than necessary in 
the absence of any incentive to keep down expenditure; and the Goven^ 
ment believed that railways could be more cheaply constructed and 
more economically worked by direct agency of the State, while money 
could be borrowed at a lower rate than was paid under the guarantee. 
In 1869, the Government obtained sanction for the discontinuance of 
the guarantee system and for the construction of railways by the State. ^ 

The guaranteed companies had constructed on a gauge ■ 

costing about £10,560 a kilometre; a narrower gauge on 3’ 3-^8” metre 
gauge might be cheaper. The State Railways accordingly decided to 
build on the metre gauge. Even then progress was still not rapW 
enough and in 1875 the amount to be spent annually was raised to Rs.4 
crores. But war and famine reduced the funds available and a grea 
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part of the expenditure was devoted to the conversion, for strategic 
reasons, of the recently begun lines on the North-West. The continued 
fall in the gold value of silver had also, by 1879, seriously disturbed the 
financial position of the Government. Resort had, therefore, again to 
be made to the companies to construct railways under a guarantee. The 
system now adopted was distinguished from the old guarantee in that 
the terms were easier for the Government. The lines thus promoted 
were: the Indian Midland (1882-85), later merged in the Great Indian 
Peninsula; the Bengal Nagpur (1883-87); the Southern Mahratta (1882); 
and the Assam Bengal Railways (1891). The total length of these lines 
exceeded 6,400 km. 

Tlie results of the Government’s efforts to attract unaided private 
enterprise were not encouraging. Of the four companies promoted, 
the Nilgiri became bankrupt while the Dcllii-Ambala-Kalka and the 
Bengal Central eventually received a guarantee; the fourth — the Bengal 
and North Western — had the Tirhut Railway leased to it. 

In the Indian States, a beginning was made with the Nizam's State 
Railway, a length of 531.3 km. 

Upto the year 1870, when the first change in policy took place, 6,848 
km. had been opened for traffic, of which all but 72 km. were on the 
broad gauge. During the nc.xt ten years, that is, upto the end of 1879, 
6,822 km. were added to the railway system, the total opened to traffic 
being 13,670 km., of which 10,560 km. were on the broad gauge, 3,000 
km. on the metre gauge and about 108 Inn. on narrower gauges. TIic need 
for a more rapid extension of railways was stressed by the famines of 
Bihar (1874) and the Deccan (1876). The diversion of a portion of the 
Famine Insurance Grant for expenditure on railwas^ of a protective or 
productive nature, being small, did not assist matters and the progress 
continued to be slow. By 1SS3, however, the finances of the countr>' 
had considerably improved and raising the limit of borrowing from 
Rs. 2 crorcs to about Rs. 3 crores enabled quicker progress only for a 
time, as affer the Panjdeh incident in 1885, funds had to be diverted 
to the constniction of costly strategic and unrcmuncrative railwa>*s on 
the North-West Frontier. In 1890, the whole available balance of the 
Famine Insurance Grant w.as devoted to railway construction and in 
1892 half a crore w.is specially added to capital expenditure to finance 
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XVII. Nou-l:!eciii‘c.il Mnehinety: 

100. Uift^ No. 402 523 476 -i-BO.l — 9.0 

tot. Cr.xrsc'! (other than mobile) Tonnes 6,000 5705 7,101 — 4.1 +24.5 

102, Weti'hini; machinery Rs. Ukht 165 163 225 — 1.2 +38.0 
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Contribution of Small Scale Sector in Selected Industries 


Industry 

Percentage Share in Capacity 
Established 

Large Scale Small Scale 

Sector Sector 

1 

2 

3 

100 Per cent 

1, Clinical thennometers 

Nil 

100.00 

2. Uiforcated rivets 

Nil 

100.00 

3. Paper pins and gem clips 

Nil 

100.00 

4. Measuring tapes (cotton) 

Nil 

100.00 

5. Mechanical tojs 

Nil 

100.00 

6. Spindle inserts 

Nil 

100.00 

7. Glass ampoules 

Nil 

100.00 

8. Plaster board 

Nil 

100.00 

9. Chalk crayons 

Nil 

100.00 

10. Graphite crucibles 

Nil 

100.00 

11. Wood-wool 

Nil 

100.00 

12. Pencil sharpeners 

Nil 

100.00 

13. Hairclippers 

Nil 

100.00 

14. Artists’ colours, oil, water and poster 

Nil 

100.00 

15. Hols nails 

Nil 

100.00 

16. Black insulating adhesisa tape 

Nil 

100.00 

17. H>podormic needles 

Nil 

100.00 

18. Soldering irons 

Nil 

100.00 

19. Hearing aids 

Nil 

100,00 

20. Spectacle hinges 

Nil 

100.00 

21. Shoe eyelets 

Nil 

100.00 

22. Steel wool 

Nil 

100.00 

23. Animal shoe nails 

Nil 

100.00 

24. Wooden electrical accessories 

Nil 

100.00 

25. Pine oil 

Nil 

100.00 

26. Palm roosa oil 

Nil 

100.00 

27. Telescopic aerials 

Nil 

100.00 

2S. Press buttons 

Nil 

100.00 

29. Link dips 

Nil 

100.00 

EO to 99 Per cent 

30. Rolling shutters 

5.1S 

94.82 

31. Electric irons 

5.45 

94.55 

32. Gun metal bushes 

5.57 

94.43 

33. Shoe tacks 

19.65 

89.35 

34. Picking sticf.s 

11.56 

8S.44 

35. Wi.m netting and wire mesh 

11.91 

88.09 

36, Oil pressure .‘.toscs 

15.21 

84.79 . 

37. Metal dasp switches 

16.16 

83.84 

3?. Barbed vsirc 

16.67 

83.33 

3 '?. 

1S.£0 

SI. 20 

40. Llcctri; tv-H K-Us 

0.07 

99.03 

41. Gun rr>ct.aS bash 

5.06 

9-{,05 

42. Etectfjc brass I.am,'’ Si'.dders 

19.03 

SOOT 

43, Tc'e'coric aeriah 

14.36 

8.5.6! 

■44, M 

13.94 

8 6.06 

45. Snap fi'tn.ers 

I9,5T 

80.43 


18.50 

> 1.!0 

4C. ir.'tcstriil brasbrt 

9.07 

90,93 

4*’* GU'5 

4.01 

95.67 

4't. Gtor-..e r.r,~r’r. 

2.69 

92.13 
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APPENDIX VII 


Conttlbutioo of Smalt Scale ia Selected Industries 


Industry 

Percentage Share in Capacity 
Established 

Large Seale 
Sector 

Small Scale 
Sector 

1 

1 

3 

f'' f--* 

36 35 

63 65 


29.11 

70 89 


26.42 

73.58 


25.68 

74.32 


42 03 

57.07 

55. Hair pms 

36 39 

63.61 

56. Pressure cookcia 

2 >.48 

78 52 

57. Stapling machines 

37 85 

62.15 

58. Oil pressure stoves 

29 65 

70 35 

59. Spring washers 

26 00 

74.00 

60. Absorbent cotton 

25.00 

75.00 

61. Switches, plugs, sockets and ceiling roses 

38.71 

61.29 





29.51 

70.49 

64. Microscopes 

23.28 

76.72 

65. Tumotlne oil 

38 48 

61.52 

23 81 

76.19 


28,79 

7l2i 


21.49 

78.51 


27.19 

72.61 

70. Shaping machines 

22.69 

77.31 

40 to 59 Per cent 

49.14 

50.86 

72. Ignition snitches 

52 97 








75. Expanded metal (iron and steel) 

53.87 


76. Flash light torch cases 









79. Automobile radiators 






81. Oist iron pipe and fittings 















86. Fire extinguishers 



87. GangcoQdcDsets 



30 to' 39 Percent 

64.7S 

3525 

89. Scientific instruments 








3604 













96. Taps and dies 
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APPENDIX Vll 


Confribalion of Small Scale in 

Selected Industries 



PcrcdUaxte Share 

itt Capacity 

Industry 

Established 

Lar^te Seale 

Snioli Scale 


Sector 

Sector 

I 

2 

3 

97. Locks 

63.00 

37.00 

9S. FLrcd carbon rcsistcr 

61.92 

38.02 

99. Auto hub drums 

61.75 

38225 

100. Plastic coated cloth 

65.44 

34.56 

101. Hosiers’ needles 

62.50 

37.50 

102. Industrial fans and blowers 

67.86 

32.14 

20 to 29 Per cent 

103. Loudspeakers 

70.81 

29.19 

104. Electric motors 

71.82 

28.18 

105. Biej’Cle chains 

72.42 

27.58 

106. Bicj’Cles 

63.89 

26.11 

107. Domestic refrigerators 

76.59 

23.41 

lOS. Cocks and watches 

78.57 

21.43 

1 19. CrossTJ corks 

SO.OO 

20.00 

1 1 0. Pressed glassware 

79.76 

2074 

111. Electrolytic condensers 

72.03 

27.70 

112. Radio sets and components 

72.07 

27.03 

1 1 3. Water meters 

79.36 

20.64 

114, Fuel pumps 

Up to 20 Per cent 

75.00 

25.00 

115. Electric fans 

83.24 

16.76 

11 6. Pcndls 

85.65 

14235 

1 17. Piston rings 

85.48 

14.52 

118. Unisersal joints 

98.42 

1.53 

119. Thermos flasks 

96.16 

3.E4 

120. Automobile dynamos 

93.05 

6.05 

121. Bicyalc tube s’alvcs 

85.09 

14.10 

122. .Mica condensers 

99.02 

O.OS 

1 23 . Collapsible t ul«s 

87.29 

12.71 

124. Grinding wheels 

80.09 

19.01 

125. Dehydrated food 

84.00 

16.00 

126. Firebricks 

92,33 

7.67 

127, Tie rod ends 

96.74 

3.26 

128. potentio meters 

91.87 

8.13 

129. Vehage regulator'. 

85.39 

14.61 

130, Brake hoxs 

83.33 

16.67 

131, Speedometer cables and castings 

94.90 

5.10 

132. Welding electrodes 

96,73 

377 

533. Dusters 

94.41 

4.59 

134. G'is\ bottles and six’s 

91.30 

8.70 


Progress of the Sma!! Scate Sector }a the Registered Factory Segment — 1965 
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CHAPITR IX 


TRANSPORT AND COMMUNICATIONS 

I. State of Transport Prior to Bailnay Age 

Information is rather scanty about the state of commumcations and 
transport in India prior to the Mauryan Era. A clearer picture of the 
conditions is available on coming down to the Mauryan times when 
political consolidation and more efficient administration promoted 
commerce and industry and greater use of communications and transport 
for internal and foreign trade. A Royal Road, 10,000 stades 
(about 2,400 km.) in length, ran from the North-West Frontier 
to Pataliputra, with milestones showing distances and by*roads and 
signposts at every tenth stade. Kautilya refers to the maintenance of 
the King’s Highway iRajamargd^ at public expense and of State roads 
and paths for asses, camels, cart-tracks, foot-paths and others. The 
principal highway from Rajagfiha through Sravaslj connected Taxila 
and the frontiers and Central and Western Asia. Apart from these 
arterial routes, there was a network of other roads providing means for 
internal communication. The greater economic importance of the 
southern routes from the point of view of trade connections was 
stressed by Kautilya. Frequent travel by officials of a centralized and 
bureaucratic administration contributed to the maintenance of good 
communications. Land routes over which foreign trade was conducted 
also acquired a special importance and were naturally more frequently 
used. 

There arc many references to early maritime activity and foreign 
trade. The great activity during the reign of Asoka on colonial enter- 
prises and cultural missions presumes the existence of an adequate sea- 
going fleet and of facilities for sea voyages. Kautilya refers to ships, 
both large and small, used for navigation and to the maintenance by 
the State of boats for hire and to the steps taken to destroy pirate ships. 
Ships sailed from Tamluk to various ports along the east coast. On 
the West coast, the sea route took ships to ports along the south-eastern 
coast of Arabia, in proximity to modern Aden, where Indian traders 
exchanged their goods for those from the Eastern Mediterranean region 
sent down the Red Sea. 

The picture of internal and extcroal trade and transport becomes 
fuller by about the early centuries of the Christian Era. The sea-ports 
and their importance in relation to foreign trade find frequent mention. 
The port of Berenice, built by Ptolemy Philadelphus (285-246 B.C.) 
on the Egyptian coast of the Red Sea, became the most important 
centre for Indian trade. 
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A brisk foreign trade between India and the West, particularly the 
Roman Empire, stimulated considerable amount of business activity in 
a number of ports on the west coast of India, namely. Barygaza (Brigu- 
kaccha. Bharugachha or Broach). Sopara, Kalyana, Naura, Tyndis, 
Muziris (Musiripattanam or Cranganore) and Nelcynda (Nilakantha). 
After Hippalus discovered the favourable monsoon winds, the Greek 
and Egyptian traders could make direct voyages from the Gulf of Aden 
to the Malabar Coast. The discovery of Roman coins over a wide 
area in South India attests to the spread of Roman trade with India. 

The Tamils had taken to the sea quite early and found their way to 
South East Asia in the first century A.D. Foreign trade extended by 
the third decade of the sixth century' A.D. to Cliina through Indonesia 
on the east and to Etliiopia and the Homeritc country (Arabia) on the 
west. 

Glimpses of the conditions of trade and transport afforded in the 
accounts of travellers, such as Hiuen Tsang (A.D. 629-645) and Marco 
Polo (A.D. 1260), point to the attention given to roads and rest houses. 
About 1,700 serais were altogether built by Slier Shah with separate lodg- 
ings for Muslims and Hindus and with adequate supplies for the needs 
of travellers and their horses. Jean Baptiste Tavernier’s travels in 
India during 1640-67, in a carriage drawn by bullocks from Kandahar- 
Multan to Dacca, Surat to Golconda, and thence to Masulipatam, 
were found by him to be as comfortable as in Europe. During the 
rains, transport was at a standstill, while during the hot weather when 
fodder and water were difficult to get, it was kept down to small limits. 

Tltc struggle among foreign powers to obtain control over the foreign 
trade vvith India shed an interesting sidelight on the significance of 
communications. The Portuguese opened the route via the Cape of 
Good Hope after \’asco da Gama landed in Calicut and later found ports 
or open roadsteads along the Malabar Coast where merchants from 
Sri Lanka or Malacca met those from the Persian Gulf or the Red 
Sea. Later the Dutcli broke the Portuguese monopoly and v.crc in turn 
ousted by the English. 

With tile arrival of these foreign powers, there is more information 
relating to the trade and economic conditions in India. Duarte Baxbos.a 
refers to the trade with Calicut and ship-building and .slvip-rcpairing 
.actisities at Cochin and Diiarmapuram. The European mcrcluints 
could only exploit the trade in the products of the coast and to articles 
of high v.-ilue in comparatively sm.ali bulk. It was practically impossible 
to p^e.'ictr.ttc inland and to dr.iw thence to tlie west coast the products 
of the interior. On the east coast there was no port on the surf-beaten 
line of shore until the Gangctic delta was reached at the h'^ad o^ th'* 
Bay of Bengal. 

During the first half of the 19th century, roads were non-c.xistcni 
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except where they had been constructed for military purposes. With 
traffic generally having to be carried over narrow, immetalled tracks, 
rendered impassable during the monsoon, the speed of movement 
was regulated by the capacity of the bullock carts struggling over the 
paths. Ten miles a day was a fair average. In many parts of the 
country where carls were unusable, pack-bullocks provided the only 
means of transport. Under these circumstances, a navigable river 
was a better means of transportation and trade could be carried on in 
boats. But, in the politically unsettled state of the country, roads and 
rivers alike were infested by bands of robbers and these conditions dis- 
couraged trade as well as travel. 

The economic isolation of even neighbouring districts rendered the 
famine in one of them impossible to be alleriated by abundant harvests 
in another. Harvests in some parts of the country at times proved so 
plentiful that it would not pay to carry grain to markets. The ports 
were also ill-equipped for the reception and shipment of merchandise. 
The freight cltarges round the Cape of Good Hope from Calcutta, 
Madras and Bombay to London were so high and the duration of the 
voyage so long that, taking into consideration the charges for internal 
transit, trade was non-existent except in articles of special demand in 
which the country had more or less a monopoly and which could sund 
a iong voyage. 

It will not be incorrect to state that the conditions of internal liade 
and communications were mostly the same for centuries past till about 
the commencement of the railway age. Transporting foreign mereban- 
dise to the people at large and persuading the agriculturist to produce 
goods for overseas markets alike had to wait till the railway system 
was well advanced by about the decade 18^-70. Even then the Cape 
route kept the freights high and hampered trade, while the long voyage 
exposed the cargo of wheat and seeds to the damage caused by weevils. 
These difficulties were removed by the opening of the Suez Ca n a l and the 
consequent reduction of the duration of the voyage from about a hun- 
dred days Or more to about twenty-five days, or even three weeks with 
faster vesseb. This change was of basic importance to Indian trade 
and it came about at a time when all the ports were connected to the 
interior by rail. The English meichant houses Were now able to supply 
European manufactures at a cost within the means of the Indi^ con- 
sumer and, at the same time, export Indian products to Europe in good 
condition and at competitive prices, even as against countries more 
favourably situated, because of cheap labour of which India had an 
abundant supply. The result became manifest during the following 
decade, 1870-80, in a most striking development of trade. 

Administrative needs and defence requirements for a power wJileh 
was rapidly beginning to assume political control of the entire countrj' 
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called for better communications. The changes connected with these 
developments arc dealt with in the following sections. Although the 
advent of the railways has been only recent, the economic revolution 
they brought about in India, as in other countries, entitles them to be 
considered first. The other forms of transport, v/r., road, inland water, 
coast-wise and ocean shipping and airways arc taken up in the same 
order. 


U. Raibsays 

The success wliich attended the early development of railways in 
Great B.nlain showed clearly the many advantages to be derived from 
the new form of transport in a country of considerable distances, politi- 
cally still unconsolidated and requiring large scale movement of troops 
and military stores. It was not until 1845 that applications received by 
the Court of Directors from private parlies for co-operation in opening 
railways on an extensive scale in different parts of India were .sent to 
the Governor General for report. The Court preferred a cautious 
approach and a limited scale for the first attempts. Later the Court of 
Directors, rcali'/.ing that, without a cheap means of communication, 
there could be no rapid progrc.ss in the country’ materially or in the 
efficiency of administration, desired that India should, without un- 
necessary loss of lime, possess the immense advantage of a regular 
system of railway communication. Reviewing the question in an ex- 
haustive minute in 1853, Lord D.ilhousic urged the importance of a 
speedy and wide introduction of railway communications throughout 
India. He specially recommended that, in the first instance, a system 
of trunk lines should be formed, connecting the interior of each Presi- 
dency with each other. 

Tile Court of Directors accepted the general plan proposed and. by 
the end of 1859, the following eight companies were formed for the 
construction of nearly 8,000 km. of line, with a capital under guarantee 
of £53.500,000 sterling, namely: 

(1) the La'l Indian Railway; 

(2) the Great Indian Peninsula Railway; 

(3) the .Madras Raihvay; 

(•J) lit; Bombay, Baroda and Centra! India Raihvay; 

(5) the Eastern Beng.a! Railway; 

( 6 ) the India", Branch (later the Oudh and Rohifiaind) Railway; 

(».t the S'.r.d. Pun>;'b and Dcllu (later merged in the Norlli-V/cstcrn) 
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As companies could not be promoted without a miaimum return 
on their capital guaranteed by the Government, a guarantee of 5 per 
cent was eventually agreed to, coupled with the free grant of all land 
needed; and the companies, in return, were required to share surplus 
profits half-yearly with the Government after the guaranteed interest 
for the half-year had been met, exchange for remittance of interest 
charges being reckoned at 22 rf to the rupee, and permit the Government 
to exercise the closest control over all expenditure and over the manage- 
ment and working of the lines. 

Unfortunately, all expectations m regard to profits came to naught 
because of the heavy outlay on construction built to a standard far in 
excess of the needs of the time. A committee of the House of Commons 
in 1857-58, enquiring into the delays, found that, apart from the standard 
of construction, far higher than required for the conditions of the country 
or for the actual work the railways were designed to perform, there were 
such other factors as the conveniences which, though desirable, were un- 
necessary for the safe or efficient operation of the railways; experimental 
lines built on double track, the necessity for which did not arise till a 
generation later; alteration in the routes after work had been actually 
commenced; and the outbreak of the Great Revolt of 1857 causing the 
suspension of all works for a lime. Consequently, the earnings which 
might have been sufficient to pay interest charges on a reasonable ex- 
penditure proved inadequate to meet the guarantee on the outlay actually 
Incurred. The Government had to make good the deficit. 

When the railways failed to earn the guaranteed interest, the deficit 
to be met by Government became a recurring feature. In view of the 
increasing demands for guaranteed interest, the whole guarantee system 
fell into disrepute. Private enterprise still held aloof without a guaran- 
tee. The extension of railway communication was not keeping pace 
with the increasing requirements of the country, and the progress during 
the preceding ten years hardly averaged 5^ km. of new line each year. 
The guaranteed railways had cost a great deal more than necessary in 
the absence of any incentive to keep down expenditure; and the Goverm 
ment believed that railways could be more cheaply constructed and 
more economically worked by direct agency of the State, while money 
could be borrowed at a lower rale than 'vas paid undw the guarantee. 
In 1869, the Government obtained sanction for the discontinuance of 
the guarantee sj-stem and for the construction of railways by the , 

The guaranteed companies had constructed on a gauge of 5 , 

costing about £10,560 a kilometre; a narrower gauge on 3' 3-3/8 metre 
gauge might be cheaper. The State Railways accordingly decided to 
build on the metre gauge. Even then progress was still not rapia 
enough and in 1 875 the amount to be spent annually was raised to s. 
crores. But war and famine reduced the funds available and a great 
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part of the expenditure was devoted to the conversion, for strategic 
reasons, of the recently begun lines on the North-West. The continued 
fall in the gold value of silver had also, by 1879, seriously disturbed the 
financial position of the Government. Resort had, therefore, again to 
be made to the companies to construct railways under a guarantee. The 
system now adopted was distinguished from the old guarantee in that 
the terms were easier for the Government. The lines thus promoted 
were: the Indian Midland (1882-85), later merged in the Great Indian 
Peninsula; the Bengal Nagpur (1883-87); the Southern Mahratta (1882); 
and the Assam Bengal Railways (1891). The total length of these lines 
exceeded 6,400 km. 

The results of the Government's efforts to attract unaided private 
enterprise v.ere not encouraging. Of the four companies promoted, 
the Nilgiri became bankrupt while the Dcllii-Ambala-Kalka and the 
Bengal Central eventually received a guarantee; the fourth — the Bengal 
and North Western — had the Tirhut Railway leased to it. 

In the Indian States, a beginning was made with the Nizam’s State 
Railway, a length of 531.3 km. 

Upto the year 1870, when the first change in policy took place, 6,848 
km. had been opened for trafSc, of which all but 72 km. were on the 
broad gauge. During the nc.xt ten years, that is, upto the end of 1879, 
6,822 km. were added to the railway system, the total opened to traffic 
being 13,670 km., of xvhich 10,560 Ian. were on the broad gauge, 3,000 
km. on the metre gauge and about 108 Inn, on narrower gauges. Tlic need 
for a more rapid extension of railways was stressed by the famines of 
Bihar (1874) .and the Deccan (1876). The diversion of a portion of the 
Famine Insurance Grant for expenditure on railways of a protective or 
productive nature, being small, did not assist matters and tlie progress 
continued to be slow. By 1883, however, the finances of the country 
h.xd considerably improved and raising the limit of borrowing from 
Rs. 2 crorcs to about Rs. 3 crorcs enabled quicker progress only for a 
time, as after the Panjdch incident in 1885, funds had to be diverted 
to the construction of costly strategic and unremunerative railways on 
the North-West Frontier. In 1890, the whole available balance of the 
Famine Insurance Grant was devoted to railway construction and in 
1S92 half a crore was specially added to capital expenditure to finance 
new lints of railway and extensions. 
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88. Cement miU machineiy 
Manufacture Of Electrical Machinery: 
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APPENDIX VI[ 

Confribulion of Small Scale Sector in Selected Industries 


Industry 


Percentage Share in Capacity 
Established 


Large Scale Sntall Scale 
Sector Sector 


2 3 


100 Percent 

1. Clinical thermometers 

2. Bifurcated rivets 

3. Paper pins and gem clips 

4. Measuring tapes (cotton) 

5. Mechanical toys 

6. Spindle inserts 

7. Glass ampoules 

8. Plaster board 

9. Chalk crayons 

10. Graphite crucibles 

11. Wood-wool 

12. Pencil sharpeners 

13. Hair clippers 

14. Artists* colours, oil, water and poster 
13. Hole nails 

16. Black insulating adhesive tape 

17. Hypodermic needles 

18. Soldering irons 

19. Hearing aids 

20. Spectacle hinges 

21. Shoe eyelets 

22. Steel wool 

23. Animal shoe nails 

24. Wooden electrical accessories 

25. Pine oil 

26. Palm roosa oil 

27. Telescopic aerials 

28. Press buttons 

29. Unk clips 

80 to 99 Per cent 

30. Rolling shutters 

31. Electric irons 

32. Gun ntetal bushes 

33. Shoe lacks 

34. Picking sticks 

35. Wire netting and wire mesh 

36. Od p,''cssure stoscs 

37. MeU! ebsp switclies 
3?, Birhc'l wire 

39, Eount-sin pens 

40 , I; lectric c.sl! betU 

41, Gun trvctal bush 

42, L’cetrse brass lamp holders 

43, Tctc^copi; etriiis 

44, Mierf'seopts 

45, Sn.sp f.r;r.e;% 

4^'. Sprvt,rcle frarr'^s 
4'. Indjstra! hrusHts 
45, Gli's amp.xj’ts 

Gteese nerbs 


Nil 

Nil 

Nil 

Nil 

Nil 

Nil 

Nil 

Nil 

Nil 

Nil 

Nil 

Nil 

Nil 

Nil 

Nil 

Nil 

Nil 

Nil 

Nil 

Nil 

Nil 

Nil 

Nil 

Nil 

Nil 

Nil 

Nil 

Nil 

Nil 


5.18 

5.45 

5257 

19.65 

11.56 
11.91 
15,21 
16.16 
16.67 
18.80 

0.07 

5.06 
19,03 
14.36 
13.94 

19.57 
18.50 

9.07 
4.01 
2/.9 


100.00 

100,00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 


94.82 

94.55 

94.43 
89.35 

88.44 
8S.09 
84.79 
83.84 
83.33 
81.20 

99.03 

94.04 
80.07 
85.64 
86.06 
80.43 
81.50 
90,93 
95,99 
97,13 
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APPENDIX VII 

CoDtributSoB of Small Scale la Selected ludastries 



Perctniage Share in Capaeily 

Industry 

Established 

Large Seale Small Scale 


Sector Sector 

1 2 3 


54. Maciiiuc sciew^ 

55. Hair pins 

56. Pressure eooken 

57. Stapling machines 
58 Oil pressure stoves 

59. Spring washers 

60. Absorbent cotton 

61. Switches, plugs, sockets and ceiling roses 

62. Pressure gauges 

63. Hollow and solid rivets of alutninmm 

64. Microscopes 

65. Turpentine oil 

66. Sealed beams 

67. Miniature bulbs 

68. Fountain pens 

69. Surg^ gloves 

70. Shaping machines 
40 to 59 Per cent 

71. Low tension insulators 

72. Ignition switches 

73. Ball bearings 

74. Automobile baltenes 

75. Expanded meUl (iron and steel) 

76. Flash light torch cases 

77. Nuts, bolts and nvets 

78. Bicycle free wheels 

79. Automobile radiators 
80 Steel furniture 

81. Chst iron pipe and fittings 

82. Fluorescent lube starter 

83. Sensitenzed feno and ammonia paper 

84. Oil seals 

85. Leather board 

86. Fire extmguishers 

87. Gang condensers 
30 to 39 Per cent 

88. Starters 

89. Scientific instruments 

90. Safety pms 

91. Drums and barrels 

92. Pistons 

93. Air compressors 

94. Hydraulic jacks 

95. P.V.C rubber insulated cables and wire 

96. Taps and dies 


36.35 
29.11 
26.42 
25.68 
4103 
36.39 
21.48 
37.85 
29.65 
26 00 
25.00 
38.71 

2J.n 

29.51 
23.28 
38 48 
23.81 
28.79 
2M9 
27.J9 


49.14 

5197 

48.92 
5130 
53.87 
56.31 
57.05 
57.42 
58.40 
4009 
45.00 

57.93 

60.93 
S8S5 
SUO 
48.48 
5098 


63.65 

70.89 
73.58 
74 32 
57.07 
63 61 

78.52 
6115 
70.35 
7400 
7500 
61.29 

78.89 
70.49 
76 72 

61.52 
76.19 
7lJl 

78.51 
7181 
77.31 

50.86 

47.03 
5198 
47.70 
46.13 
43 69 
42.05 
42.58 
41.60 
5901 
55 00 

42.07 

49.07 

41.03 
48.80 

51.52 
49.02 


64.75 35J5 

65.57 34.43 

67.88 32.12 

63 06 36.04 

68 61 31J9 

69.87 30 13 

68 08 31J)2 

67.07 3203 

6207 37.03 


{Conrinueil) 
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Contriliution of Small Scale in Selrclcd Induffrics 


Industry 

Pcrcr/fWce Share in Capacity 
Established 

Laryc Seale 
Sector 

Small Seale 
Sector 

i 

2 

3 

97. Locks 

63.00 

37.00 

9S. Fixed carbon rcsistcr 

61.92 

38.02 

99. Auto hub drums 

61.75 

3S.25 

100. Plastic coated cloth 

65.44 

34.56 

101. Hosierv- needles 

62.50 

37.50 

102. Industrial fans and blowers 

67. S6 

32.14 

20 to 29 Per cent 

103. Loudspeakers 

70.81 

29.19 

104. Electric motors 

71.82 

28.18 

105. IJies’clc drains 

llAl 

27.58 

105. nicjdts 

63.89 

26.11 

107. Domestic refrigerators 

76.59 

23.41 

iOS. Cioclts and watches 

78.57 

21.43 

119. Crown corks 

80.00 

20.00 

110. Pressed classwarc 

79.76 

20.24 

1 1 1. Electrolytic condensers 

72.03 

27.70 

112. Radio .sets and components 

72.07 

27.03 

113. Water fircters 

79.36 

20.64 

114. Fuel pumps 

75.00 

25.00 

Up to 20 Per cent 

115. Electric fans 

S3.24 

16.76 

116, Pencils 

85.65 

14.35 

117. Piston rings 

85.48 

I4.S2 

US. Universal joints 

9S.42 

1.5S 

1 19. Tl'.ermos flasks 

96.16 

3.84 

120. Automobile dynamos 

93.05 

6.05 

121. IJicydc tube valves 

85.09 

14.10 

122. .Mica condcn'eis 

99.02 

0.08 

123. Collapsible tubes 

87.29 

12.71 

124. Grinding sshccls 

80.09 

19.01 

1 25. Dehydrated food 

84.00 

16.03 

125. Hre bricks 

92.33 

7,67 

127. Tie rod ends 

96.74 

3.26 

12'. Potc.-nio mc!er> 

91.87 

8.1.7 

129. Voltage regulators 

85.39 

14.61 

l.'O, itrakc lios-es 

83.33 

16.67 

131. SpcrJornc’.cr cables and casrinrw 

94.90 

5.10 

la 2. Welding, cl esetrodes 

95.73 

321 

1.'?, Darters 

94.4! 

'aS9 

J.'J. GLr« bottles .and si.-ih 

91.30 

8.70 
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products except footwear and other wearing apparels 46 3S 1,S22 

and rubber products 374 298 24,628 

idustrial chemicals including fertiVizcrs 333 668 15,639 

>Io and animal oils and fats (except edible oils) 37 49 1,498 
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CHAPTER IX 


TRANSPORT AND COMMUNICATIONS 

I. State of Transport Prior to Railway Age 

Information is rather scanty about the state of communications and 
transport in India prior to the Mauryan Era. A clearer picture of the 
conditions is available on coining down to the Mauryan times when 
political consolidation and more efficient administration promoted 
commerce and industry and greater use of communications and transport 
for internal and foreign trade. A Royal Road, 10,000 siades 
(about 2,400 km.) in length, ran from the North-West Frontier 
to Pataliputra, with milestones showing distances and by-roads and 
signposts at every tenth stade. Kautilya refers to the maintenance of 
the King’s Highway (Rajamarga) at public expense and of State roads 
and paths for asses, camels, cart-tracks, foot-paths and others The 
principal highway from Rajagriha through Sravasti connected Taxila 
and the frontiers and Central and Western Asia. Apart from these 
arterial routes, there was a network of other roads providing means for 
internal communication. The greater economic importance of the 
southern routes from the point of view of trade connections was 
stressed by Kautilya. Frequent travel by officials of a centralized and 
bureaucratic administration contributed to the maintenance of good 
communications. Land routes over which foreign trade was conducted 
also acquired a special importance and were naturally more frequently 
used. 

There are many references to early maritime activity and foreign 
trade. The great activity during the reign of Asoka on colonial enter- 
prises and cultural missions presumes the existence of an adequate sea- 
going fleet and of facilities for sea voyages. Kautilya refers to ships, 
both large and small, used for navigation and to the maintenance by 
the State of boats for hire and to the steps taken to destroy pirate ships. 
Ships sailed from Tamluk to various ports along the east coast. On 
the West coast, the sea route took ships to ports along the south-eastern 
coast of Arabia, in proximity to modern Aden, where Indian traders 
exchanged their goods for those from the Eastern Mediterranean region 
sent down the Red Sea. 

The picture of internal and external trade and transport becomes 
fuller by about the early centuries of the Christian Era._ The sea-ports 
and their importance in relation to foreign trade find frequent 
The port of Berenice, built by Ptolemy Philadelphus (285-246 B.C.) 
on the Egyptian coast of the Red Sea, became the most important 
centre for Indian trade. 
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A brisk foreign trade betv/cen India and the West, particularly the 
Roman Empire, stimulated considerable amount of businc.ss activity in 
a number of ports on the west coast of India, namely. Barygaza (Brigu- 
kacclia. Bharugacliha or Broach), Sopara. Kalyana, Naura, Tyndis, 
Muziris (Musiripattanam or Cranganorc) a.nd Nclcynda (NilaJcantha). 
After Hippalus discovered the favourable monsoon winds, the Greek 
and Egyptian traders could make direct voyages from the Gulf of Aden 
to the Malab.or Coast. The discovery of Roman coins over a wide 
area in South India attests to the spread of Roman trade with India. 

The Ta.mils had taken to tlic sea quite early and found their way to 
South Ea.st Asia in the first century A.D. Foreign trade extended by 
the third decade of the sixth century A.D. to China through Indonesia 
on the east and to Ethiopia and the Homcritc country fArabia) on the 
west. 

Glimpses of the conditions of trade and traasport afforded in the 
accounts of travellers, such as Hiuen Tsang (A.D. 629-645) and Marco 
Polo (A.D. 1260), point to the attention given to roads and rest houses. 
.About 1,700 serais v.crc altogether built by Shcr Shah with separate lodg- 
ings for Muslims and Hindus and with adcqu.ate supplies for the needs 
of travellers and their horses. Jean Baptiste Tavernier’s travels in 
India during 1640-67, in a carriage drawn by bullocks from Kandahar- 
.Multan to Dacca. Surat to Golconda, and thence to Masulipatam, 
were found by him to be as comfortable as in Europe. During the 
rains, transport v.as at a standstill, while during the hot v.eathcr when 
fodder and water were difnculi to get, it was kept down to small limits. 

The struggle among foreign powers to obtain control over the foreign 
tr.vde with India shed an interesting sidelight on the significance of 
communiCvations. The Portuguese opened the route v/a the Cape of 
Good Hope .after Vasco da Gama landed in Calicut and later found ports 
or open ro.adstcads along the Malabar Coast where merchants from 
Sri Lanka or Malacca met these from the Persian Gulf or the Red 
Sea. Later the Dutch broke the Portuguese monopoly and were in turn 
ousted by the Eng] i sin 
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except where they had been constructed for military purposes. With 
traffic generally having to be carried over narrow, unmetalled tracks, 
rendered impassable during the monsoon, the speed of movement 
was regulated by the capacity of the bullock carts struggling over the 
paths. Ten miles a day was a fair average. In many parts of the 
country where carts were unusable, pack-bullocks provided the only 
means of transport. Under these circumstances, a navigable river 
was a better means of transportation and trade could be carried on in 
boats. But, in the politically unsettled state of the country, roads and 
rivers alike were infested by bands of robbers and these conditions dis- 
couraged trade as well as travel. 

The economic isolation of even neighbouring districts rendered the 
famine in one of them impossible to be alleviated by abundant harvests 
in another. Harvests in some parts of the country at times proved so 
plentiful that it would not pay to carry grain to markets. The ports 
were also ill-equipped for the reception and shipment of merchandise. 
The freight charges round the Cape of Good Hope from Calcutta, 
Madras and Bombay to London were so high and the duration of ihe 
voyage so long that, taking into consideration the charges for internal 
transit, trade was non-existent except in articles of special demand in 
which the country had more or less a monopoly nnd which could sttnd 
a long voyage. 

It will not be incorrect to stale that the conditions of internal iiade 
and communications were mostly the same for centuries past till about 
the commencement of the railway age. Transporting foreign merchan- 
dise to the people at large and persuading the agriculturist to produce 
goods for overseas markets alike had to wail till the railway system 
was well advanced by about the decade 1860-70. Even then the Cipc 
route kept the freights high and hampered trade, while the long voyage 
exposed the cargo of wheat and seeds to the damage caused by weevils. 
These difficulties were removed by the opening of the Suez Canal and the 
consequent reduction of the duration of the voyage from about a hun- 
dred days or more to about twenty-five days, or even three weeks with 
faster vessels. This change was of basic importance to Indian trade 
and it came about at a time when all the ports were connected to the 
interior by rail. The English merchant houses were now able to supply 
European manufactures at a cost witfun the means of the ladr'an con- 
sumer and, at the same time, export Indian products to Europe in good 
condition and at competitive prices, even as against countries more 
favourably situated, because of cheap labour of which India had an 
abundant supply. The result became manifest during tlie following 
decade, 1870-80, in a most striking development of trade. 

Administrative needs and defence requirements for a power which 
was rapidly beginning to assume political control of the entire country 
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caiiccl for bolter communications. The changes connected with these 
developments arc dealt with in the following sections. Although the 
advent of ilic railways has been only recent, the economic revolution 
they brought about in India, as in other countries, entitles them to be 
considered first. The other forms of transport, viz., road, inland water, 
coast-wise and ocean shipping and airways are taken up in the same 
order. 


II. Railways 

The success which attended the early development of railways in 
Great Britain showed clearly the many advantages to be derived from 
the new form of transport in a country of considerable distances, politi- 
cally still unconsolidated and requiring large scale movement of troops 
and military stores. It was not until 1845 that applications received by 
the Court of Directors from private parties for co-operation in opening 
railways on an extensive scale in different parts of India were sent to 
the Governor General for report. The Court preferred a cautious 
approach and a limited scale for the first attempts. Later the Court of 
Directors, realizing that, without a cheap means of communication, 
there could be no rapid progress in the country materially or in the 
efficiency of administration, desired that India should, without un- 
necessary loss of time, possess the immense advantage of a regular 
system of railway communication. Reviewing the question in an ex- 
haustive minute in 1853, Lord Dalhousie urged the importance of a 
speedy and wide introduction of railway communications throughout 
India. He specially recommended that, in the first instance, a system 
of trunk lines should be formed, connecting the interior of each Presi- 
dency with each other. 

The Court of Directors accepted the general plan proposed and, by 
the end of 1859. the following eight companies were formed for the 
construction of nearly 8,0(K) km. of line, with a capital under guarantee 
of £52.500.000 sterling, namely: 

tlf the East Indian Railway: 

(2) the Great Induin Peninsula Railway; 

(3) the Madras R3ilw.ay; 

(4) the Bonikiy, B;iroda and Central India Railway; 

(5) the Eastern Bengal Railway; 

(5) the Indian Branch (later the Oudh .and Rohilkand) Railway; 

(') U.e Sind, Punjab and Delhi (l:ucr merged in the North-Western) 
Raslway; 
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As companies could not be promoted without a mioimuin return 
on their capital guaranteed by the Government, a guarantee of 5 per 
cent was eventually agreed to, coupled with the free grant of all land 
needed; and the companies, in return, were required to share surplus 
profits half-yearly with the Government after the guaranteed interest 
for the half-year had been met, exchange for remittance of interest 
charges being reckoned at 22 d to the rupee, and permit the Government 
to exercise the closest control over all expenditure and over the manage- 
ment and working of the lines. 

Unfortunately, all expectations m regard to profits came to naught 
because of the heavy outlay on construction built to a standard far in 
excess of the needs of the time. A committee of the House of Commons 
in 1857-58, enquiring into the delays, found (hat, apart from the standard 
of construction, far higher than required for the conditions of the country 
or for the actual work the railways were designed to pcrfomi, there «ere 
such other factors as the conveniences which, though desirable, were un- 
necessary for the safe or efficient operation of the railways; experimental 
lines built on double track, the necessity for which did not arise till a 
generation laterj alteration in the routes after work had been actually 
commenced; and the outbreak of the Great Revolt of 1857 causing the 
suspension of all works for a time. Consequently, the earnings which 
might have been sufficient to pay Interest charges on a reasonable ex- 
penditure proved inadequate to meet the guarantee on the outlay actually 
incurred. The Government had to make good the deficit. 

When the railways failed to earn the guaranteed interest, the deficit 
to be met by Government became a recurring feature. In view of the 
increasing demands for guaranteed interest, the whole guarantee system 
fell into disrepute. Private enterprise still held aloof without a guaran- 
tee. The extension of railway communication was not keeping pace 
with the increasing requirements of (he country, and the progress during 
the preceding ten years hardly averaged 560 km. of new line each year. 
The guarant^ railways had cost a great deal more than necessary in 
the absence of any incentive to keep down expenditure; and the Govern- 
ment believed that railways could be more cheaply constructed and 
more economically worked by direct agency of the State, while money 
could be borrowed at a lower rate than was paid under the guarantee. 
In 1869, the Government obtained sanction for the discontinuance of 
the guarantee system and for the construclioa of railways by the State. 

The guaranteed companies had constructed on a gauge of 5’ 6”, 
costing about £10,560 a kilometre; a narrower gauge on 3’ 3-3/8” metre 
gauge might be cheaper. The State Railways accordingly decided to 
build on the metre gauge. Even then progress was still not rapid 
enough and in 1875 the amount to be spent annually was raised to Rs. 4 
crores. But war and famine reduced tlw funds available and a great 
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part of the expenditure was devoted to the conversion, for strategic 
reasons, of the recently begun lines on the North-West. The continued 
fall in the gold value of silver had also, by 1879, seriously disturbed the 
financial position of the Government. Resort had, therefore, again to 
be made to the companies to construct railways under a guarantee. The 
system now adopted was distinguished from the old guarantee in that 
the terms were easier for the Government. The lines thus promoted 
were; the Indian Midland (1882-85). later merged in the Great Indian 
Peninsula; the Bengal Nagpur (1883-87); the Southern Mahratta (1882); 
and the Assam Bengal Railways (1891). The total length of these lines 
exceeded 6,400 km. 

The results of the Government’s efforts to attract unaided private 
enterprise were not encouraging. Of the four companies promoted, 
the Nilgiii became bankrupt while the Dellii-Ambala-Kalka and the 
Bengal Central eventually received a guarantee; the fourth — the Bengal 
and North Western — had the Tirhut Railway leased to it. 

In the Indian States, a beginning was made with the Niraim's State 
Railway, a length of 531.3 km. 

Upto the year 1870, when the first change in policy took place, 6,848 
km. had been opened for traffic, of which all but 72 km. were on the 
broad gauge. During the next ten years, that is, upto the end of 1879, 
6,822 km. were added to the railway system, the total opened to traffic 
being 13,670 km., of which 10,560 km. were on the broad g.augc, 3,000 
km. on the metre gauge and about 108 km. on narrower gauges. The need 
for a more rapid extension of railways was stressed by the famines of 
Bihar (1874) and the Dccc.an (1876). The diversion of a portion of the 
Famine Insurance Grant for expenditure on railways of a protective or 
productive nature, being small, did not assist matters and the progress 
continued to be slow. By 1883, however, the finances of the country 
had considerably improved and raising the limit of borrowing from 
Rs. 2 crorcs to about Rs. 3 crorcs enabled quicker progress only for a 
time, as after the Panjdeh incident in 1885, funds had to be diverted 
to the construction of costly strategic and unrcmuncrative railways on 
the North-West Frontier. In 1890, the whole available balance of the 
Famine Insurance Gram was devoted to railway con.struction and in 
1892 half a crorc was specially added to capital expenditure to finance 
new lines of r.aiiway and extensions. 
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Taelb XXIX 

Area, Prodoction and Yield of Important Cash Crops 


Area : 000’ hectares 
Production : 000’ tonnes 
Yield : Kg. per hectare 


Crop 

1 

Year ' 

Area | 

Produc- 

tion 

1 Yield j 

\lndex with I9SO-51=]00 

\ Area '■ 

1 

Produc- 
tion { 

j Yield 

1 

2 

3 

4 

5 

6 

7 

8 

1. Cotton 

1950-51 

5,882 

1875 

88 

100 

100 

100 


196061 

7.610 

5.293 

125 

129 

184 

142 


I9707I 

7.610 

4.556 

108 

129 

158 

123 

2. Jute 

195051 

571 

3.309 

1.043 

100 

100 

100 


1960-61 

629 

4.134 

1.183 

110 

125 

113 


197071 

750 

4,905 

1.178 

131 

148 

113 

3. Sugar>c3ne 

195051 

1.707 

5,705 

3.30 

100 

100 

100 


1960-61 

2,415 

I1.I4I 

4.613 

142 

195 

138 


197071 

2.657 

13.194 

4,966 

156 

231 

149 

4. Ground-nut 19JO-SI 

4,494 

3.481 

775 

100 

100 

100 


1960-61 

6,463 

4.812 

745 

144 

138 

96 


197071 

7,293 

6.065 

835 

162 

174 

108 

5. Other Oil- 

195051 

6,233 

1.677 

269 

100 

100 

100 

seeds (excld. 1960-61 

7.307 

2.170 

297 

117 

129 

no 

ground-nut) 1970-71 

8,053 

3,123 

383 

129 

186 

144 

6. Total 

195051 

18.887 

17,047 

903 

100 

lOO 

100 


1960-61 24.424 

27.550 

I.12S 

129 

162 

125 


197071 

26,363 

31.843 

1,208 

140 

187 

134 
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Rs. 125 per hectare for rain-fed crop and Rs. 200 per hectare for 
irrigated crop will be provided. 

In order to increase the producUoo of castor, a Centrally sponso- 
red scheme was introduced in 1970-71 in Andhra Pradesh, which has 
the largest area under the crop in the country. The coverage of the 
target for 1971-72 for the package programme was 40,000 hectares 
toikharif and 6,000 hectares in rtfW. Production of pure seed and 
demonstration was to be taken up during 1971-72 at an estimated 
cost of Rs. 1.50 lakhs. Similarly, a scheme to increase the produc- 
tion of rape-seed and mustard-seed has been envisaged at a cost of 
Rs. 9 lakhs. 

Apart from arranging demonstrations for the production of 
soyabean at a cost of Rs. 3.03 takhs, a Centrally sponsored scheme 
has been drawn to bring four lakh hectares of land under this 
crop. 

Sugar-cane : The production of sugar-cane in terms of gur fell 
from 12.8 million tonnes In 1965-66 to 9.5 million tonnes in the 
following year. Since then, production progressively rose to 13.4 
million tonnes in 1969-70, but in 1970-71 it again declined to 12.3 
million tonnes. Of the total prodoction in the country, Uttar Pradesh 
alone accounts for 42.2 per cent, although yield in the State Is just 82 
per cent of the all-India average. Highest yields come from Karnataka, 
T amil Nadu and Maharashtra which account for 6.4, 8.7 and 12.7 
per cent respectively of the total production. 


XIV. Population and Food Supply 

According to the 1971 Census, the population of India is S47.4 
millions, which accounts for 15 per cent of the world’s population. 
She has, on the other hand, only 2.4 per cent of the world’s land area 
with low levels productively. This wonid explain the crux of the 
problem of population and food supply. 

In the last 70 years, every succeeding decade has ended up, by 
and large, with a higher net growth rate of populsiioo compared to 
the previous one. So much so, the total population stood more than 
doubled during the last 70 years. The last decade (1961-71) witnes- 
sed the phconomenal growth of 24.66 per cent. At a compound 
rate of growth of 2.5 per cent this is not very much different from the 
one experienced in the last decade. India’s population will be doubled 
by the end of the present century. 
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This rapid growth of an already very large population poses a 
serious challenge to India’s agriculture. It has not only to feed tlicse 
growing numbers but also to provide raw materials for the oountr>’'s 
growing agro-based industries and, particularly for those which 
enable it to earn the much needed foreign exchange for carrying 
through otlier developmental programmes in the country. 

Since independence food production has expanded rapidly ; but 
the rale of increase in demand for foodgrains generated as a result of 
increase in population and rising income has outstripped the rate of 
increase in foodgrains’ production. During 1950-51 to 1970-71 the 
countrj' had imported 64 million tonnes of cereals. 

Although the index of food production with 1950-51 as base, has 
gone up to I82‘7 during 1970-71 against a population index of 152.7, 
the food supply position is not quite easy in respect of all types of 
foodgrains. Even otherwise, population index as compared to the 
food production index stood higher right upto 1966-67. Food 
imports were the lowest during 1955-56 at 1.4 million tonnes and 
increased steadily to reach the highest peak level of 10.4 million 
tonnes during 1965-66 (Table XXXI). Thereafter, as a result of 
increase in production, imports have been on the decline. At one time 
it had even been announced by the Government that all concessional 
imports of foodgrains would come to an end after 1971. Since Indian 
agriculture is susceptible to weather conditions, there will always be 
fluctuations in production. As a result, the country did face a series 
of bad seasons like between 1965 and 1967. 



Popa^atlort (Mid-Year) I TtoiueiUAof Foodtralnt i Imparls I Net Availability \ per Capua Availability 
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about rice which is the most important food crop of India is not 
that satisfactory. In eastern, central and southern India rice is the 
staple food and if it is available in plenty, the people would consume 
it in preference to other foodgrains. Consequently, there is always a 
pressure on rice stocks. Planning for food production has to take 
into consideration this important aspect. 

The future food problem in a nutsheii will, therefore, be of a 
restrictive nature in the sense that it would involve a specific emphasis 
on the production of rice and pulses. With regard to rice, varieties 
have to be evolved suitable for the dificrent agro-climatic zones. As 
regards pulses, the position is a little complicated. The area under 
cultivation is about 17 per cent of the total cultivated land in the 
country and yet the highest production lewl so far achieved has not 
exceeded 12 million tonnes in the best year. The position remained 
more or less unchanged during first three Plan periods. Little 
attention was paid to the development of pulse cultivation and no 
serious efforts were made to overcome the limiting factors. Since 
most of the pulses are grown on unirrigated lands, they have invari- 
ably depended on the vagaries of the monsoon. Again, with the 
introduction of the high yielding varieties, foodgrains which imbibed 
the benefits of new technology, have made inroads on the area under 
pulses. 

Recently some efforts have been made by research workers and 
there are some possibilities for Increasing the yield of pulses particu- 
larly during the kfiarl/ season through control of pests. In kharif 
moong alone, the yield could almost be doubled through pest control 
measures. 

Self-Snfilciency : The objective of self-sufficiency In foodgrains 
as the goal to be reached through Increased foodgrains* production 
was first announced early in 1949. The deficit to be made up by the 
end of March 1952, was at that time calculated at 4.9 million tonnes 
over the level of production in 1947-48 on the basis of the then pre- 
vailing level of consumption. The target for additional production 
of foodgrains was, therefore, fixed at 4.9 million tonnes. Production 
tatgets. for f'aodsraias undet the First and Second Five-Year Plans 
were drawn up with a View to reducing the large gap between internal 
production and consumption reqiuremcnts. the deficits proposed to 
be made up being 7.7 million tonnes aod 10.2 million tonnes during the 
five-year periods 1951-56 and 1956-61, respectively. The Second Plan 
target of additional production of 10.2 million tonnes of foodgrains 
was revised to 1 5.7 million tonnes after the publication of the Plan. The 
objective of self-sufficiency was reiterated either explicUlyorimpIidlly 
while fixing the Third Plan and the oripnal Fourth Plan (1966-71) 
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7 q 4 7 t ^ bonnes to be attained by 1965-66 and 

The revised Fourth Plan (1969-74) target of 

to be attained in 19^73-74 
provided (though this is not explicitly stated) for the requirements for 

=dd,.,o„ ,0 bufe S.OOU and pipelines stocks and some «por,of 
mong the reasons for continued deficits in foodgrains desnite 

"alsTt"™' T 

under the 1949 u million tonnes estimated 

bilVaTt 94^8 capita avail- 

immrts r I production as well as from 

qualities produceTwouIdTc^^'’*rw T' 
the usual allowance for seed" fted 

First Plan target of fon/ol • ^ ^ and wastage was made. The 
stable level of per canin Production too was based on a 
Second Plan, for the first 5 in 1949-50. Under the 

taking into account the incrcascd"foc?rp consumption, 

allowed for. However lEf* mn i • pnerated by the Plan, was 
lalcd went wide off the mark and estimates originally contemp- 
million tonnes, which was actuitiv target of 82 

requirements fully Foodnrainc ^ ‘^'d not meet the internal 

Third Plan, v/r. 1965-66 w^ /' ‘I J'cnr of the 
and consequently it slumped to 

previous year, v/r, 1964 6s o,,* dlion tonnes whereas in the 
"■niion lorac,; Ac* record level of 89.4 

v-IlhooEh ,be prodmtion levels rcltLd'"' 
tonnes rcspcctivciv, thece ^ and 94.0 million 

envisaged under the original targets 

India continued to import ccre^^■; ,7 (iP66-71). In consequence, 

O’d production projrentntcs in Ihc sT^ssh'e '° 
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present, in quantities adequate for balanced diet, a large majority 
of the people have to make up for these deficiencies by additional 
consumption of cereals. This would call for a further addition to 
the quantities of cereals recommended by the Nutritional Advisory 
Committee. 

It has been estimated that the daily per capita requirements of 
the Indian population for a reasonably satisfactory level of nutrition 
would be 2,100 calories of energy and 61 grams of proteins 
per day. As against this, the per capita, per day availability of 
cereals and proteins as at present arc of tbe order of 2,000 calories 
and 48 grams respectively. The average Indian diet today contains 
only 5.6 grams of animal protein which constitutes only 9.1 per cent 
of riie necessary protein intake. In affiuent societies, nearly half of the 
protein intake is in the form of animat protein. Allowing for wast- 
age of food between availability at the retail level and the cooking, 
the minimum nutritional target for the country may be placed 
at 2,370 calories and 66.6 grams of protein, including 10 grams of 
animal protein per day per adult. Df. P.V. Sukbatme has worked 
out the least cost combination of major food groups needed per 
head per day on the basis of this minimum level. The quantities so 
worked out along with quantities currently available are given 
in the Table below. According to Sukhatme, one in every four of 
India’s people appears to be underfed and two out of every four 
are malnourished. 


Table XXXIII 

Per Capita Quantities of Major Food Items Available and 
Needed to Meet Minioam Nntrilional Target 


Item 

Cereals 

Pulses and nuts 
Starchy roots 
Sugar 

Fruits and vegetables 

Meat 

Fish 

Eggs 

Milk and milk products 
Fats and oils 


Quantity per day [gm) 


Available 

Needed 

394 

403 

51 

104 

39 

46 

44 

50 

58 

137 

4 

.7 

1 

17 

3 

2 

116 

201 

9 

18 
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This indicates the deficiencies in regard to each item of the 
minimum nutritive diet. The deficiencies are particularly large in 
respect of pulses and protective food items like fruits and vegetables, 
milk, meat and eggs. If these deficiencies are to be made good 
concurrently with the requirements of additions to the population, 
agricultural production, including that of poultry and animal 
husbandry will need to be substantially stepped up. Efforts now 
being made to meet this challenge are special programmes for the 
development of poultry, piggery, livestock and horticulture etc. 
Although the progress with regard to livestock development is not 
very encouraging, poultry and piggery development can be expected to 
develop much faster particularly when maize and other coarse grains 
are available in quantities at reasonable prices. With regard to 
horticulture. States like Himachal Pradesh have had a real break- 
through. The area under apple cultivation, for example, has 
progressively increased from 1,214 hectares in 1956 to 42,700 
hectares in 1971. The Government is now pursuing a Rs. 45 crore 
World Bank project to boost fruit cultivation and production. 
Processing and marketing is being pursued by the Government. A 
cold storage, the largest of its kind in India, is nearly complete at 
Delhi. 

A 15-year horticulture development plan has been drawn up 
under which one-third of the total cultivable area of Himachal 
Pradesh will be brought under horticulture at the rate of 8,094 
hectares per year. An Agricultural Refinance Corporation for finan- 
cing the planting of apple orchards by individuals is also being 
set up. - 

Consumption and Purchasing Power : The actual consumption by 
an individual or a family or a section of the population depends not 
so much on average availability but its purchasing power. A detailed 
study of one region (Maharashtra) revealed that in the year of the 
study (1958), only when the total monthly expenditure reached 
Rs. 13 to 18 per person, the dietary intake amounted to 2,170 
calories with proteins intake of 60.4 grams of which only 2.9 grams 
consisted of animal proteins. In the region concerned, 60 per cent 
of the people lived on income level below Rs. 18 per head per month. 
This emphasizes the need not only of producing more food but also 
producing it at costs which should preferably be lower than the 
prevailing. 

The problem of food and nutrition focussed attention of the 
Planning Commission for the first time in the Fourth Five-Year Plan 
which attempted to set out an integrated nutrition programme. 
Some of the measures recommended by the Plan are : 
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(a) Improvement of staple foods. 

(b) Production of unconventional protein foods. 

(c) Nutrition education, 

(d) Special measures for vulnerable groups. 

The outlays on nutrition programmes in the various sectors are as 
follows : 


Table XXXIV 
Outlay on Notrition 


SI. 

No. 

Department 

Central 

sector 

States 

sector 

Total 

1 . 

Health and Family Planning 

5.13 

— 

5.13 

2. 

Community Development 

13.90 

2.10 

16.00 

3. 

Food 

13.05 

— 

13.05 

4. 

Education 

_ 

5.00 

5.00 

5. 

Social Welfare 

6.00 

— 

6.00 

6. 

Total 

38. OS 

7.10 

45.18 


Recently under the high yielding varieties programme new seeds 
being evolved contain more of protein or lysine content. In the case 
of wheat and rice the total available protein content has been 
increased. The recently released varieties of Shakti and Jiailan 
maize are said to be almost as good as millc. Because of the high 
lysine content, maize has high quality protein. Feeding tests 
conducted with the new varieties of maize have shown that children 
fed on them become as strong as those fed on milk. 

XV. Animal Husbandry and Dairying 
Cattle in India pose a difBcuIt problem at a time ^vhen the 
economy is rapidly growing and agriculture is required to play a 
leading role. Mixed farming in India enabled products of land to be 
fully utilized for both human and animal feed. This situation is now 
slowly changing. Finer rice and wheat for which demand is rapidly 
rising are poor yielders of fodder. On the other hand, milk consump* 
tion is below nutritional level and with increasing income and popu*' 
lation the total demand. for milk tends to rise. The religious 
traditions discourage cattle slaughter. Weeding of cattle is, therefore, 
done by nature through malnutrition which is indiscriminate in its 
impact. This keeps down quality without adequately controlling the 
number. Without .mechanization and rural transportation, the 
farmer depends on bullocks and the use of cattle as a source of draft 
power and supply of organic manure still dominates. With expand* 
ing irrigation and double cropping, there Is an increasing pressure on 
demand for cattle for which the present cattle population, despite its 
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large number is ill-equipped. A beginning has been made under the 
Five-Year Plans to improve systematically the quality of cattle with 
the long-term objective of increasing output of cattle products with 
proportionately less feeding costs. 

Livestock Population : The total livestock population in India 
consisting of cattle, buffaloes and other small animals like goats, 
sheep, etc., was 343.8 millions according to the Livestock Census for 
the year 1966 Table XXXV. The bulk of the livestock consists of cattle 
and buffaloes, which together accounted for 67 per cent of the total. 
Numerically, the livestock population in India, judged on the basis of 
cattle and buffaloes only, is one of the largest in the world. Accord- 
ing to 1951 data, India had about one-fifth of the world’s total cattle 
population and one-half of the total buffalo population. Though 
cattle in India were then three times more than buffaloes, India was 
probably the world’s most important buffalo-rearing country. Indian 
cattle and buffalo population accounted for over 68.5 per cent of the 
total number in the Asian continent. 

Table XXXV 


Livestock Population : 1945 — 1966 

(In thousands) 



1945 

1951 

1956 

1961 

1966 

Cattle 

135,960 

155,099 

(155,238) 

158,651 

175,557 

176,057 

Buffaloes ’ 

40,593 

43,351 

(43,401) 

44,916 

51,211 

52,920 

Sheep 

37,729 

38,829 

(38,962) 

39,246 

40,223 

42,014 

Goats 

46,286 

47,077 

(47,115) 

55,405 

60,864 

64,566 

Horses and ponies 1,399 

1,514 

(1,514) 

1,483 

1,327 

1,149 

Mules 

45 

60 

40 

53 

75 

Donkeys 

1,132 

1,239 

(1,249) 

1,055 

1,096 

1,054 

Camels 

654 

629 

776 

903 

1,028 

Pigs 

Others 

3,707 

4,420 

(4,424) 

4.932 

5,172 

22 

4,975 

30 

Total livestock 

267,505 

292,218 

306,504 

336,428 

343,868 


(293,595) 

Note : Figures in brackets are comparable in coverage with those of sub- 
sequent Livestock Census. 

Looked from another angle, India carried in 1951 nearly 35.1 per 
cent more cattle and buffaloes than Europe including U.S.S.R., or 
about 21.7 per cent less than that in vastness of the cattle and buffalo 
population when we consider that India has a substantial pro- 
portion of population which does not eat meat and also the fact 
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that the geographical area of lodia is much smalJer than the conti- 
nents of Europe or America. This inevitably puts a heavy pressure on 
India’s limited land recources. Countries like Denmark have a larger 
density of cattle and buS'alo per sqaure km. than India and countries 
like New Zealand, Argentina and Australia have a larger ratio of 
cattle population to human population. 

The total livestock population increased by about 28.5 per cent 
during the 20 years from 1950-51 onwards. During 1950-51 to 
1955-56 the increase is more spectacular in the case of work animals 
e.g. mules (41.6%), camels (13.9%) and goats (16.1%). Male bulfaloes 
have increased by 6.6 per cent while the female buffaloes have 
increased by 4.5 per cent only. The cattle population has increased 
only marginally. 

Male cattle are useful for work in the field or for transport while 
male buffaloes arc used mainly for breeding, except in a few Slates 
where they are used for work. Consequently, the number of male 
cattle is larger than that of cows, but in the case of buffaloes 
females outnumber males. Again, the ratio of young-stock to cattle 
is relatively higher than that of young-stock to total buffaloes. This 
would imply larger waste of young-stock of cattle, probably caused 
by religious iobibitiou against killing cows. 

.Livestack In Rural and Urban Areas : Livestock population is 
proportionately much larger in rural areas, since the occupation of 
animal husbandry is largely combined with cultivation of land. 
However, owing to inadequate transport facilities for carrying fresh 
milk over long distances, a part of the livestock population is located 
io towns and cities. Besides, in cities, horses are used for drawing 
carriages and bullocks for carts for local transport of goods. In 1956, 
of the total livestock of 306.5 millions in the country, 11.9 millions 
or about 4 per cent were in cities and towns, the rest were in rural 
areas. 

Neatly 6 per cent of the total poultry birds ate maintained 
in urban areas. In 1956, out of total 94.7 million poultry birds in 
the country 5.S million birds were in urban areas. 

Work Animats : Ploughing of land in India is done traditionally 
with the help of bullocks. Cows are rarely used, since it is 
supposed to affect adversely tbdr milking capacity. Buffalo males 
are slow and inactive. They have, however, a capacity to withstand 
wet weather. For this reason, they are employed for cultivation of 
land in high rainfall areas and for load carrying, especially for 
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carrying water. The statistical details of the work animals in India 
during the decade 1956-66 are given in the following Table. 


Table XXXVl 
Work Animals 


(In thousands) 

1956 1961 1966 


Cattle 


Working males 

62,475 

68,704 

69,177 

Males used for breeding and 
work both 


1,964 

2,255 

Working females 

1,837 

2,150 

1,983 

Buffaloes 




Working males 

5,953 

6,645 

6,972 

Males used for breeding and 
work both 


493 

620 

Working females 

420 

487 

386 

Horses and ponies 

1.482 

1,327 

1,148 

Mules 

40 

52 

75 

Donkeys 

1,054 

1,096 

1,054 

Camels 

775 

903 

1,028 


animals— cows and buffaloes and to 
the 1 0 fifi ^ goats— are used for milking. According 

mfll OB million cows and 12.i 

15 ner rent ^ Animals in milk increased by aboi 

bnlv marpinau!!i^ns^^^*^^ increase over the next 5 years wi 

Human n If* oows and 3.7 per cent for buffaloe 

But as period increased at a faster rat 

suDolv flip cattle led to increased pressure on foddi 

monortiln was faster. Tt 

proportion ot dry and wet calved cows increased from 53.6 per cci 
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in 1945 to 55.7 per cent in 1961 and over 61 per cent in 1966. The 
percentage of dry buffaloes increased even faster— from 42.9 to 
46.5 during 1945-61 and over 47 per cent during 1966. The problem 
of dry cattle has thus become more serious. 

A cow yields on an average 187 kg. of milk per year during the 
lactation period. A buffalo yields a much larger quantity — 499 leg. 
per year— of milk with a higher fat content. Substitution of cows by 
buffaloes for increasing milk supply is economical and this process 
has already begun. Weather conditions and availability of grazing 
land determine the proportion of con^ and buffaloes in different 
regions. Even in the same State, buffaloes predominate in some 
districts and cows in others. In Uttar Pradesh, Andhra Pradesh, 
Madhya Pradesh, Gujarat and Maharashtra buffaloes are relatively 
more numerous. In Bihar, West Bengal, Tamil Nadu and other 
States the proportion of cows is larger. 

Slaughter Stock : Beef eating among Hindus is prohibited by 
religion. Hence the demand for beef is low and it fetches relatively 
low price, with the result that mostly unserviceable cattle are slaugh- 
tered. Buffalo meat being coarse and disagreeable to the general 
taste of meat-eaters, the demand is low. 

Distribution among States : Ultar Pradesh with 14.5 per cent of 
cattle and 21.8 per cent of buffaloes i$ at the top. With regard to cows 
and bullocks, Madhya Pradesh comes a close second with 14.3 per 
cent. Its position is fourth in respect of buffalo population. The 
second position with regard to buffallo goes to Andhra Pradesh. 
Maharashtra comes third with regard to the population of both cows 
and buffaloes. Rajasthan has 7.6 per cent of both cows and buffaloes. 
Punjab, while it possesses 8.5 per cent of buffaloes (males over three 
years being quite insignificant), has only 3.7 per cent of cows and 
bullocks, between cows and bullocks the latter predominate. 

Variations in the number of cattle from State to State are due to 
climate, grazing facilities, and the area under fodder crops which 
determine to a great extent the quality of cattle and the carrying 
capacity of land. Agricultural development, introduction of irriga- 
gatioD, reclamation of land, etc., affect adversely the livestock as the 
land available for grazing is reduced and the cultivated area under 
fodder and feed crops does not go up correspondingly, resulting io 
the reduction of total livestock feed. Both from the viewpoint of 
quality and number, important states for livestocks are Rajasthan, 
Punjab, Uttar Pradesh, Madhya Pradesh and Andhra Pradesh. 

^ As regards other animals, nearly 60 per cent of sheep are almost 
equally distributed in the three Stales of Rajasthan, Andhra Pradesh 
and Tamil Nadu. A little more than 50 per cent of the goats are 
found in Rajasthan, Maharashtra, Bihar and Uttar Pradesh, 65 per 
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cent of horses and ponies are in Uttar Pradesh, Madhya Pradesh and 
Maharashtra. Mules are mainly in Uttar Pradesh and Punjab, 
camels in Rajasthan and Punjab and donkeys in Uttar Pradesh, 
Pvajasthan and Maharashtra. 

Breeds and Breeding : One of the reasons for the low quality of 
cattle is unsatisfactory supply of breeding bulls. A bull with ave- 
rage health conditions can service 60 cows in a year. The number 
of cov,'S per breeding bull was 77 in 1951 and increased to 119 in 
1961. Regarding buffaloes, the situation was only slightly better ; 
number of buffaloes per bull was 70 in 1951 and 59 in 1961. 

There are only 25 W’ell defined breeds of cattle and these are 
found only in certain parts of the country. These breeds account 
for less than 20 per cent of total cattle. The pure breeds are mostly 
indigenous and are preserved by communities of cattle-breeders 
known as ahirs, rabaris, etc. The traditional cattle-breeders are now 
facing a challenging situation. They are hemmed in by extension of 
cultivated areas and find their traditional source of fodder supply 
shrinking. Besides, they have to migrate during summer to places 
near river beds with perennial supply of green grass. These places 
are marshy and have no satisfactory arrangements for drinking 
water. On their way from their original location to places of fodder 
supply, the cattle have to face difficulty in shelter, water and feed 
conditions. The traditional breeders are, therefore, gradually 
becoming extinct. 

Among well defined breeds, there are two broad divisions, those 
which may be described as dairy breeds and those that are purely for 
draught, though there is a good proportion which produce a fair 
quantity of milk as well as bullocks of average working efficiency. 
The well known milch breeds of cows are Ahiwal, Sindhi and Gir 
while Amritmahal, Mangayam, and Kankrej are breeds noted for 
producing good bullocks. The Hariana and Tharparkar are the best 
known dual purpose breeds of India. Ongle and even Kankrej can be 
described as dual purpose breeds. 

• The well known buffalo breeds are Nili Rani and Murrah from 
Punjab and Delhi and Mehsana, Surti, Jaffarabadi from. Gujarat. 

Cattle Prices : Cattle prices vary from place to place and breed 
to breed. In view of the large number of breeds and variations 
among them, their classification and gradation for market purposes 
is difficult. Besides, the standard of evaluation vary from buyer to 
buyer, occasionally being influenced by fancy for a specific colour and 
auspicious marks. The price differentials are, therefore, associated 
hot only with age, sex, utility or type, but also with non-economic 
considerations. By and large, the price of a young animal upto the 
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age of 3 years is low as it is comparatively raw and untrained. Prices 
begin to appreciate between the 4th and 7th year in case of draught 
cattle and thereafter begin to decline. Recent data regarding prices are 
not available. However, at present the price of a good Kankrej pair 
of bullock would be about Rs. 1,S00 (at age of 6 years). For non- 
descript breeds it may be as low as Rs. 400 (at age of 6 years). 

In the case of dairy cattle, the price is directly proportional to 
milk yield and varies with the number of lactations. Usually a 
higher price is paid for a milch cow in her first and second lactation 
and for a buffalo in her third and fourth lactation. 

Cattle prices also fluctuate from season to season, the reasons 
being different for draught and dairy cattle. For draught cattle, the 
prices rise at the commencement of agricultural operations when the 
demand for the plough bullock is at its maximum level. Supply 
predominates in the slack season due to fodder scarcity and the price 
falls. The period of commenceinent of Ibe agricultural operations — 
especially rail operations— varies from region to region and crop to 
crop. In wheat growing areas, the antomn prices would be slightly 
higher than those in spring ; and in cotton areas, prices would be 
higher in June than in November. In the case of dairy cattle, 
prices rise and fall depending upon the regularity of milk supplies. 
Prices of slaughter stock are generally low after January or February 
when the influx of unwanted animals from rural areas begins due to 
increased scarcity of fodder during these months. 

Though buffaloes form only 38 per cent of the milch animals, they 
contribute 54 per cent to the total milk production compared to 42 
per cent contributed by cows. This is explained by the fact that on 
an average, a buffalo yields 499.4 kg. of milk. 

Animal Husbandry Development: The Third and subsequent 
Annual Plans attached considerable importance to animal husbandry. 
A new cattle breeding policy was evolved during this period. Aexor- 
ding to this policy, cross breeding would be undertaken in areas 
covered by Intensive Cattle Development (ICD) projects and in key 
village blocks that lie in the milk sheds of existing and proposed 
dairies. Pure breeding would be confined to outstanding indigenous 
breeds in well defined breeding tracts with a view to improving the 
quality of milch cattle. Simultaneous upgrading ofindigenous cattle 
would be undertaken with recognised Ihdran breeds. Greater efforts 
would be made for the improvement of the productivity of buffaloes. 

• The introduction of ICD projects during the period 1961—69 
represents a significant development. The programmes include 
improved methods of breeding, provision of feed and fodder and 
disease control. Earlier, the cattle development programmes, taken 
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up m small and scattered areas, could not make much impact o 
account of insufficient inputs, lack of tie-up with proper marketin 
and inadequate coverage of cattle population. The ICD project wa 
conceived to rectify these short-comings. 

Objectives and Targets : The approach to livestock developmen 
in the Fourth Plan is based on three major considerations. First i 
IS estimated that only about 12 per cent of the agricultural componen 
of the Gross Domestic Product is accounted for by livestock produc- 
tion m India. The second consideration is nutritional. Comparec 
with cereals, the demand for livestock products is more income elastic 
and It is hkely to grow at a rate between 5.5 to 6.4 per cent per 
annum. The third major consideration is that animal husbandry 
offers considerable scope for diversification of the economy of the 
small farmer and the landless labourer. 

In the light of these considerations, the Fourth Plan aims at 
mcreasmg the supply of protective foods like milk, milk products, 

nf f output of certain animal pro- 

duc of commercial importance, such as wool, hides, skins, hair 

S to rf u '' principal endeavours of the 

bc^omv of ! h f husbandry programmes stengthen the 

economy of sub-marginal farmers and agricultural labour 

been°Eivrnto7E‘^'®'V^-“''"'‘°'^ development, consideration has 
TleTt LL ' this sector, 

break-throueh ajisence of a significant research 

irSt conc?r^ f T The second cons- 
thSalarrnTrrl t '^hile the third arises from the fact 

power fofaLS n ®" f ® Population has to provide draught 
LenLd caK le h % ' relatively limited scope for a milk 

intolL H ^ of sufficient 

■the result that husbandry and livestock production with 
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source of finance particularly for purchase of milch animals is 
co-operative credit. The AU-India Rural Credit Review Committee 
had recommended that such credit should also be available to persons 
who carry on animal husbandry activities without undertaking crop 
husbandry. The measures are expected to increase the flow of 
co-operative credit and, in particular make it accessible to small 
farmers and landless labour for their poultry and dairy activities. 

Cattle Breeding Policy s The main features of recent cattle breed- 
ing policy are : 

(i) Selective breeding in the breeding tracts of established or 
recognized milch, dual purpose, or some important draught 
breeds of cattle. 

(ii) Laying more emphasis on milk production in the breeding 
tracts of draught breeds or types of cattle and replacing the 
other existing draught breeds or types with dual purpose 
breeds. 

(iii) Grading up with recognized dual purpose or dairy breed in 
areas where cattle do not conform to any specific type of 
breeds and are usually non-descript and of low productivity, 

(iv) Cross breeding with exotic breeds in hilly areas and other 
places where there are facilities for the rearing and mamtain- 
ing of high yielding milch cattle and mbao areas and around 
industrial townships to ensure adequate supply of milk. 

(v) Improvement of buffaloes by selective breeding in breeding 
tracts and grading up with recognized breeds in other areas 
where buffaloes have established themselves. 

The main emphasis of the new cattle breeding policy is on cross 
.breeding. 8.S lakh animals were bred by artificial insemination and 
1.751akhs by natural services during 1970-71. The rate of progress 
in this respect will, however, depend upon the degree of the farmers* 
acceptance of cross-bred humpless animals as working stock. While 
a measure of progress has already been achieved in cross breeding, 
certain technical problems in regard to exotic inheritance are yet to 
be finally resolved, so as to achieve a aeasiue of stability in the 
desired characteristics. 

. Intensive Cattle Development Programmes : With the object of 
increasing milk production particularly in milk shed areas of large 
dairy plants, the establishment of Intensive Cattle Development 
‘(ICD) projects were started from 1964-6S. Thirty-four ICD projects 
. were established upto the end of 1968-69. During the Fourth Plan 
-it is envisaged to set up 37 such projects. Ten projects were set up 
. in 1969-70 and 6 more in 1970-71. 

The availability of proven bulls is a pre-condition for the impro- 
1 vement of breeds. During 1970-71, 8.5 lakh animals were bred 
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by artificial insemination and 1.75 lakhs by natural services. 2.64 
lakh castration and 63 lakh prophylactic vaccinations were perform- 
ed. A beginning has been made with the progeny testing units. In the 
Fourth Plan, a Centrally sponsored scheme will provide for progeny 
testing units at 10 State farms. For cattle development, schemes 
in the Third Plan and the Annual Plans included breeding farms, bull 
rearing farms, goshala development, control of wild and stray cattle 
and organization of mass castration. These programmes will continue. 
Three central cattle breeding farms and eight bull rearing farms will 
be set up. Sire evaluation cells will be established in each State. 

However, the ICD project has yet to make a significant progress. 
A conference of the project officers held in October 1970 made 
special mention of two difficulties riz. inadequacy of funds provided 
by the States and non-availability of adequate quantities of seeds of 
high yielding varieties of fodder. 

Buffalo Development : The demand for the buffalo as a dairy 
animal has increased in recent years on account of the high yield and 
rich fat content of its milk. Of the eight well defined breeds of 
buffalo, the Mtirrah breed, which is the most popular among the 
high yielders, has adapted itself well all over the country. An im- 
portant scheme, continued from the Second Plan relates to the 
salvage of Murrah buffalo calves from milk colonies for distribution 
all over the country. In the Fourth Plan, an All-India Co-ordinated 
Research Project on buffaloes is envisaged. The objective is to 
improve the production potential of buffaloes through assessment of 
vital characters, selection for high economic value and development 
of breeds with the help of different systems of breeding. Research 
is in progress for overcoming the reproductive failures among buffalo 
cows during summer months. Some causes have already been identi- 
fied. Further research work is contemplated in the Fourth Plan. 

Sheep and Goat Development: The 'clip -of Indian sheep is 
generally of coarse quality and the bulk is classified as carpet wool. 
Wool and wool products such as carpets, blankets and druggets earn 
valuable foreign exchange. Considerable quantities of the indigenous 
wool are being utilized in the woollen manufacturing industries. 
There is also demand for raw wool in the export market. To 
improve the quality of wool from indigenous sheep, the development 
programme envisages cross breeding of local sheep with exotic fine 
wool varieties as well as upgrading with some of the important local 
breeds. To produce quality stud rams of important indigenous 
breeds of sheep and exotic breeds, the programme envisaged esta- 
blishment of 8 large sheep breeding farms with a flock strain of 

• 5,000 or more sheep, expansion and reorganization of 15 State sheep 

• breeding farms, establishment of 5 new sheep breeding farms and 50 
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sheep and wool extension centres besides the expansion of 80 centres 
established during the Third Plan. A large central sector sheep 
breeding farm is being set up at Hissar with Australian assistance. 
Australia has already supplied 1,030 corriedie sheep as part of the 
foundation stock, besides providing the services of experts and 
agricultural equipment for land development. Import of fine wool 
breeds of sheep and mutton types is envisaged to popularize impro- 
ved method of sheep shearing, wool grading and marketing on the 
basis of the quality. The programme is being taken up in 8 States 
with UNDP assistance. It is proposed to organize farms for 
Paskmina, Angora and dairy goods. 

Poultry Development ; With the growth of poultry as a commer- 
cial enterprise during the last decade, poultry farming has become 
lucrative. The Agricaltural Refinance Corporation has already 
provided finance for poultry projects. A favourable atmosphere has 
been created for the growth of ancillary industries such as organized 
poultry feed, poultry equipment and sales organizations for eggs and 
dressed birds. Propagation of slock with high feed conversion 
efficient is important for bringing down costs. It is proposed to 
take up a co-ordinated poultry breeding programme at three Central 
and ten State farms to evolve superior lines and to cross them in 
various combinations with a view to exploiting hybrid vigour. One 
hundred intensive egg and poultry production-cum-marketing centres 
will augment supplies. The Stale Governments have been asked to 
set up State level organizations in the co-operative and corporate 
sectors to take up marketing of eggs and poultry on modern and 
scientific lines. 

Piggery Development : Development of piggery is becoming 
increasingly important. Pig breeders are being supplied improved 
pigs and technical know-how in piggery development blocks. In 
some areas, supply of balanced feed for pigs bas also been taken up. 
'In order to improve the economic condition of those who have 
adopted pig rearing as a traditional occupation, it is proposed to 
supply them breeding stock at subsidized rates. The bacon factory at 
Haringhatta will be provided additional facifities. Work would be 
compieted in remainiDg tfirce bacon Actories and one park proces- 
sing plant. Four more plants are proposed to be set up in different 
States. To ensure regular supply of improved pigs, 10 piggery farms 
would be expanded and 25 new piggery development blocks would 
be set up. 

Feed and Fodder Development : Increase in the productivity of 
livestock bas been hampered by shortage of feed and fodder. Only 
about 4.5 per cent of the cultivated area is under fodder, Tfijs is 
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not capable of supporting more than a small fraction of the livestock 
population. Stress will be laid on developing feed and fodder 
resources under the ICD projects and key village blocks. In 1970-71, 
10,874 quintals of good quality seeds of fodder crops and 234 lakh 
roots/steps of perennial grass were distributed for cultivation purr 
poses. 51,659 fodder cultivation demonstrations were organized. For 
meeting emergent requirements, it is proposed to set up 5 fodder 
banks in suitable areas where the available grass production will be 
harvested and conserved. It is also proposed to popularize silage 
and hay making by organizing demonstration on cultivators’ holdings 
in the milk sheds of dairy projects. Seven regional forage demons- 
tration stations will be set up. Of these, three stations at Hissar, 
Kalyani and Ankleshwar have already started and one more station 
has been selected at Alamadhi (Tamil Nadu). Foundation seeds will 
be multiplied at 20 seed farms. 

Livestock Marketing : Marketing of livestock and livestock pro- 
ducts has not developed to the same extent as that of other agricultural 
commodities. Marketing activities have been confined to regulation of 
cattle markets and to some extent to the grading of livestock products. 
Improvement in the conditions of marketing is an immediate need 
and regulation of markets would be an important step in this context. 
It is proposed to establish a livestock marketing cell in the Directo- 
rate of 'Marketing and Inspection with the object of developing 
effective supervisory and advisory control over the grading schemes 
for livestock products. In addition to this, other schemes proposed 
are classification of raw hides, improvement in the collection, prepa- 
ration and grading of material used for manufacture of animal 
casings and arrangement for grading of wool at producers’ level. 

Animal Health : Maximum production can be ensured only when 
animals are healthy and protected against diseases and parasites. 
It is proposed to set up 200 new hospitals, 1,000 veterinary dispen- 
saries and 2,000 stockman centres and to provide 60 mobile dispen- 
saries.. The five hundred existing dispensaries will be converted into 
hospitals and 60 clinical and investigation laboratories established. 
In addition to the continuance of the rinderpest eradication cam- 
paign in the southern States and the follow up programme in others, 
the immunization programme against the disease will be intensified 
by establishing check-posts and creating an immune zone to a depth 
of about 20 kilometers at inter-state borders. It is proposed to 
augment the production of tissues culture vaccines against rinderpest 
and foot and mouth disease and cross-bred animals are more 
susceptible to these diseases than indigenous breeds. To prevent 
ingress of exotic diseases, an animal quarantine and certification 
service will be set up. 
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Research : The two Central research institutes namely, Indian 
Veterinary Research Institute (IVRl) Iiatnagar, Uttar Pradesh, and 
the Central Sheep and Wool Research Institute, Avikanagar, Rajas- 
than, were transferred under the administrative control of the Indian 
Council of Agricultural Research in 1967. The existing research faci- 
lities at both the institutes are proposed to be strengthened and a new 
plant. Animal Vims Research Inslitute, would be set up. AtIVRI, 
new divisions of epidemiology, veterinary public health, experimental 
medicine and surgery and livestock products technology are proposed 
to be set up. The work of these divisions will comprise investigations 
on the epidemiology of various important diseases and their control 
measures, study of safety, efficacy, viability and applicability of 
newly developed medicines under control conditions and systematic 
research to evolve belter techniques of collection, processing, 
packaging and marketing of meat, meat-meal, bones, bone meal and 
animal casing. 

Since consumption of animal products has been steadily rising, 
various types of microbial food poisoning are likely to present pro- 
blems. The two main aspects of research proposed concern the 
diseases communicable from animal to mao and vice versa and the 
problem of rendering animal products safe for human consumption. 
For the control of foot and mouth disease, a vaccine has already 
been developed. Further research on this disease will be intensified 
for developing a potent vaccine for pigs. Under a co-ordinated 
project, typing of foot and mouth disease viruses would be under- 
taken. A number of co-ordiaated multj-dlscipliDary research projects 
are proposed to be taken up for producing belter productive strains 
of different species of livestock through adoption of scientific methods 
of breeding, feeding, management and disease control. At the 
Central Sheep and Wool Research Institute and at its two regional 
stations near Kulu and Kodaikanal, research will be undertaken on 
sheep breeding, management, health and wool processing technology. 

Dairying and Milk Supply : Dairy development was given consi- 
derable emphasis from the beginning of the First Five Year Plan. The 
m^n problem related to supply of milk to large cities under hygienic 
conditions supported by schemes of procurement from rural areas. 
The progress during the First Plan was quite encouraging in the 
sense that the provision of Rs. 7.81 crores made in the Plan was 
more or less fully utilized. 

In the Second Plan, stress was laid on establishment of colonies 
of milch cattle in metropolitan dtics on the Aarey pattern. The 
policy in the Third Plan was to develop dairy projects with emphasis 
on milk production in rural areas linked with plants for marketing 



364 


THE GAZETTEER OF INDIA 


surplus milk in urban areas. It was envisaged that the supply and 
collection of milk would be undertaken by producers’ co-operatives 
in rural areas and the processing and distribution of milk and manu- 
facture of milk products would be organized through plants operated 
as far as possible on co-operative lines. During the period 1961 — 69, 
22 liquid milk plants and 4 milk product factories had been commis- 
sioned and brought in operation. 

On the eve of the Fourth Plan, the total number of dairy plants 
in operation was 91, comprising 47 liquid milk plants, 7 milk product 
factories and 37 pilot milk schemes. Of these, 53 plants are in the 
public sector, while the rest in the co-operative sector. Most of 
them are operating at a loss on account of various reasons. In some 
cases, there was undue time-lag between the initiation and the 
commissioning of the project due to unavoidable circumstances and 
this added to the capital cost. Many plants have taken a long time 
to develop the operation to their full installed capacity. While some 
efforts to introduce balancing plants have been made, the inherent 
problem of fluctuation in milk supply between the flush and the lean 
season continues. 

The programme has made further advance during 1970-71. The 
average output of milk of all the plants increased to 22.50 lakh litres 
a day as against 20.00 lakh litres in the preceding year, representing an 
increase of about 12.5 per cent. Seven liquid milk plants at Vishakha- 
patnam (Andhra Pradesh), Ranchi (Bihar), Kottayam (Kerala), 
Gwalior (Madhya Pradesh), Gulbarga (Karnataka), Mathura and 
Gorakhpur (Uttar Pradesh) were commissioned during the year. 
Besides, 9 small units started functioning at Burhanpur, Bilaspur, 
Khandwa, Katni, Raipur, Ratlam, Rewa, Sagar and Ujjain in 
Madhya Pradesh. Two large sized milk product factories were 
commissioned at Moradabad (Uttar Pradesh) and Jind (Haryana), the 
former with the assistance under the Third Line Danish Credit and 
the latter under the Yugoslav Credit. The total number of dairy plants 
in operation increased to 106 units, comprising 60 liquid milk plants, 

7 milk product factories, 3 creameries and 36 pilot milk schemes as 
against 96 units comprising 53 liquid milk plants, 5 milk product 
factories, 3 creameries and 35 pilot milk schemes. 

In the preceding year, in addition, 28 dairy projects, including 
development of pilot milk schemes into full-fledged units, were in 
various stages of implementation. ' 

Most of the large sized dairy plants, including the Anand-Mehsana 
dairy complex in the co-operative sector and the Hyderabad- 
Vijaywada dairy complex in the public sector have shown substantial 
improvement in the procurement of milk over the earlier years. The 
plants at Ahmadabad, Agra, Aligarh, Baroda, Calicut, Chandigarh, 
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Delhi, Hyderabad, Kanya Knmari, Mehsana, Trivandrum and 
Vijayawada exceeded their installed capacities in respect of output. 
The overall increase in the ptocurement of milk could be attributed 
primarily to the adoption of better procurement and pricing policies 
by the project authorities. 

In the field of milk products manufacture, there has been appre- 
ciable improvement. The country is now self-sufficient in these 
products, except milk powder which has to be imported to offset the 
seasonal shortfall in the milk production and to maintain the 
level of milk distribution to the consuming public in the major cities/ 
towns. The milk product plants at Anand, Mehsana, Amritsar, 
Jind, Moradabad, Rajkot and Vijayawada increased their output to 
the level of about 4S tonnes of milk powder {including infant milk 
food) per day as against 40 tonnes per day manufactured in the 
preceding year. Of the milk products, the quantity of table butter 
and ghee manufactured was around 35 tonnes per day as against 
30 tonnes in the previous year. There was good progress in the 
establishment of a composite milk plant at Barauni (Bihar) for which 
the equipment has been procured under the Swedish Credit Pro* 
gramme. Civil works of the project are in progress. At the Mlraj 
composite milk plant, the erection of works have been taken up for 
the completion of the second phase of the project aimed at manu- 
facturing milk products. 

In the field of dairy equipment manufacture, the country has 
become almost self-sufficient. All equipment, except certain items of 
higher capacity and a few specialized and sophisticated items, requir- 
ed for the establishment ofdairy plants, are now being manufactured 
in the country. This has enabled the country to save considerable 


foreign exchange. , ^ . 

Ohjectires and Outlays : As some of the existing dairy projwts 
are operating at a loss, one of the principal tasks in the Fourth an 
•Is to take coneclive measures. This will include changes m the mlk 
pricing policy and introduction of modern management practices. 
The desirability of changing the management of public sector 
from departmental to corporate form will have to be pursue • wi 
also be necessary to establish a direct link between the sma pro- 
ducers and the public sector milk plants through co-operative orga 
nizations. Dairy projects will need to be encouraged to ta^ up 
extension work under their own auspices. At present, a num 
dairy projects balance their operations by using impor e^ 
powder. A phased programme is intended to be dravm up o 
production in the milk-shed areas and gradually eliminate dependence 


on imported milk powder. 

The organized sector of the dairy industry 


will be extended to 
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smaller tovras witti emphasis on milk production in the rural areas. 
Measures will be taken to ensure that dairy projects are economically 
viable and, as far as possible, organized in the co-operative sector. 

The financing of dairy development will be based on three princi- 
pal sources, namely. Plan outlays, institutional finance and counter- 
part funds generated by the sale of commodity gifts under the World 
Food Programme. As far as institutional sources are concerned, the 
Agricultural Refinance Corporation has already entered the field 
and financed one dairy project. Further suitable schemes will have 
to be formulated for financing by the ARC. Briefly, it is expected 
that funds of the order of nearly Rs. 95.40 crores will be generated 
and will form part of the Plan outlays. On this basis, the total outlay 
under the Plan will be of the order of Rs. 138.97 crores. 

In the Fourth Plan, first priority will be the completion of the 33 
dairy schemes which spill over from the earlier period. In addition, 
organized dairy industry will be extended by taking up 24 new 
schemes in towns with a population of about 50,000. Furthermore, 
four milk product factories are proposed to be established. In addi- 
tion, 64 rural dairy centres will be organized in areas with a popula- 
tion of less than 50,000 with a view to providing chilling and market- 
ing facilities in isolated pockets of milk production. 

Project for Milk Marketing and Dairy Development : With the 
co-operation of the World Food Programme (WFP) the Ministry of 
Agriculture has formulated a project for stimulating milk marketing 
and dairy development in India, Under this project, the WFP will 
supply, free of cost, during the five-year period from 1970-71 to 
1974-75, 126 thousand tonnes of skimmed milk powder and 42 
thousand tonnes of butter oil, worth Rs, 41.90 crores at international 
prices. After recombination of the skimmed milk powder and butter 
oil into liquid milk at the public sector dairies at Bombay, Calcutta, 
Delhi and Madras, the milk will be sold and the sale proceeds estimat- 
ed at Rs. 95.40 crores will be used for increasing milk processing facili- 
ties of the public sector dairies from one million litres at present to 
2.75 million litres per day at the end of the five-year project period. 
The generated funds will also be used for increasing milk production 
and procurement in the ten neighbouring States and the Union Terri- 
tory of Delhi, This will be achieved by the provision of technical 
inputs which will include production of ready mixed concentrates 
and green fodder, artificial insemination, veterinary services and 
medicines, calf rearing assistance, development of improved milch ani- 
mals and organization of rural procurement of milk. The project 
will also provide for the resettlement of the city kept cattle and 
buffaloes in the adjacent rural areas. 
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For the implementation of this project. Government have set up 
an Indian Dairy Corporation with headquarters at Baroda. Upto the 
end of April 1971, the World Food Programme has supplied 9,299 
tonnes of skimmed milk powder and 3,100 tonnes of butter oil against 
10,500 tonnes of skimmed milk powder and 3,500 tonnes of butter oil 
expected from them during the period July 1970 to June 1971. Funds 
to the extent of Rs. 3.72 crores have been generated upto end of April 
1971 against the anticipated investment of Rs. 7‘81 crores during July 
1970 to June 1971 (the first year of the Project). In order to meet the 
requirements of the first phase expansion programme of the public 
sector milk plants, estimated to cost Rs. 1.91 crores, the Indian Dairy 
Corporation has placed or are placing indents amounting to Rs. 1 .8 
crores, on UNICEF for the import of dairy processing equipment and 
components. Deliveries are expected to begin in June-July 1971. The 
balance of the amount is being made available from free foreign 
resources. The requirements of plant and machinery for the second 
phase estimated to cost Rs. 25.26 crores have been discussed with the 
indigenous manufacturers and D.G.T.D. and items of the value of 
Rs. 13.96 crores will be imported. A stockpile of scarce Indigenous 
iron and steel material Is being collected to facilitate indigenous pro* 
duction of the remainlog dairy processing equipment of the value of 
Rs. 11.30 crores. State-wise and area-wise break.up of Rs. 95.40 
crores expected to be generated from the sale of WF? commodities, 
have been worked out and communicated by the Corporation to the 
respective State Governments. They have been asked to formulate 
concrete projects within these allocations. 

XVI. Fisheries 

With a coastline of about 4.8 thousand kilometers and a conti- 
nental shelf of more than 2.6 lakh square kilometers, India has a 
rich potential for a thriving fishing industry. There is hardly any 
month during which fishing activity has to be stopped altogether; fish 
of some type or the other is available during most parts of the year. 
India has also long stretches of inland watercounes in which fresh 
water fish breed. 

With these vast acquatic resources, actual production of fish in the 
country is rather meagre. Although the industry provides employ- 
ment for over a million persons, the total production of fish in the 
country from marine and inland fisheries was only 1,075 and 671 
thousand tonnes respectively during 1970. India ranks tenth among 
the world’s fish producing countries. 

One of the major reasons for the tardy development of the fishery 
industry in India till recently was the lack of adequate market 
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demand. Nearly one-third of the total population does not habi- 
tually eat fish; fish eating is a religious taboo to them. The other two- 
thirds of the total population eats less fish, mainly due to low income. 
Per capita fish consumption amounted to only 3.5 kg. per year for 
the fish eating population. For the entire population, it averaged to 
2.3 kg. per year. Even this small figure of Indian consumption is 
very unevenly distributed in the country. West Bengal, the leading 
consumer, takes 2.9 kg. per head while Punjab consumes only 
0.4 kg. and Bihar less than 1 kg. 

In most of the advanced countries, the level of fish consumption 
per capita per year is much higher. In U.K. it is 18 kg., in Denmark 
10.5 kg., in Germany and France about 8 kg., in U.S.A. 7 kg. and in 
Italy and Switzerland 5 kg. and 3 kg. respectively. Even a small 
country like Sri Lanka —our southern neighbour— consumes as much 
as 16.4 kg. of fish per capita. Thus, increase in demand upto even a 
modest level of consumption would require a substantial increase in 
fish production. 

It is estimated that of the animal food consumed by man, fish 
forms about 3 per cent of the total in the world though the percentage 
in some areas like Ireland, Newfoundland, parts of Norway, and 
Japan is comparatively much higher. 

Poor techniques of production and negligence by the State for a 
long time accounted for low production. The continental shelf 
extend over 100 fathoms on the 4,300 kilometres of cast giving 2.9 
lakhs square km. However, because of elementary and crude imple- 
ments and small and primitive boats of canoe types used for fishing, 
only a small portion of the large continental shelf has, as yet, been 
exploited. Of the innumerable esturine sources, perennial rivers, 
irrigation works and confined waters of tanks, ponds, etc., very few 
are used for pisciculture due to customs of the people and a low 
social status, of the fishing occupation. Mostly, illiterate people 
equipped with traditional skill are engaged in fishing. Besides, 
there are only a few good harbours. Also there is hardly any facility 
for refrigeration, and curing yards have been established only recently. 
This makes transportation difficult and marketing expensive. 

Fishing is under the administrative jurisdiction of the State 
Governments. Till 1958, the Fishing Department was part of the 
■Revenue Department and as such it paid scant attention to the 
development of fishing. The State Government was not willing to 
spend and invest in development of fishing out of its other revenues. 
Deep sea fishing has been recently taken up with the mechanization of 
some of the boats. 

Production of Fish : Our land and sea resources yield, at present, 
only a fraction of what they could if exploited on modern lines. 
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Although as many as 1,500 kinds offish are known to exist in India, 
only a few types are caught in appreciable quantities, and so far 
we have not been able to tap more than 5 to 6 per cent of our entire 
fisbable marine area. In the past, nearly one-third of the total catch 
was wasted due to the shortage of ice, accessary for preserving fish. 
From the year 1950, statistics on the catch of marine fisheries have 
been developed by the Central Marine Fisheries Research Station, 
Mandapam. It has now a network of selected observation centres 
spread on the East and West Coast of India which form the main 
sources of marine fish supply. 

Important sea fishing areas are confined to the coastal waters 
extending from 8 to 16 kilometres from the shore of Gujarat, Kanara, 
Malabar Coast, Tamil Nadu. Coromandal Coast, and the Gulf of 
Mannar. Of all these, Tamil Hadu with the best organized fisheries 
department bolds a highly creditable record. Its 2,800 kilometres 
coastline is surrounded by over 1 lakh square kilometres of shallow 
sea water. The Tamil Nadu Govemmeot was the first to take interest 
in the industry about three decades back. A wide range of activities 
connected with this industry from the manufacture of ‘Fish Guano' 
manure to pearl buttons and bangles are seen in the State. 

Of the total production of marine fish, as much as 35 per cent is 
produced in Kerala alone and adding three other important South 
Indian States— Andhra Rradesb, Tamil Nadu and Karnataka, nearly 
two-third of total production comes from this region. Another 30 per 
cent is produced in the western region of Gujarat, Maharashtra, 
Goa and Laccadive Islands. The only other State which is of some 
significance in the east is West Bengal which during 1970 produced 
over 3l million tonnes of marine fish. As regards inland fish, here 
again the southern States of Andhra Pradesh, Tamil Nadu, Karnataka 
and Kerala put together account for nearly one-baJf of the total 
production. The share of Maharashtra and Gujarat in the west is 
quite negligible but the eastern State of West Bengal and Uttar 
Pradesh in the north contribute substantially to this total production. 

’ The bulk of marine fish produrtion comes from the inshore areas 
‘in which non-powered as well as small powered craft operate. The 
strategy of development has been to intensify the fishing effort w 
powered craft in this sector while developing the infra-sfnmture for 
fishing in off-shore and deep sea areas. About 730 mechanized boats 
were programmed for introduction in the various maritime States 
during the year 1970-71 to add to the fleet of 8,2S0 powered boats 
already in operation. Integrated projects covering boat buildmg, 
‘fisWng and marketing have been formulated in several manome 
States. To assist the development of rnachanized fishing, harbour 
facilities arc being provided al several poinu round the coast. For 
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the development of deep sea fishing efforts have been intensified on 
location and charting of fishing grounds, provision of larger harbours 
and training of personnel. Measures have also been taken to ensure 
availability of deep sea fishing vessels through indigenous construc- 
tion as well as by limited imports. In addition to larger harbours 
designed to handle deep sea fishing as well as mechanized boats, 
harbour facilities estimated to cost nearly Rs. 46 lakhs are being 
provided at 40 sites spread over several States, 

Fishing Harbours : The work of construction of deep sea fishing 
harbour at Sasoon Docks, Bombay, estimated to cost Rs. 4.74 crores 
commenced during the year 1970. Work is now continuing on the 
construction of deep sea fishing harbours at Tuticorin in Tamil Nadu, 
Vishinjam in Kerala and Karwar in Karnataka, which are estimated 
to cost Rs. 208 lakhs, Rs. 173 lakhs and 24.86 lakhs respectively. A 
fishing harbour at Port Blair, at an estimated cost of Rs 50 lakhs, 
which will handle deep sea fishing vessels and mechanized boats, 
has been sanctioned during the year. The construction of a harbour 
costing about Rs. 151 lakhs which v/ill provide facilities for 15 large 
deep sea fishing vessels at Roychowk on the Hooghly has also been 
approved. A project report for a large deep sea fishing harbour at 
Cochin has been prepared and plans and estimates are under prepa- 
ration for fishing harbours at other major ports. The UNDP 
Fishing harbour pre-investment survey project is continuing investi- 
gations of suitable harbour sites and preparation of designs and 
.estimates. The project has conducted reconnaissance surveys of 16 
sites in Andhra Pradesh, 6 sites in Karnataka, 5 sites in Maharashtra, 
.5 sites in Kerala and 7 sites in Orissa. The project completed econo- 
.mic studies and detailed engineering surveys and soil mechanics 
investigations at Malpe, Honavar, Ratnagiri, Kakinada, Nizampatnam 
. and Narsapur. Plans and estimates were drawn up by the project 
-for the first three harbours. 

Fishing Vessels : Orders were placed by the Government of 
India and State Governments between August 1968 and February 
. 1969 with the Indian Ship Building Yards for construction of 40 
deep sea fishing vessels of 17.5 meters overall length. In order to 
, encourage the use of indigenously constructed vessels, a scheme has 
-been introduced under which indigenously constructed steel deep sea 
fishing vessels will be subsidized upto a limit of 27.5 per cent of the 
c.i.f. cost of an equivalent imported vessel. During the year, a few 
-orders were placed by the fishing industry on foreign yards for the 
.deep sea fishing vessels under a scheme of limited import. The 
fisheries industry will receive a big boost when India’s first fibreglass 
reinforced plastic boat fabricating factory is commissioned in 
iMangalore. 
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. IndO'Norwegian Project : According the Indo-Norwegian Project 
entered between the Governments of Norway and India, the Norwe- 
gian team provides expert assistance in various fields of fishery tech- 
nology, engineering, navigation and fish processing and counterpart 
technical personnel were trained under their guidance. The activities 
under the project include deep sea exploratory fishing, demonstration 
of modern technology with special reference to processing and market- 
ing and training of personnel. Encouraged by the results of the deep sea 
trawling operations carried out on the South-West Coast, exploratory 
trawling for deep sea prawn and lobster was extended to the East 
Coast. The surveys indicated occurrence of the same species of deep 
sea lobster already located on the West Coast, in appreciable quan- 
tities at several places in the Gulf of Mannar along the 125 fathom 
belt. Several species of deep sea shrimps were also located along 
the 150 to 200 fathom zone. Thus, a fishery for deep sea lobster 
and shrimp has become available for commercial exploitation along 
the South-West as well as the South-East Coast. Purse-seining 
operations were initiated during the year in the Laccadive Sea and it 
is proposed to carry out further operations with the help of a new 
vessel to be acquired shortly with Norwegian aid. Sanction has been 
issued for staff and equipment for two modem fish stalls at 
Coimbatore and Bangalore under a scheme designed to demonstrate 
and promote internal marketing of marine fish under hygeinic condi- 
tions. 

Preservation and Transport: For proper preservation and quick 
.transport of fish from landing areas to interior markets, one ice plant, 
‘two Cold storages, one freezing plant and one frozen storage were 
commissioned under State programmes. In addition, work was in 
progress under these programmes for erection of 28 ice plants, 24 
cold storages, 7 freezing plants and 8 frozen storages. Besides this 
.S.refrigerated rail vans for transport of fish are under construction. ^ 
i Types of Fish : For a vast country like India, physical and biologi- 
cal conditions under which fisheries exist are varied. This gives a 
■large variety offish. They have local popular names. Matching of 
these names with their English equivalents is not possible in all cases. 
The first comprehensive and systematic classification of fishes on M 
iall-India scale was made in 1876—1889. Subsequently, soi^ o t e 
.State Departments attempted to rename some varieties. However, 
•Day’s classification is still common and is wdely accepted. 

; , TTiere are 14 major groups of commercial fishes with several t^es 
.included in each of them. These groups are (i) Elasmobranchs which 
(included sharks, saw fish, skates and rays (ii) Eds (both marine and 



372 


THE GAZETTEER OF INDIA 


fresh water), (iii) Cat-fishes (marine and fresh water), (iv) Bombay- 
duck, (v) Feather backs, (vi) Mackerels and the Perches, (vii) Silver 
Bellies (viii) Pomfrets, (ix) Elat fish, (x) Mullets, (xi) Indian Salmon, 
(xii) Jew fishes, (xiii) Live fishes other than Cat-fishes, and (xiv) Carps. 
Of these. Carps and Live-fishes other than Cat-fishes are found in 
rivers, tanks, etc. all over India. Indian Salmons (Limn especially) are 
found in Saurashtra, Mullets only in large rivers, Pompfrets in gulf of 
Cambay, and in certain areas of Coromondal Coast, Feather-backs in 
fresh and brackish water, and Bombay-duck off Bombay coast. Sharks, 
Herrings and Skates are found mostly in the Bay of Bengal, and 
Marine Eels again on Bombay coast. Mackerels are mostly available 
in Madras and Kerala coastal areas and Silver-bellies on South-West 
coast of India. Prawns are found over wider areas of Kerala, 
Kutch, Bombay and Bengal, but lobsters in the same group (of 
Carps) are found in West Bengal areas. 

In the various types of marine fish, quantitatively, the major share 
was contributed by (i) Mackerels and Perches, (ii) Crustaceans, 
(iii) Herrings and Anchovies, (iv) Bombay-duck, and (v) Jew fish. 
During 1950 — 59, the production of Bombay duck increased 
several fold and that of prawns, shrimps and other crustacean 
and Cat-fish nearly doubled after the Second Plan. Production 
of the more popular but quantitatively less important varieties like 
Pomfrets has registered substantial increases. The data regarding 
the output of various types of fresh water fishes are not available. 

Disposition of Catch : Data on the disposition of nominal catch 
in India are available over the years. This gives some idea of the 
•quantities marketed fresh, cured, canned, used for miscellaneous 
purposes and offals for reduction, etc. Of the total production of 
1^746 thousand tonnes during 1970 as such as 1,170.5 thousand 
tonnes was marketed fresh. Of the balance, total quantity cured 
was 354.3 thousand tonnes. Curing is done sun-dried or salted. 
During the year 1970, the quantity of sun-dried fish was 202.2 
thousand tonnes and salted was 152.1 thousand tonnes. Besides the 
.-'small quantities canned put for miscellaneous use, 95.8 thousand 
tonnes were used for reduction and 80.2 thousand tonnes for 
freezing. 

Utilization of fish for food and other purposes varies from year 
to year. Popular prejudices against certain types of fish depend on 
appearance. Since shoaling conditions would vary every year, 
quality of produce also varies. In maritime States, fresh water 
fishes are consumed almost fresh but small quantities of 
marine fish are sun-dried. Fresh water fishes are sun-dried on a 
.commercial scale in Assam and West Bengal. In coastal areas, sun- 
dried fish is consumed only during monsoon. Of fresh fish, sharks 
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are in good demand in Tamil Nadu and southern States, bat poor 
demand in Bombay city. 

On the whole, Pomfrets, seer fish. Mullets and Indian Salmons 
are in good demand because of their clean appearance, firm flesh, 
small bones and good taste. A peculiarity about Indian demand is 
that those used to fresh water fish do not cat sea fish and vice versa. 
In India, fish is eaten as fish curry with nec and chappatis or is fried 
in fat (ghee or oil) along with other vegetables. Sardines, mackerels, 
seer fishes, cel fishes, Pomfrets, sharks, prawns, etc., are salted. 
Mackerels and seer fish are pickled. 

Imports and Exports : Imports of fish have fallen in recent years 
to a negligible figure of 29 tonnes during 1969-70. They were 
actually only 4 tonnes during 1966-67 as against 31.5 thousand 
tonnes during 1962-63. Small quantities being imported now consist 
offish products and fish preparations in containers. Even earlier, 
imports of this type were not very large. Tfae major type of fish 
imported earlier was fresh, chilled or frozen type as well as salted, 
dried or smoked. 

Fish and fish products are making a significant contribution to 
our foreign exchange earnings. But even now India’s share of the 
world trade in marine products is barely 2 per cent. In view of the 
growing world demand on the one hand and the large potential 
available in India for augmenting supplies on the other, the scope for 
increased exports of fishery products from India appears to be 
immense. In the last few years, there has been a steady increase in 
the export earnings from fish and fish products. India exported 
15.5 thousand tonnes of fish and fish products valued at Rs. 3.91 
crores in 1961-62. The exports went up to 29.5 thousand tonnes 
with a foreign exchange earning of Rs. 30.83 crores in 1969-70, the 
highest record so far (Table XXXVIII). 

Ninety per cent of the country’s exports consist of fresh, chilled, 
frozen and canned fish and the priodpal export varieties are prawn, 
shrimp, frog legs and lobsters. In 1968-69, export of prawn and 
shrimp fetched Rs. 19.70 crores out of the total foreign exchange 
earnings of Rs. 22.17 crores from fish and fish products. The U.S.A. 
and Japan have emerged as the bluest importers of Indian prawn 
and shrimp over the last few years. France and Belgium are the two 
other potential markets. There is an increasing demand for shrimp 
in the U.S.A., Japan and Europe and India can hope to benefit by it 
only if she is able to meet the product requirements. 

The demand for prawn in Japan is to be increasing at a rate of 17 
to 18 per cent per annum and Japan is, therefore, keen on developing 
new sources of supply. India is a very promising source of supply as 
she is close to Japan after Th^and. The Japanese market for 
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prawn is more sophisticated than that of the U.S.A. and only large 
sized prawns are imported by that country. Six new companies are 
now setting up prawn processing plants at Visakhapatnam. This is 
expected to give a big boost to their exports to Japan so as to reach 
the Fourth Plan target of Rs. 40 crores worth of fishery exports. 

In recent years, India has emerged as one of the leading suppliers 
of frozen frog legs and lobster tails in the world market. In 1961-62, 
there was hardly any export of these items. In 1968-69, India 
exported frozen frog legs valued at Rs. 57 lakhs and lobster tails 
valued at Rs. 84 lakhs. The exports are made mainly to the U.S.A., 
France, Belgium, Netherlands and West Germany. There is a keen 
demand and the export of this item can be increased substantially if 
the supplies to the processing factories are stepped up. Frogs are 
available in swampy and low lying areas in Kerala, Tamil Nadu, 
Karnataka, Maharashtra and Andhra Pradesh. They are caught at 
night with the aid of bright petromax lanterns and delivered in the 
morning to the processing factories where they are butchered and 
quickly frozen for export. Only the pair of hind legs of the frogs are 
used for freezing and are graded according to the size and colour. 

Lobster is another highly favoured item of sea food in foreign 
countries, particularly in the U.S.A. which is the biggest market. 
The increased demand from abroad for Indian lobsters has given a 
fillip to this hitherto less exploited fishery. Each kilogram of lobsters 
fetches Rs. 9 to Rs. 1 1 in India and when marketed overseas as 
frozen tail, gets Rs. 31 to Rs. 33. While the industry started 
with a modest export earning of Rs. 2 lakhs or so in 1962, the 
export earnings went up to Rs. 12 lakhs in 1965-66 to Rs. 22 lakhs 
in 1966-67 and Rs, 36 lakhs in 1967-68. The foreign exchange earn- 
ings from this source shot up to Rs. 84 lakhs in 1968-69. 

Progress under the Plans : Under the Five-Year Plans important 
programmes relating to exploitation of new fishing grounds, mecha- 
nization of fishing boats, improvement of craft and gear, training of 
fisheries officers and fisheries operators, improvement in landing 
and berthing facilities, refrigerated transport and fishing requi- 
sites, and organizing of processing and canning were undertaken. 
Investigations were also made at the Central Fisheries Techno- 
logical Research Institute at Cochin with a view to improving 
designs of fishing crafts and fishing gear. In addition to the sea 
fishing station at Bombay, five similar stations were established for 
operating modem fishing grounds, determining fishing seasons and 
training of personnel. Two of these stations have, however, been 
closed temporarily. Two training institutions, one for officers and the 
other for co-operatives, were set up at Bombay and Ernakulum 
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respectively. A number of boat^building yards have been established 
under the coastal States. 

About three thousand boats were mechanized during the first three 
Five-Year Plans and ten fishing haiboars were talcen up for develop- 
ment, The development of fishing harbours at minor ports was also 
tal:en up as Centrally sponsored scheme under the special progrmme 
during the last years of the Third Plan. Nine refrigerated rail vans 
were introduced on an experimental basis for the transport of fresh 
fish from producing centres along the coast to places like Calcutta and 
Delhi. The possibilities of manufacturing refrigerated and insulated 
trucks for the transport of frozen and fresh fish within the country 
are being explored. Proposals for manufacturing of marine diesel 
engines within the country with foreign collaboration are also under 
consideration. Efforts are being made to import the minimum 
number of built-in trucks initially, but later on only refrigeration 
units will be imported and the State Governments will be asked to 
build the boats and fit on to Indian chasis. 

For the development of inland fishing, considerable progress has 
been made by raising fish seed production by artificial means and 
locating additional centres through natural resources. Attention is 
also being given to the development of reservoir for fishing, stocking, 
and culture of fish. As a result of these measures, the total produc- 
tion of fish (inland and marine) is estimated to have been increased 
to about 17.46 lakh tonnes by (he end of 1970 as compared to 9,52 
lakh tonnes in 1951. The total fish potential of India as against 
this has been estimated over 10 million tonnes both marine and 
inland. 

Fish being an important export item, efforts are also being made 
to increase the production of those species which have a big foreign 
demand. The Ministry of Foreign Trade has fixed an export target 
of Rs, 48 crorcs for the Fourth Five Year Plan against Rs. 18 crores 
during 1967-68. To achieve the production targets under the Plan, 
an Outlay of Rs. 83.57 crores has been fixed. 

With regard to marine fisheries, it is important to note that 
nearly three-fourth of the country’s total catch comes from the West 
Coast which abounds in prawns, sardines, Bombay-duck, Mackerel, 
etc. It has been estimated that the annual catch amounts to about 
800 kg. per fisherman and 8,000 kg- per boat engaged in the 
industry. Efforts are now being directed towards organizing supp- 
lies of fisheries requisites through fishermen’s co-operative socitics 
and the introduction of maebaaaed vessels on a large scale. 

The Central Institute of Fisheries Education, Bombay, established 
in 1961 with the object of traimDgfishtvyoffi«^s at the district level, 
had so far trained 183 candidates. The institute is now regarded as 
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the highest educational institute in fisheries in the country and meets 
to some extent the needs for wmilat training from neighbouring 
countries. The inland fisheries training course at Barrackpore and 
inland fishery co-operative training courses at the Regional Training 
Centres at Agra and Hyderabad provide training to fishery ofiicers at 
intermediate and operative levels respectively. Thirty-nine candida- 
tes at the Barrackpore unit and seventy-seven candidates at the 
Regional Training Centres at Agra and Hyderabad were admitted 
for the courses commencing in 1970. 

The Central Institute of Fisheries Operatives at Cochin and 
Madras provide the training programmes for fishing second-hands, 
engine drivers, boat-building foremen, shore mechanics and radio- 
telephone operators. 


XVn. Forest Resonrees 


Forests are an important resource of a country. They help to 
maintain hydraulic ^cle through their moderating influence on cli- 
mate and by attracting rain clouds. They prevent soil erosion by 
controlling the fury of floods and breaking wind speeds. They help 
to bind the soil by their foliage. They can bs used as a belt to 
prevent the march of deserts. 

In India, the two evils of unplanned land use and soil erosion 
have caused great damage. Of this, the most devastating effects are 
seen on the friable soils of Hoshiarpur and Kangra Siwaliks, in 
Punjab. It is said that when Emperor Jahangir built the castle of 
Nurpur for Nur Jahan, in the 17ib ceniuiy, the forest was so thick 
that a bird could hardly spread its wings. Today, it is a denuded 
hilly area with nothing more than tufts of grass and thorny bushes. 
This destruction took place in less than 300 years. 


Dense forests, which covered the outer Himalayas, have also been 
reduced to negligible proportions. The same has happened in the 
Etawah and Agra regions of Uttar Pradesh, Chhota Kagpur, plateau 
in Bihar and the Nilgiris in the south. There is evidence to the 
effect that the area around Mathura (Uttar Pradesh) was having 
regular forests during the Mahabharata age. The destruction of 
these forests later has enabled the Rajasihan desert to encroach upon 
South-West Uttar Pradesh, creating a serious problem. 

India is still rich in forest wealth. Forest products are vaned. 
Firewood obtained from the forests is the main fuel used m the 
countiy because gas and electricity are of little ^ 

domestic fuel. The farmer uses wood for the 
agricultural implements and to makiag houses. His ca g 
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the forest. Cattle deriving their subsistence by grazing in the forests 
number as much as 30 to 35 millions. 

Forests supply timber for buildings and wood for furniture. 
Wood is also used for railway slippers and for the manufacture 
of railway coaches, bus and truck bodies and many other articles of 
every-day use. 

A large number of industries depend upon the products of 
forests. Bamboo, lac, gum, rosin, tanning materials, medicinal 
herbs and kattha (catechu) are forest products. Match industry, 
paper pulp including viscose pulp, plywood, sandal wood oil indus- 
try, turpentine oil industrj', etc., depend solely upon the raw materials 
obtained from forests. All this provides employment for a large 
number of people in a variety of jobs, e.g., wood cutting, sawing, 
carting and as carriers, craftsmen, carpenters, etc., working in and 
near the forests in addition to people engaged in industries utilizing 
raw products of the forests. 

In so far as employment is concerned, forestry activities are, by 
and lage, labour intensive. What is more, these activities are 
practised in such areas where opportunities of employment from 
other industries are very few. 

In India, because of the low per capita income level, the demand 
for forest products has remained restricted. In contrast, the 
demand for field crops has been persistently high and has tended to 
increase rapidly with the growth in population. Field crops, thus 
compete with forest products for land use. Land under crops 
expanded rather rapidly during the last three or four decades, 
resulting in the depletion of forest areas. The relatively low demand 
for forest products for a long time led to the neglect of forests both 
by the State and private owners. In some regions, depletion of 
forest areas and the neglect of forests have disturbed nature’s 
hydraulic cycle, leading to the spread of desert or semi-desert 
conditions. During the last one and half decade, demand for forest 
products has been increasing with the expansion of the rayon, paper 
and match industries. With the expansion of irrigation, afibres- 
tation of catchment areas has become a necessity. Marching 
deserts from the west have also emphasized the need for expansion 
of forest areas. Government is now seriously engaged, in expanding 
forests and developing forest resources. Sizeable financial alloca- 
tions have been made in the developmental plans for this purpose. 

Forest Area : In India, nearly 50 per cent of the total land 
area forms the watersheds of 187 river valley projects expected to be 
completed by 1973-74. Forests in these watersheds will be an. impor- 
tant -factor in prolonging .the usefulness of the projects. Moreover, 
forests are the main basis of the country’s industrial development, ■ 
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With varioQs uses of forests, it is difScutt to establish a set 
criterion to determine the minimum area necessary under forest in 
each of the State. For maintaining the hydraulic cycle, it has been 
suggested that there should be a minimum of 20 per cent of the area 
under forests. The highly uneven distribution of forest area in differ- 
ent regions leads to extreme \'ariattons in climate and rainfall. The 
total area under broad-leaved forests taken together was 7,07,000 sq. 
kilometres during 1964-65. The total area under forest in India 
during 1964-65 was 753,000 sq. kilometres constituting roughly 23.0 
per cent of total geographical area in the country. The distribution of 
the forest area as between different States has been rather uneven. 
While Madhya Pradesh accounts for as much as 172 thousand sq. 
kilometres (22.8 per cent), Orissa 68,200 sq. kilometres, (9.1 percent), 
Maharashtra 67,100 sq. kilometres (8.9 per cent), Andhra Pradesh 
64,500 sq. kilometres (8.6 per cent), a State like Punjab had only 
17,900 sq. kilometres (1.4 pet cent) of the area under forests 
(Appendix). About 62 per cent of the forest area in the country is 
concentrated in seven States— Assam, Madhya Pradesh, Uttar 
Pradesh, Bihar, Andhra Pradesh, Maharashtra and Gujarat. 


Area under forests as a percentage of the total land was low in 
Punjab, Rajasthan, Uttar Pradesh, West Bengal, and Jammu and 
Kashmir. In States, such as Bihar, Karnataka, Assam, Andhra 
Pradesh, Kerala, Madhya Pradesh and Orissa, the proportion of forest 
area to total land was near or above tbe minimum as indicated 
above. In Himachal Pradesh, Madbya Pradesh, Orissa, Tripura and 

Andman and Nicobar Islands, forests formed over 35 per cent o t e 

total land area, the proportion being more than 60 per * * 

last two regions. Total forest area in each of the State has eo 
classified according to : 


1. TSP= of forests-mcichatitable and unptoatablc or inaccessi- 
ble. 

2. Legal status*-rcserved, protected and unclassed. 

3. Composition— coniferous, sal. teak and miscellaneous. 

4. Ownership — Forest Department, civil authorities, corpo 
bodies and private individuals. 


Of the total forest area, as much as 590,000 forests 

per cent) is merchantable. Unprofitable , Madhya 

are mainly located in Maharashtra (28,800 , n'4 900 sq. 

Pradesh (Z7.S thousand sq. kilometres). 
kilometres). Punjab (10,900 sq. Idlometrcs) and Jam 
(11,900 sq. kilometres). 
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Most of the forests in India are broad-leaved or non-coniferous in 
composition. On the hilly part of the country generally coniferous 
forests grow. 

Forest Management : Most of the forest areas are State-mana- 
ged. In the year 1949-50, the State managed about 77.2 per cent of 
the total forest area, the remaining 22.8 per cent being owned or 
managed by corporate bodies or individual owners, the former 
accounting for 0.3 per cent and the latter for 22.5 per cent of the 
total forest areas. In 1957-58, the State’s share increased to 96.9 
per cent subsequent to abolition of intermediate tenures of land and 
the shares of corporate bodies and individuals declined to 0.1 and 3 
per cent respectively. With the nationalization of private forests in 
Kerala in March 1971, more than 3,000 sq. kilometres of area has 
come under State control. Kerala forests, which occupy some 27 
per cent of the geographical area, are the greatest assets of the State. 

Most of the State-owned forests are managed by the Chief Conser- 
vator of forests who is responsible for the administration and mana- 
gement of forests. He is assisted by a cadre of trained forest 
officers. They prepare working plans and conduct silviculture 
experiments. State Forest Departments seek the advice of the 
Inspector of Forests, who is attached to the Ministry of Agriculture, 
Government of India. 

Small patches of woodlands scattered over villages and located 
within village boundaries are managed by Revenue Administra- 
tion. There is no systematic management or exploitation of these 
village woodlands. They produce fuel wood and grow bahul trees 
covered by small shrubs. 

The forest areas managed by Chief Forest Conservator are pro- 
perly preserved. For this piu'pose, forests are classified as reserved 
or protected and the rest are non-classified. Reserved and protected 
forests are reserved permanently as forests either for production of 
timber and other forests produce or for other protective purposes, 
such as prevention of soil erosion, flood, halting deserts, etc. Un- 
classed forests are not exploitable. These include forest areas which 
either cannot be worked due to unfavourable physical conditions or 
have been permanently destroyed but have riot yet been put to any 
other use. The area, under reserved and protective forests has 
continuously increased since 1 949-50, consequent upon the acquisi- 
tion of private forests by the State after abolition of the intermediary 
land tenures. The Government extended their conservation policy to 
these areas. Of the total forest area of 763 thousand sq. kilometres, 
during 1964-65, reserved area was 327.2 thousand sq. kilometres 
(43.5 per cent) and another 226.0 thousand sq. kilometres (29,9 
per cent) as protected. 
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Felling of old and ripe or useless trees at regular intervals, refores- 
tation of these areas and afforestation of under-stocked or badly 
stocked areas or of new areas brought under forests are the main 
constituents of efficient forest management. 

Forest Products : Forests in India contribute hardly 0.6 to 0.8 per 
cent towards the national income. The per capita forest area is 1.8 
and 3.5 hectares in the U.S.A. and U S.S.R. respectively, as against 
0.2 hectare in India. The per capita consumption of round-wood 
in fiidia works out to hardly 0042 cubic metre, compared with 1.64 
cubic metres in the U.S.A. The consumption of pulp products is 
hardly 0.7 kg. as against over the 34 tg. in U.K. 

Tablb xxxix 

Annna] valne of Imports and Exports ol all Commodities 
vlf-VM Forest Prodncts (1961-62 to 1969-70) 

(Rs. in million) 


Imports Exports 


Year | 

All Con* 
modities 

Forest 

Products 

1 Column , 
|3 a$%of 
column 1 
' No. 2 

All Com- 
modities 

Forest 

Products 

Column 

6 as% of 
Column 
t^o.5 

1 

2 

3 

4 

5 

6 

7 

1961-62 

10,901 

270 

2.5 

6,552 

154 

2.4 

1962-63 

11,315 

276 

2.4 

6,781 

161 

2.4 

1963-64 

12,229 

244 

2.0 

7,893 

167 

2.1 

1964-65 

13,490 

252 

1.9 

8,132 

163 

2.0 

1965-66 

13,940 

237 

1.7 

8,056 

154 

1.9 

1966-67 

20,784 

339 

1.6 

11,529 

186 

1.6 

1967-68 

19,743 

323 

1.6 

11,928 

200 

1.7 

1968-69 

18,616 

327 

1.7 

13,563 

258 

1.9 

1969-70 

15,675 

390 

2.5 

14,086 

2T$ 

2.0 


The Indian Timber Trend Study based on the 1953-55 situarion 
concluded that, ‘The per capita requirement of round-wood is 
expected to go up by 18 per cent from 1953-55 to 1975. but mean- 
while the supply tends to dwindle down by 23 per cent . This is a 
big challenge which the Indian forests have to accept. As our 
supplies of wood fall short of demand, on a rough estimate, 250 
million tonnes cowdung is burnt annually as fuel. This n colossal 
waste and has got to be stopped. THere is a heavy demand for 
special qualities and types of Indian wood m the world. In the 
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interest of economic development and foreign exchange earnings 
there is urgent need to increase timber production. 

Table XL 

Output of Forest Products 
1961-62 to 1966-67 


Q : Thousand cubic metres 
V : Thousand rupees 



1961-62 

1962-63 

1963-64 

1964-65 

1966-67 

Timber Q 

4,287 

5,955 

6,543 

5,926 

8,369 

V* 

307,478 

251,587 

441,179 

445,163 

951,931 

Round-wood Q 

1,088 

1,549 

596 

513 


V 

96,021 

107,341 

47,980 

32,965 


Pump and Q 

216 

104 

14 

12 


Matchwood V 

616 

1,466 

570 

2,160 


Firewood Q** 

10,479 

12,880 

12,259 

12,574 

12,728 

V 

84,370 

72,822 

99,311 

101,278 

127,959 

Charcoal-wood Q 

386 

277 

227 

186 


V 

5,691 

4,058 

5,462 

4,064 


Bamboo 






& Canes V 

24,562 

26,304 

20,951 

20,544 

27,313 

Gums V 

2,343 

1,604 

1,594 

1,761 

32,275 

Resin V 

18,577 

21,671 

25,432 

29,578 


Sandal-wood V 

11,119 

9,954 

9,984 

9,984 

— 


‘Includes timber, round-wood and pump and matchwood. 

“Includes firewood and charcoal wood, for the year 1966-67. 

Imports and Exports : Exports and imports of forest products 
are quite negligible in the total foreign trade of the coimtry. India 
imports mainly the major forest products like wood-lumber and cork, 
paper and paper waste, wood and cork manufacture, paper, paper- 
board and their manufacture. The main source of supply of teak 
wood is Burma while other types of wood are imported from U.S.A., 
Canada, U.K., Sweden and Finland. Paper and pulp products are 
imported mainly from Sweden, Norway, Australia and U.K. From 
among the major forest products, a large quantity of wood is also 
being exported which is primarily of the hard type such as sandal- 
VrOod and some derived products. Among derived products, paper 
and p^aper making materials are the important items. 

^ hereas imports consist predominantly of major products, 
exports^ are dominated by minor products. Exports of both major 
and minor products have gone up appreciably during the last few 
^ars and an aggressive export policy is being followed by the 
.vemment while every possible effort .is also being made to. cut on. 
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imports. The object is that the present deficit in exports over 
imports should end as early as possible. 

Forest Laboor and Employment : Forests in India do not provide 
extensive employment. What is, however, important is that these 
activities are practised in such areas where opportunities of employ- 
ment from other industries arc very few. In 1949-50, on an 
average, 204.5 thousand persons per day were employed on a whole 
time basis, and 365 thousand per day on part time basis. Of the 
204‘5 thousand whole time employees 19.4 thousand were engaged 
m forest management, 129.4 thousand in forest extraction and 55.7 
thousand in forest industries. About 75 per cent of the part time 
workers were employed in forest extraciioo. The number of these 
workers no doubt declined in subsequent years. It is, however, 
estimated that during 1970-71, forestry activities provided employ- 
ment to about 3 million persons. 

The tribal population living within or near forest areas is the 
major source for recruiting forest labour. The tribal population, the 
original settlers of the land, was driven to the forest by its sheer 
incapacity to adjust itself to the economic forces of a competitive eco- 
nomy. The tribal people forthrightness, loyalty, honesty and limited 
aspirations for material prosperity were exploited by unscrupulous and 
greedy persons. Those offgloally settled in forests enjoyed unrestric- 
ted rights to timber, for grazing cattle, fuel and for cultivation of 
land. Their rights were severely curtailed with the enunciation of the 
policy of conservation of forests. They could no longer practise 
zooming cultivation, and they did not possess the necessary skill for 
farming of cultivated lands. Forest lands are less fertile in most 
cases for growing crops AU these reasons led to dwindling incomes 
and increased poverty of the forest settlers. Forest labour then 
came to be a major opening to them to earn. Forest contractors 
often exploited the economic conditions of the tribal forest labour. 
The Scheduled Tribes Commission setup in April 1960, studied the 
economic conditions of tribals living in forest areas in nine impor- 
tant States. It observed that the spedal machinery to protect 
tribals against exploitation by outsiders had not worked satisfacto- 
rily. Lack of continuous employment and indebtedness were listed 
as two major problems. The commission recommended organization 
of forest labour co-operatives on the lines of those operating in 
scheduled areas of Maharashtra and Gujarat. The problem^ of 
indebtedness should receive immediate and more decisive attention. 
Regarding indebtedness, some amcliorattve measures have been 
adopted in a few States. In Andhra Pradesh, for instance, the 
outstanding interest was discharged in January 1957. These mea- 
sures are, however, not adequate. 
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Forest Labourers’ Co-operative Societies : The idea of forming 
Forest Labourers’ Co-operative Societies was first conceived for the 
Warli tribals of Thana district in the former Bombay State. This 
was subsequently developed into Forest Labourers’ Co-operative 
Societies in 1945-46. Under this system, forest contracts, instead of 
being sold by auction are given on an agreed basis to the Forest 
Labour Co-operative. The forest labourers, besides earning wages 
as per the prescribed rates for different operations, also receive bonus 
and other facilities from the profits of the co-operative societies. The 
enthusiasm evinced by the tribals in working these societies can be 
seen from the spread of these societies over the large portion of the 
forest area in the former Bombay State. 

A similar effort at prompting labourers’ co-operatrves was also 
made in Tamil Nadu. In 1950, the State Government appointed 
a team of experts to formulate plans for amelioration of the tribals 
and for the development of the Agency areas in the four 
districts of Srikakulam, Visakhapatnam, East Godavari and West 
Godavari. The team recommended a network of multi-purpose 
co-operative societies at different centres in the Agency areas with a 
view to eliminating exploitation by the money-lenders and traders. 
These societies would (i) purchase all the minor forest produce 
collected by the tribals, and would also buy marketable surplus of 
field crops, (ii) sell them their daily needs like kerosene oil, salt, 
spices, etc. and (iii) provide them easy credit facilities. 

After the constitution of Andhra Pradesh, the State Government 
examined these suggestions, but it was found that the co-operative 
institutions functioning in the agency areas did not work satisfacto- 
rily among the tribals. The conclusion reached was that an institu- 
tion under the control of the Government and catering to the needs 
of tribals was necessary. As a result, the Andhra Scheduled Tribes 
Co-operative Finance and Development Corporation was constituted 
on October 26, 1956, under the Madras Co-operative Societies Act, 
1932 with its area of operation extending to the scheduled areas in 
the districts of Srikakulam, Visakhapatnam, East Godavari and West 
Godavari. The Corporation started functioning on April 5, 1957. 

By end of June 1960, eight Primaries (Agency Produce Co-opera- 
tive Marketing Societies) had been affiliated to the Corporation 
covering the entire tribal areas in Srikakulam and Visakhapatnam 
districts and parts of the tribal areas in the East Godavari district. 

Forest Labour Co-operatives : In the National Forest Policy 
Resolution adopted by the Government of India in 1952, it was 
stated that no forest policy, however well-intentional and meticulously 
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drawn up, bad the slightest chance of success without the willing 
support and co-operation of the people in the neighbourhood 
of the forests. It was stressed that intermediaries who exploited 
both the forest and the local labonr for their own benefit might be 
supplanted gradually by forest labour co-operatives which might be 
formed to suit local conditions. Appreciable progress has since been 
made in the organization of such co-operatives particularly in 
Maharashtra and Gujarat. Their number now exceeds 1,200 and 
their work is valued at over Rs. 4.50 crores. In some States, public 
agencies such as Tribal Development Corporations have been set up 
with the object, among others, of promoting sneh co-operatives. 

Forestry in The Fourth Plan : In forestry, there are three main 
objectives : increase productivity link up, forest development with 
various forest-based industries and to develop forests as a support to 
rural economy. As regards the first objective, it is necessary to stress 
that one of the problems of Indian forests is relatively low producti- 
vity. Forests occupy about 23 per cent of the land surface of the 
country and yet the contribution of forestry and logging in the net 
domestic product at current prices in 1967-68 was only 1.2 per cent. 
The average per hectare production per annum of forests in India is 
estimated at about 0.53 cubic metre as against the world average of 
2 Cubic metres. This is indicative of the size of the effort necessary 


in the coming years. 

The immediate objective Is to attain self-sufficiency in industrial 
and commercial timbers, in fuel wood and other forestry products 
required by consumers and the ancillary industries. This objective 
is proposed to be achieved (i) by increasing the area man- 

made forests for the most efficient and economical utilization of 
space; (ii) hy increasing productivity of existing forests through 
better logging techniques and tools; (iii) by improvement of com- 
munications so that hitherto untapped resources can be exploite , 
and (iv) hy popularization of the use of secondary tiniber a ter 
proper seasoning and preservation treatment. According y, activi 
ties under the various schemes, namely, (1) plantation of quic 
growing species, (2) economic plantations for industria an wm 
mercial uses, (3) rehabilitations of degraded forests, and (4) arm 
forestry-offn-fuel plantations, were intensiBed during t e yea 
Development of communications was also accelerate to increase 
accessibility to the forests. As against 1.36 lakh hectares of man- 
made forests raised during 1969-70. 1.39 lakh hectares are W 
be planted with industrially important species durmg t e year 
review. . , m «« 

Emphasis is being laid during the Fourth Five Year 
measures to meet the immediate and long-term agricultural and 
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industrial requirements, since the demand for various forest products, 
timber, domestic fuel and raw materials for industries has rapidly 
increased. Consumption of industrial wood in 1968-69 is estimated 
at 11 million cubic metres, while the demand by 1973-74 is projected 
at 16 to 17 million cubic metres. It should be possible to increase 
the supply by 1973-74 to about 13.5 million cubic metres. To increase 
forest production, the Fourth Plan envisages further efforts at creat- 
ing large scale plantations of valuable quick-growing species and 
species of economic and industrial importance. Intensive exploita- 
tion and rational utilization of existing forest resources will be 
aimed at. Concerted efforts at regenerating areas, where forest pro- 
duce is removed for industrial uses will be taken. This is equally 
important for all forests where produce is to be utilized for new 
paper and other industrial projects. Steps will be taken to bridge 
the gap between demand and supply by fuller utilization of forest 
resources, other than wood, such as bamboos and grassized timber. 
The object is to achieve self-sufficiency in forest products as early as 
possible, specially for major forest-based industries such as pulp, 
paper, newsprint, wood panel products and matches so that the 
import of some of these items may be replaced and some sizeable 
exports of paper and wood panel products built up. In some States, 
there are inaccessible forests which have not yet been economically 
exploited. Communications will be provided in selected areas. In 
addition, in areas, which are already being exploited, improved 
methods of working, including reduction of wastage, will be intro- 
duced. The consolidation and scientific management of hitherto 
unorganized forests and protection against unregulated cutting, graz- 
ing and fire will be undertaken. 

The basic principle of Government policy that minor forests, 
pastures and grazing grounds must be managed mainly in the interest 
of the population of the tract and particularly to serve their require- 
ments of fuel and fodder, has long been recognized. However, efforts 
made in the past to achieve these aims have not proved successful. 
Unless adequate steps are taken early to protect trees and raise fire- 
wood plantations, a serious shortage of firewood is apprehended in 
rural areas, despite the availability of alternative fuel in some areas. 
Attempts have, therefore, to be made to formulate schemes for 
management of land resources lying between reserved forests and 
arable land to protect them from further deterioration, and to deve- 
lop them as adjuncts to the rural economy, particularly for fodder 
and fuel. It will be necessary to plan for concerted action in this 
respect on the part of the forest, revenue, agriculture and animal 
husbandry departments in co-operation with village panchayats and 
zila parishads. 
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h Mining Before Independence 

Perhaps the earliest use of minerals during pre-historic limes by 
mankind was in the form of primitive implements made of agate, flint 
and pitchstone. From that stage, man has steadily advanced to the art 
of employing minerals for innumerable uses. In fact, today we have 
become iO much dependent on mineral products that the very existence 
of civilization without them may be considered impossible, for they 
provide us with the materials for building humble dwellings or sky- 
scrapers, domestic appliances, agricultural implements, for the manu- 
facture of mineral fertilizers vital to agriculture, lighting and power, 
means of transport on land, sea and air, and a large variety of imple- 
ments, tools and machines used both in peace and war, besides serving 
as a medium of exchange of singular importance in international credit 
and national stability. 

Evea before the industrial era the lore of minerals and the craving for 
precious metals had profoundly affected the trend of history by en< 
couragiog exploration, inciting conquests and promoting spread of 
civilization. India is said to have been one of tlie most important centres 
of trading for diamonds, gold, emeralds and sapphires. The export 
trace of these precious commodities attracted the attention of the West 
and created an irresistible lure to acquire such interests. Columbus, while 
attempting to find a sea-route to India, discovered America. Thus 
minerals have played an ever-increasing role in world aS’airs, and today 
a fervent search is being made all over (he world for uranium and other 
atomic minerals to manufacture nuclear weapons for war purposes and 
to utilize atomic energy in peace. 

History of Mining in India; India has a long tradition In mining and 
smelting of gold, copper, lead, zinc and iron ores and mining and cutting 
of diamonds. Until 1886, the entire diamond wealth of the world had 
its origin in India. As far back as 300 B.C.. Kautilya wrote, “Mines 
are the sources of treasury”. Gold, copper, lead, silver and zinc were 
mined long before iron ore is known to have been worked in India, for 
the last 3,000 years or more. It is said that the famous “Damascus” 
swords of medieval age were made of iron imported from India. There 
was commerce between India on one hand and Egypt, Africa, Arabia. 
Persia, the Near East, and several other countries on the other before 
the dawn of the Christian-era. That Indian steel was of great antiquity 
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is borne out by the fact that it was thought worthy of a king’s present. 
King Porps is said to have presented 13.63 kg. of Indian steel to 
Alexander the Great (326 B.C.). The famous pillar near Qutub Minar, 
Delhi, is of solid wrought iron of excellent quality produced in India 
by indigenous small furnaces, and has stood the ravages of weather 
without showing signs of rust. 

Although there is enormous evidence of the ingenuity, skill and 
industry of ancient miners of India in mining gold, silver, and diamond 
and smelting of ores, or even when the first tonne of Indian coal was 
struck in the Raniganj coal-fields as far back as 1775, or even when in 
1843 the first Joint Stock Coal Co. was registered, systematic mining on 
an appreciable scale had been attempted only towards the close of 
the 19th century. 

Mineral Indnstiy from 1905 to 1946: The development of industries in 
India before independence, though steady, had been rather slow; there- 
fore, mineral development which had necessarily to keep pace with the 
growth of other industries requiring the use of mineral raw materials 
was also very slow. The total value of mineral production of the former 
Indian Empire (including Burma & Pakistan) in the year 1905 was 
about Rs. 100 million. Only 15 minerals of economic importance 
were mined. There were 650 mines (301 coal and 349 non-coal) which 
employed nearly 110,000 persons. The mines were mostly working 
near the outcrops and the method of mining in many cases was primitive. 
Out of 301 coal mines 271 were located in Raniganj and Jharia coal-fields. 
The production of coal was 8.57 million tonnes. In order of value, 
the minerals produced were; gold, coal, manganese ore, petroleum, 
salt, saltpetre, micaj ruby, spinel-sapphire, lode stone, graphite, iron ore, 
tin ore, chromite, diamonds and magnesite. 

The production of manganese from mines near Vijayanagaram which 
were started in 1891-92. had reached 64,300 tonnes in 1905 and over 
112,200 tonnes in 1906. The production of manganese ore from the 
world-famous deposits of the Central Provinces (now forming parts of 
Madhya Pradesh and Maharashtra) in the new fields was over 154,000 
tonnes in 1905 and rose to some 359,000 tonnes in 1906. Elsewhere in 
India, considerable activity followed the quest for. this mineral with the 
result that by 1906, work was in progress in Sandur, Singhbhura, Panch 
Mahals and Mysore (Karnataka), so. it can be said that by that year, 
principal Indian manganese deposits were in production with the 
output reaching 591,000 tonnes out of the world total production of 
1,474,000 tonnes. 

The factors responsible for the growth and expansion of the mining 
industry in India were the domestic need for coal, petroleum, iron and 
steel, gold and salt and the foreign demand for manganese ore and mica. 
With progressive industrialization, gold which was in the lead, yielded 
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the first place to coal lor good since 1907 and second to petroleum from 
1919 to 1931. On the separation of Bunaa with nearly 70 per cent of 
the total petroleum output, it regained its second place. 

Mining of lead, silver and wolfram commenced in 1909 in Burma, 
while exploitation and export of monazite from Kerala started in 
1911. Thorium extracted from monaste is used for the manufacture of 
gas mantles. With the wtablishment of the Tata Iron and Steel 
Company the mining of iron ore was considerably stepped up and steel 
production added to the domestic industry in 1912. This also strengthen- 
ed the demand for coking coal, and the price of coal which had fallen 
to the lowest yet on record in 1911, improved in 1912 with increasing 
momentum which continued till the outbreak of World War I in 1914. 

During the First World War period from I914*IS the output of certain 
minerals and metals like lead, ^ver, wolfram and tin of Burma, coal, 
salt, chromite and saltpetre was stimulated. The low demand for 
manganese ore reduced the output of this mineral, but the increase in 
price marked the reduction in output. Gold show-ed a decline in output 
as Well as in value which led to the closure of ceitain mines. Zinc 
concentrates from Burma and copper ore rnmoly from the Singhbhum 
area were other additions to the list of minerals produced. Ferro- 
manganese was manufactured in the country from 1917. 

The entire demand for refractories other than fireclay refractories 
was being met by imports. The First World War providrf the Indian 
refractories industry an opportunity to expand. In 1915-16, Bird tc. 
Co. Ltd., added a Silica Works at Kumardhubi; m 1917-I8, the ReUance 
Firebrick & Pottery Co. Ltd. came into being ai Cbanch; a little later 
the Behar Firebricks & Potteries Ltd., and the Bengal Firebrick Co. 
Ltd., and two other small concerns started manufacturing lire refrac- 
tories. At the end of the war. Bom & Co. loo added a Silica Section 
to their Raniganj factory. The expansion of the refractories industry 
gave a fillip to the mining of fire clay, China clay, silica, bauxite, 
felspar, kyanitc, siliminitc, chromite, magnesite and dolomite. The 
number of mines (coal and non-coal) rose from 781 in 1910 to 1718 in 
1920, which means that the acliritiesof the mining industry were more 
than doubled during that period of 10 years; the total value of minerals 
produced rose from Rs. 12 crores to nearly Rs. 18 crorcs. Due to diffi- 
culties of procurement, the value of imports of minerals and metals, 
which were mineral oil, salt, copper, iron and steel, declined from nearly 
Rs. 29.25 crores in 1914 to nearly Rs. 17.7 crores in 1918. The cRect was 
wholesome to India which made her self-supporting in iron and steel 
and led to the establishment of several industries including a small char- 
coal blast furnace at Bhadravali (Karnataka) in 1923. A steady 
increase in the value of mineral production was coninued till 1924 when 
it reached a figure of neatly Rs. 28 crores excluding petroleum. India 
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became the largest producer of ilmenite since 1927. The production 
of copper from Ralia mines was short-lived and the mines were closed 
in 1924. 

Trained Personnel for the Alining Industry: No industry can develop on 
sound lines unless trained and e.xperienced technical persons are conti- 
nuously available to it. Although the mming industn' of India pro- 
gressed rapidly during the first two decades of the present centurj', the 
availability of trained personnel was unsatisfactory. The country' had 
to look up to Britain to meet its entire demand of experienced and 
quah’ned mining engineers, as there was no college or institution in 
India for training of mining engineers. 

The Indian National Congress recogm'zed the need for such a college 
as early as 1901, and adopted the following Resolution at its Calcutta 
Session in 1901. 

“Resolved that this Congress notices with satisfaction the rapid pro- 
gress of the mining industry of India and in consideration of the fact 
that the mineral resources of this country' are vast and the ‘facilities 
for acquiring a thorough knowledge of mining engineering in this 
country are almost nothing and in view of the fact that the tendency 
of recent legislation on mining namely Act VIII of 1901, is that all 
Indian mines must be kept under the supervision of mining experts, 
this Congress is of the opinion that a Government College of Mining 
Engineering be established in some suitable place in India after the 
model of the Royal School of Mines in England and the Mining 
Colleges of Japan and the Continent.” 

It was only on September 11, 1920 that the long awaited decision 
of the Government of India was announced. An all-India insUtution, 
financed by the Central Government providing high grade specialized 
instruction in mining engineering and geology and in other subsidiary 
and allied branches of science and engineering was to be established 
at Dhanbad. 

Dr. D. Penman was appointed Principal of the new' Institution in 
1921. He submitted his scheme in 1922, which was accepted by' the 
Government of India. But it was subsequently pruned as the Govern- 
ment of India slashed the estimates from Rs. 22 lakhs to Rs. 14 lakhs.- 
Due to various impediments, it took nearly four years for the Institu- 
tion to start functioning in December 1926. 

Following the pattern and terminology adopted in naming the Royal 
School of Mines, London, the Institution was named Indian School 
of Mines. 

The Indian School of Mines, Dhanbad, has been doing excellent 
work in maintaining a very high standard of training. Thus we find 
that most of the lop and senior positions in Government departments. 
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public sector undertakings, mineral industry and a host of other technical 
organizations requiring mining or geological qualifications, are held 
by the aluraioi of this Institution. 

The Banaras Hindu University was a pioneer in starting courses in 
mining and metallurgy of the degree standard. The first batch graduat- 
ed in 1927: since then it has been making a very useful contribution to 
the mineral industry of India by way of supplying trained mining 
engineers and metallur^ls 

The Indian mining industry experienced a great depression in 1930 
Production declined considerably and the value of tho production 
(excluding petroleum) which had touched Rs. 28 crores in 1924, fell 
rapidly to Rs 14 70 crores in 1932. The quantity and value of produc- 
tion of coal, mica, manganese, chromite and iron ore fell steeply. The 
output of gold whJeh had also gone down was arrested in 1931, when 
Britain went off the Gold Standard. Most of the manganese mines 
were closed down with almost complete cessation of work in the Central 
Provinces (Madhya Pradesh) in 1932. With the opening up of Mosabani 
Mines and the setting of copper smelter at Moebhandar near Ghatsila 
in 1927, steady production of copper was started. 

The recovery of the Indian mining industry slowly started from the 
latter part of 1933 and a definite rising trend ^vas visible in 1934. The 
industry has since shown a continuous increase in output. Production 
of coal, iron ore, mica and manganese reached a respectable figure. The 
value of mineral production in 1938 iucrcased from Rs. 14.79 crores in 
1932 to Rs. 33.81 crores. The output of coal reached 25.275 million 
tonnes in 1937 and the average price of Bengal Coal which was around 
Rs, 3.25 in 1936 slowly moved up to Rs. 3.94 per tonne in 1937. 

’ A very important evert vvhich took place in the history of Indian 
Mining was the ban on employment of women below surface. It came 
into force from October 1, 1937. 

Arising out of the Indian Coal Mining Committee's recommendations 
(1937), increased Government control was exercised over the mining 
for safety including compulsory stowing where necessary. On May 27, 
1939, the Coal Mines Safety (Stowing) Act, 1939, was brought into force 
and a Stowing Board was constituted the following month. 

On the separation of Burma, the value of mineral production in India 
fell from Rs. 33.81 crcrcs before separation to Rs. 21.55 in 1939 
The drop was the result of the lo^ of nearly 70 per cent of petroleum, 
the entire production of tin, wolfram, nickel-speiss, ruby, lead 
and zinc ores and the loss of a large part of copper and 
silver. 

The Second World War (1939-45): Difficulties of availability of labour 
were experienced in the mining iadiatry, as people could get employ- 
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ment elsewhere during the war-period. This was a signal for a fall in 
output. 

Although the output of coal, gold, mica and copper had fallen, the 
price was, however, continuously on the rise since 1939, so that the effect 
of the decline in production was more than offset by the increase in the 
prices of commodities, particularly of coal, gold and mica. The value 
of mineral production in 1943 was registered at Rs. 32.36 crores. From 
1946, practically all the minerals showed an increase in output, and the 
value of production exceeded a little over Rs. 49.23 crores in that year. 

With the outbreak of war the value of imported minerals and mineral 
products continued to rise and in 1941, it touched Rs. 41.07 crores. 
There was a fall in 1942, but it shot up to Rs. 91.58 crores in 1944 dnd 
to Rs. 116.71 crores in 1945. The most stimulating effect of the war was 
the unprecedented rise in the production of iron and steel. The produc- 
tion of pig iron was attained to the full installed capacity of 2.32 million 
tonnes and that of steel to 1.086 million tonnes in 1941. India exported 
about 0.508 million tonne of pig iron to Japan, U.S.A., and U.K. The 
output of iron ore rose to over 3.048 million tonnes. 

Aluminium metal was produced from imported alumina in 1943 and 
from Indian bauxite in 1944. Lead-zinc and emerald mining was started 
in Rajasthan. Mica mining in Rajasthan also leceived a stimulus, during 
the war. 


Indian Mining Industrj’ on the eve of Independence: The Second World 
War showed that the establishment of a healthy and sound mining 
industry was the backbone of all major industries. It required a change 
ill the attitude of the Government towards the industry which had so 
far been almost neglected. There was no definite policy for the develop- 
ment and utilization of minerals. The minerals were worked in an 
unscientific manner. Interest had been showm only in the high grade 
and easily accessible and mineable minerals and ores to feed as raw 
materials for foreign industries without any consideration for the con- 
servation or proper utilization of the mineral wealth of the country'. Low 
and marginal grades of ore were dumped along with mine spoils and in 
several cases even good grades of iron and manganese ores were used 
as road metal. ' 

Problems of waste, fire, flood, explosions, sound mining practices 
were lost sight of during exploitation of mines. 

Mining leases were granted for any length of time and for any area in 
disregard to the' capacity, technical ability or financial resources of a 
lessee or to the present or future requirements of the country. The 
rates of royaltj' also varied from lessee to lessee. None of these condi- 
tions were conducive to scientific development of minerals in the country. 
Thus iTiinerais which are the real wealth of a nation, and cannot be 
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replenished by human efforts, were allowed to be indiscriminately 
worked and depleted. 

No attempt was made to beneficiate or upgrade low grade ores to 
marketable or usable standards though nature had endowed India with 
the largest reserves of iron orfe of good quality in the world. It has 
small reserves of coking coal {metallur^cal quality); yet no thought was 
^ven to conserve as far as possible coking coal and use it only for 
metallurgical purposes. It was freely used for steam raising in locos 
and in brick kilns. No serious attempt was ever made to locate fresh 
workable deposits and assess the potentialities of known deposits of 
minerals in which there was a big gap between the prSduction and exist- 
ing and future demands of the country. There was no restriction on 
exports of minetals in short supply. Technical services pertaining to the 
mineral industry were ruthlessly cut down during the World Depression 
of 1930 

In short, there was no attempt to develop a self-reliant and self-sus- 
tained economy for minerals which could hold out a promise of starting 
mineral baaed industries, which would provide to the people a conti- 
nually rising standard of liviog, zobre opportunities for g&iixfu! employ- 
TCent and a sense of security and self-sufficiency both in peace and war. 

11. Problems and Policies since lodependenct 

National Mineral Policy: The foremost task for the new Government 
of India was to have a determined National Mineral Policy and to shift 
the emphasis from the whole-sale export of high grade minerals 
to the local manufacture, where possible, of finished goods, restricting 
exports of minerals in short supply and thereby conserving them. The 
plan Was to effect a greater measure of Government control to achieve 
the desired ol^ectives. 

Mineral exploration programmes were now to be directed towards 
developing the potential mineral wealth of the country to the maximum 
extent possible, to provide the necessary mineral raw material base for 
industrialization and to make significant contributions to the national 
economy through foreign exchange savings and earnings. Thus in 
relation to this larger objective, scientific, systematic and integrated 
programme of explorstha hatv become of far greater consequence 
than a random search for Niried treasure. 

Problem of Nationalization and Pnblic Sector Undertakings: There are 
many generally accepted arguments infa.vour of or against nationalization; 
but greater and urge is fell for nationalization in under-des eloped 
rather than in industrially advanced countries. Also increasing Govern- 
ment control of private investments, particularly that of foreign capital. 
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is usuaHy justified on account of the genera! cost benefit consideration, 
fixation of priorities, its effect on the country’s balance of payments, its 
control o\'er the development of key or strategic minerals and the need 
for planned economic development, so that there, is a balanced growth of 
economy, most efficient utilization of capital resources and avoiding 
duph'cation or overlapping of efforts. The fear of sudden nationaliza- 
tion hainpers the growth and efficient working of the private sector, 
therefore, if the private sector has to play any part in the industrial 
activities of the nation and there is no reason why it should not help in 
the task of nation building, then it is necessary for the State Government 
to enunciate its policy clearly. 

Broadly the principles governing this policy are that the develop- 
ment of the minerals which cannot very well be carried out 
by the private sector for various reasons, should of course be given 
priority in the programmes of the public sector undertakings to form a 
well integrated development plan. Development of minerals of marginal 
grade which has been neglected by the private sector and development of 
minerals of strategic importance and mining projects requiring large 
investments must necessarily be taken up by public sector undertakings. 
It is also true that policies of any State cannot remain stagnant for a Jong 
period; in cases where compelling circumstances necessitate nationaliza- 
tion of any particular industrial unit, the law of the land should provide 
for payment of reasonable compensation determined by impartial 
authorities. The State must also reserve its right to bring about such 
changes in the degree of control of any unit in the public interest as may 
be considered necessary from time to time. 

Regulation of Production: Regulation of productio.n by the State tlirough 
legislative controls is inevitable to achieve planned economic develop- 
ment. The need for regulation of production .may also arise from strate- 
gic considerations, lack of adequate known resources of particular 
minerals, need for conservation of mineral resources for future use and to 
balance output of a particular type or quality of minerals according to 
their consumption in certain selected industries etc. For e.xample, in 
India, known resources of coking coal are very limited compared lo those 
of iron ore; therefore, a need has been felt to peg the production of 
coking coal to the requirements of the existing metallurgical plants. 
Similarly, minerals of strategic importance of limited known reserves 
may be' subject lo production controls, all the more so when they are 
likely to be required in substantial quantities in the near future for indi- 
genous industries. 

Conservation oF Mineral Resources: Mineral resources are wasting 
assets and yet modern civilization is making more and more use of 
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minerals necessitating a continuous increase in their production. There- 
fore, enforcement of conservation measures are essential not only in the 
interest of a particular nation but that of the whole svorld. These 
conservation measures may provide for the systematic exploration, 
prospecting, mimng, milling, concentration, bencficiation, etc., by scienti- 
fic and efficient methods, obtaining the maximum possible recovery of 
the subsidiary associated minerals, blending of ore. substitution of some 
high grade minerals by other synthetic products or lower grade minerals 
for certain purposes, grant of sulsidies and allowances to make fruitful 
use of the minerals in general. Although selective mining of high grade 
minerals alone, may yield spectacularly high profits but generally it 
leads to lowering of valuable reserves and hence may not be beneficial 
from an overall national point of view. Valuable by-products, although 
economically recoverable, may not be recovered by mine owners either 
because of their inability or unwillingness to invest additional capital or 
because of the possible resultant decrease in rates of profits even though 
they may be quite just or proper. Thus to conserve the country’s 
mineral resources by elimination of avoidable Waste during mining, 
processing and utiluation is considered absolutely essential, 

Afineral Deneficiatioo and Ore Dresshtg: Some of the vital technical 
fields have remained unattended for a long time in India, though there 
has always been a pressing necessity of developing them. Ore dressing 
It unquestionably one of them having strong bearing on the mineral 
development of the country; without proper utilization of the so-called 
low grade ores the mineral industry can neve.' be put on a firm economic 
footing. This is especially true when we consider that hardly, if at all, 
the high grade ore could be mined as such, without at the same time, 
producing a large quantity of low grade or marginal grade of ore. In 
all foreign countries the case of progress of ore dressing has always pro- 
ceeded parallel with the mining activities. 

India has vast deposits of low grade ore lying untapped, which could 
be utilized if proper bcniCciation techniques are employed; and in this 
respect special attention needs to be paid to manganese ores, coal, mica, 
chromite, ilmcnite, asbestos, kyanite. and atomic minerals. 

Grading and Marketing: hf/neral resources may be developed either to 
meet local indigenous demands or for export with or without any treat- 
ment. concentration etc., or for both. Production of finished, or semi- 
finished products from mmera h permits the full benefit such as employ- c 
ment opportunities, development of subsidiary industries, considerable 
enhancement of value and steady market demands etc. In an under- 
developed country like India which is on the threshold of economic and 
industrial progress, the capacity to earn foreign exchange by export of 
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finished products is small and the need to import capital goods is great. 
In order to maintain a proper balance of foreign currency earnings 
and payments, this gap can only be filled by export of raw minerals 
judiciously seleeted for the purpose, keeping the present and future 
local needs in view. Strict quality control is essential to ensure that 
substandard minerals are not supplied either for the internal market 
thereby lowering the efficiency of production units and the quality of 
their products or for export 

Export-Import Policies: Export-import policy in minerals is deeply 
related to the foreign exchange situation and other economic conside- 
rations, mineral conservation policies, strategic considerations, and 
known resources of minerals etc., all of which are liable to change 
from time to time. Therefore, this policy has to be formulated only 
for short periods. The main object is to encourage development of 
indigenous industries either for export promotion or for import substi- 
tution by, if necessary, protecting them from competition with import- 
ed material particularly during the initial stages or giving- them 
assistance by way of reduction in railway freight, royalties and export 
duty or cesses and payment of subsidies to become competitive in 
price and quality in any or' all foreign markets. Such policies have 
been framed from time to time by the Ministry of Foreign Trade in 
consultation with the Department of Mines and Metals. 

Safety and Welfare of Workers: Both from the management as well 
as from the workers’ point of view the safety and welfare of workers is 
very important. O.M.S. (Output per man shift) in India is very low, 
hardly 0.5 and in many cases just over 0.4. It can certainly' be improved 
by better mining conditions underground, better lighting, adequate 
ventilation, by providing fatigue removing implements, adequate medical 
facilities, elementary training - in principles and methods of mining, 
better wages and incentive bonus, better housing, recreation clubs, 
canteens, pit-head baths, creches etc. 

If India has to build and develop the mining industry, there should be 
no outside political interference or influence on miners’ unions. Such 
influence leads to proliferation of trade unions in the industry. Each 
mine should have its own labour councils manned by repersentatives 
of management and workers, where problems concerning the safety and 
welfare of workers, their wages and bonus, problems of better O.M.S 
and problems of reducing production costs should be discussed and 
solutions found for them. 

Mineral Policy: A Mineral Policy Conference was held at the beginning 
of 1947. It unanimously agreed upon the advisability of formulating 
a well co-ordinated national mineral policy to ensure planned develop- 
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ment of the mineral resources of the country and to establish a complete 
techmcal organization to maintain close liaison among the various 
ministries and departments of the Government of India as well as to 
advise them on all matters conceming minerals. As a result of this 
Conference, the Indian Bureau of Mines was constituted in 1948. 

During the first two years of its life, the Bureau functioned as an 
advisory body. V/ith the passing of the Mines and Minerals (Regula- 
tion and Development) Act, 1948, ihe Bureau was assigned the following 
functions: 

1. Advising the Central and State Governments on all matters relat- 
ing to the grant of mineral concessions and on the exploration and 
utilization of the country’s mineral resources. 

2. Periodic inspection of mines for effecting systematic development 
of mineral deposits, elimination of waste and promotion of improved 
methods of mining. 

3. Conducting research on the beneficiaiion of low grade ore and 
industrial utilization of minerals and mineral products iis well as on 
mining problems in collaboration with other research orginizations. 

4. Conducting analyses of ore and minerals. 

5. Collection and publication of statistics of mineral production, 
world mineral trade, foreign mining rules and other matters. 

6. Assisting the mineral trade in the marketing of minerals. 

7. Detailed prospecting of mineral deposits by means of drilling 
and exploratory mining. 

Expansion of Technical Departments: The Geological Survey of India 
{G.S.I.) which began with a strength of 400 in 1947 was 8,400 strong 
in 1971. The National Metallurgical Laboratory, the Fuel Research 
Institute, a chain of other national laboratories and the Atomic Energy 
Department were established in rapid succession. The Mines Depart- 
ment, now named Directorate of Mines Safety, was suitably expanded 
to deal with safety of workers in mines. 

Minerals being the basic raw materials for industrial development, 
mining of coal and lignite, mineral oils, iron ore, manganese ore, chrome 
ore, gypsum, sulphur, gold and diamonds, mirung and processing of 
copper, lead, rinc, tin, molybdenum and wolfram and minerals sped- 
fiffd in the Schedule to the Atomic Ener^ (Control of Production and 
Use) Order, 1953, were p'aced in the category of industries whose future 
development would be the exclusive responsibility of the State under 
the Industrial Policy Resolution of 1955. 

To m«t the requirements arising out of the changed conditions after 
independence several Acts hasc been passed and rules framed thereunder. 
Some of the important Acts and Rules are: 

1. Mines and Minerals (Regutatioa and Development) Act, 1948, 
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substituted by Act 67 of 1957: 

(i) Mineral Concession Rules,^ 1949. 

(ii) Mineral Concession Rules, 1960. 

(iii) Mineral Consen'ation & Development Rules, 1958. 

2. Mines Act. 1952: 

(i) Mines Rules, 1955. 

(ii) Mines (Posting up of Abstracts) Rules, 1954. 

(iii) Indian Coal Mines Regulation, 1957. 

(iv) Indian Metalliferous Mines Regulation, 1961. 

3. Coal Mines (Conservation and Safety) Act, 1952: 

(i) Coal Mines (Conservation and Safety) Rules, 1954. 

4. Coal Mines Labour Welfare Fund Act, 1947: 

(i) Coal Mines Labour Welfare Fund Rules, 1949. 

(ii) Coal Mines Labour Welfare Office Establishment (Contributory 
Provident Fond) Rules, 1951. 

5. Mica Mines Labour Welfare Fund Act, 1946: 

(i) Mica Mines Labour W^elfare Fund Rules, 1948. 

(ii) Mica Mines Labour Welfare Office Establishment (Contri- 
butory Provident Fund) Rules, 1950. 

6. Iron Ore Mines Labour W^elfare Fund Act, I960. 

7. Iron Ore Mines Labour Welfare Cess Act, 1961. 

Mineral Development and Mineral Exploration; Revolutionary changes 
have taken place in the purpose, scope, tempo and nature of mineral 
exploration in India after 1947 when the country became independent. 

In the field of mineral exploration, the role of the Geological Survey of 
India relates to the preparation of basic geological maps and the regional 
investigation of mineralized districts. In addition to conventional 
geological methods, photo-geologjcal, geo-chemical and geo-physical 
methods are employed. Ground mapping and aerial photographs in 
a number of mineralized districts such as the Zawar lead-zinc district, 
the Khetri and Dariba copper districts and the Singhbhum copper belt 
have been carried out. The geo-physical surv'eys, employing seismic, 
gravimetric, magnetic and electrical methods have been carried out to 
locate favourable structures for oil as well as in connection with explora- 
tion of concealed deposits in a variety of minerals including copper, 
lead, graphite, pyrites, diamonds, etc. 

The activities of the Indian Bureau of Mines (I.B.M.) which came into 
existence in .1948 are widespre?^d including the introduction of scientific 
methods of prospecting, exploring, mining and.atilizing minerals through 
systematic and regular inspection of mines, detailed exploratory and 
proving operations to convert prospects into working mines, research 
investigations in mineral bensficiation and mineral technology; and the 
collection, compilation and interpretation of statistical data relating to 
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allajp«tsof India’s mineral industry, such as production^ consumption, 
marketing, import, export, resetv’es, grade, and utilization. 

A few of the important results of detmkd exploratory and proving 
operations carried out by the Indian Bureau of Mines arc given below; 



Mineral 

Reseries prated 

(a) 

Coal 

4943.29 ffliUioa tonnes 

(b) 

Iron oic 

9S9.0 millkm tonnes 

(0 

Limestone A 
dolomite 

88.0 mlllioa tonoss 

10.2 nuUioQ tonnes 

(4) 

Copper ore 

too million tonnes average grade 
l%Cii. 

(e) 

Copper-lcad-zmc 

0J6 million tonnes, 

Total metal content 6.24% 

(f) 

Pyntes 

76 2 motion tc&nes, sulphur content 
40% 



Indicated resene — 313 9 nnllion tonnes 

(8) 

Magnesite 

12.19 million tonnes, containing abou' 


41 to 46% materia. 

A separate Oil and Natural Goa Commission has been set up to carry 
out oil exploration on a major scale in the country. In addition to the 
conventional methods, the latest methods are employed by the Com^ 
mission including aeromagoetic surveys, geo>phy$icaI surveys and photO'. 
geological surveys. Notable success has already been aebiei'ed in the 
Cambay and other areas in Gujarat. 

The Department of Atomic Energy is carrying out extensive radio- 
metric surveys, both on the ground and by air, in their search for deposits 
of radio'active minerab. 

In ordci to bene&ciate any given ore, it is Erst necessary to undertake 
systematic research on a representative sample of the ore to evolve a suit- 
able process. It has been rightly »ld that no two ores are identical in 
their amenability to bencficiation. Thescstudies should be supplemented 
by tests on a pilot plant scale to work out the proper flow-sheet and 
collect all the relevant data which are very necessary for designing a 
suitable benefidation plant. 

Exploitation of Minerab by the Stale: In order to exploit deposits of 
Coal, iron ore, copper, diamonds, pyrites, pibved by the Indian Bureau of 
Mines and the Geological Survey of India, the Government of India 
have set up a number of Corporations in the Public sector. These are: 

1. The National Coal Development Corporation (N.C.D.C.) for 
working coal. 
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2. The National Mineral Development Corporation (N.M.D.C.) for 
working minerals other than coal. 

3. The Pyrites & Chemical Development Corporation to work pyrites 
at Amjor fBihar) and at Saladipura (Rajasthan) for sulphur. 

4. The Metal Corpoiation of India was taken over by the Government 
of India in 1965 and a new undertaking, Hindustan Zinc Ltd., was 
set up to run mines and smelters. 

5. Copper has been transfeired from N.M.D.C. to Hindustan Copper. 

6. The Uranium Corporation of India is in-charge of the deposits at 
Jaduguda Mines in Bihar. 

7. The Neyveli Lignite Corporation is now owned and run by the 
State of Tamil Nadu to mine the lignite deposits at Neyveli. 

8. For trading in minerals and metals the Minerals and Metals 
Trading Corporation (M.M.T.C.) has bean established. 

A long awaited decision of the Government regarding the conserva- 
tion of fast depleting resources of coking coal as compared to vast 
reserves of high grade iron ore in the country, was announced on 
October 17. 1971, taking over 214 coking coal mines. Bharat Coking 
Coal Corporation has been formed to work these mines. Non-coking 
coal mines have also been nationalized and are now worked by the Coal 
Mining Authority. 


Ur. Survey of Mining Industries 

Coal: The workable coal measures of India belong to the Upper 
Palaeozoic and the Lower Tertiary. Workable coal seams are confined 
to Lower Gondwanas in the case of the former and in the case of Tertiary 
the workable seams occur in the Eocene. The Gondwana coals are of 
bituminous and sub-bituminous quality while the Eocene coals are 
generally lignite. , In the Himalayan mountain area, however, higher 
rank coals are occasionally met with, the process of maturity having 
been accelerated by the abnormally high tectonic pressures which 
accompanied the growth of Himalayas. 

The Gondwana coal-fields arc spread over Assam, West Bengal, 
Bihar, Orissa, Madhya Pradesh, Maharashtra and Andhra Pradesh, 
while Tertiary coal-fields occur in Assam, Gujarat, Jammu and Kashmir, 
Rajasthan, Pondicherry and Tamil Nadu. 

The earlier history of Indian coal mines is somewhat obscure; but 
the claims that the use of coal is entirely a western fuel introduced into 
Jhdia is untenable in the face of indigenous place names of localities 
like Damodar, Barakar and Kali Pahari which are still amongst the 
most important centres of coal mining. All these show that the existence 
of coal and its use in the area was known long before Summer and Heatly 
applied for their concession in August 1774, in Raniganj (Bengal). 
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Coal mining started in 1862 in the Central Provinces (Madhya Pradesh), 
and in the former ^ewa State in 1884. The Singareni collieries went 
into production in 1887. Coal mines in Upper Assam were opened in 
1881, while the Jharia coal-held was opened in 1893. Development 
of the Jharia coal-field was so rapid that in 1906 production exceeded 
that of the Raniganj field and India produced over 8.13 million tonnes 
of coal 

In the absence of railway fadlnies, expansion of the coal industry 
was slow for many years. By I860, the annual output of coal had 
reached only 37,750 tonnes. Mining methods wert primitive and only 
the outcrop coal was worked to shallow depths. Gins were used for 
lowering and raising buckets of coal and water. Miners used picks and 
carried baskets of coal on their heads. 


Trends in use of machinery in Coal Mines: The Pulsometer type steam 
pump was perhaps the first mechanical plant used in Indian mines. A 
10 hp. steam engjne was employed in 1852 to raise coal replacing 
manual labour. From 1900 onwards, simple mining machinery like 
rope haulages and pumps were introduced. In 1906 the first colliery 
power station of 400 KVA (kilovolt ampere) was installed by the Bengal 
Coal Co. at Sodepur. The advent of electricity in the mines was a great 
technological stride towards mine mechanization. In 1925 out of 810 
mines, 108 were using electric power. . In 1950, out of 848 working 
mines, 345 were electrified and had Installed electric machinery of the 
order of 372,000 h.p. In 1966. 661 collieries were using electric energy 
of the aggregate horse power of 610,006. 

The use of mining machinery has steadily increased. In 1925, there 


14 million tonnes of coal by machines i c. 27% of the total output. The 
number of coal-cutting machines further rose to 738 in April 1963, and 
1,588,939 tonnes of coal was cut by them. While in 1966 the number 
of coal-cutting machines worked by electricity was 951. The number 
of mechanical loaders rose from 7 in 1951 to 23 in December 1960, and 
those of coal conveyors rose from 23 in 1951 to 106 in March 1961, and 
to 162 in April 1963. In 1960, more than 481,000 tonnes of coal was con- 
veyed by Coal conveyon. During 1969 more than 200 conveyors were 
in operation. Another important feature in mines in India has been 
the use of more and more of electric safety lamps in. place of mug 
battles. By 1966, the number of safety lamps rose to 254,853 out of 
which 240, W7 were of electrical type. 
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Size of Mine and Pattern of Production; The average annual output of 
coal per mine in 1925 was 25,000 tonnes. A number of small mines 
were closed during the general depression in the thirties and the average 
output increased to 41,000 tonries. During World War II, as the demand 
for coal shot up, many small mines sprouted again and the average 
output per mine registered a fall and was only 27,550 tonnes in 1945. 
Since 1950, there has been a steady rise in the average output per mine 
and it has increased from 36,700 tonnes in 1950 to 61,000 tonnes in 1960. 
Still only 18% of the mines produced more than 10,000 tonnes a month 
while 32% produced less than 100 tonnes a day or 2,500 tonnes a month 
and another 18% produced less than 600 tonnes of coal per month. But 
there are 40 collieries producing more than 25,000 tonnes of coal per 
month and four of these produce more than 75,000 tonnes per month. 

A definite change in the pattern of production is noticeable, as until 
1958 only 13% of the total production came from open cast workings 
while 87% was accounted from underground. But there is a steady 
rise in the production from open cast workings due to the opem'ng up of 
new large-scale quarries in the public sector by N.C.D.C. During the 
next decade or so several other open cast mines will be opened by the 
public sector to meet the increased production targets. At present, 
upto 1 :3 (coal to overburden ratio) is planned for open cast workings, 
but this ratio is likely to go upto 1 :5. Thus large-scale quarrying may 
become a permanent feature in Indian coal mining. Now the N.C.D.C. 
produces over 9 million tonnes of coal annually from its open cast 
mines. They are semi or fully mechanized, employing power shovels, 
draglines and dumpers. The dragline employed at Bisrampur open 
cast mine has a bucket capacity of nearly 30 cubic metres. 

Deep shafts are also being sunk for mining coal from deeper horizons 
and a number of coal mines will be operating at depths of nearly 186 
metres in the near future. 

Coal and Five Year Plans; Coal being classed as a schedule ‘A’ mineral, 
its future development will have to be carried out by the State. The 
idea of having a master plan for coal mining development in India was 
prepared by the Chief Mining Engineer, Railway Board ,in 1950 showing 
the actual and potential .capacities of different coal-fields and also the 
estimated requirements of the country. The estimated increased demand 
of ,coal during the First Plan period was of the order of only about six 
million tonnes, which was considered to be met with in the normal 
production capacity of the industry. 

With the Second Plan the position changed considerably as more 
emphasis was laid on industrialization and to meet its fuel requirements 
the production of coal had to be increased from 38 million tonnes to 
60 million tonnes. To achieve the required additional production of 
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>nNlNG 

I. IVlining Before Independence 

Perhaps the earliest use of minerals during pre-liistoric tiin« by 
mankind was in the form of primitive implements made of agate, flint 
and pitchstone. From that stage, man Im steadily advanced to the art 
of employing minerals for innumerable uses. In fact, today we have 
become so much dependent on mineral products that the very existence 
of aviJjzalion without them may be considered impossible, for they 
provide us with the materials for building humble dwellings or sky- 
scrapers, domestic appliances, agricultural implements, for the manu- 
facture of mineral fertilizers vital to agriculture, lighting and power, 
means of transport on land, sea and air, and a large variety of imple- 
ments, tools and machifles used both in peace and war, besides serving 
as a medium of exchange of singular importance in international credit 
and national stability. 

Encq before the industrial era the lure of minerals and the craving for 
precious metals had profoundly affected the trend of history by en- 
couraging exploration, inciting conquests and promoting spread of 
civilization. India is said to have been one of ilie most important centres 
of trading for diamonds, gold, emeralds and sapphires. The export 
traoe of these precious commodities attracted the attention of the West 
and created an irresistible lure to acquire such interests. Columbus, while 
attempting to find a sea-route to India, discovered America. Thus 
minerals have played an ever-increasing role in world affairs, and today 
a fervent search is being made all over the world for uranium and other 
atomic minerals to manufacture nuclear weapons for war purposes and 
to utilize atomic energy in peace. 

History of Mining in India: India has a long tradition in mining and 
smelting of gold, copper, lead, zinc and iron ores and mining and cutting 
of diamonds. UntU 1S86, the entire diamond wealth of the world had 
its orisin in India. As far back os JOO B.C, Kaotdyo wrote, “Miaes 
are the sources of treasury”. Gold, copper, lead, silver and zinc were 
mined long before iron ore is known to have been worked in India, for 
the last 3.000 years or more. It ts said tiat the famous “Damascus” 
swords of medieval age were made of iron imported from India. There 
was commerce between India on one hand and Egypt, Africa, Arabia, 
Persia, the Near East, and several other countries on the other before 
the dawn of the Christian-era. ' That Indian steel was of great antiquity 
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is borne out by the fact that it was thought worthy of a king’s present; 
King Porps is said to have presented 13.63 kg. of Indian steel to 
Alexander the Great (326 B.C.). The famous pillar near Qutub Minar, 
Delhi, is of solid wrought iron of excellent quality produced in India 
by indigenous small furnaces, and has stood the ravages of weather 
without sho\ving signs of rust. 

Although there is enormous evidence of the ingenuity, skill and 
industry of ancient miners of India in mining gold, silver, and diamond 
and smelting of ores, or even when the first tonne of Indian coal was 
struck in the Raniganj coal-fields as far back as 1775, or even when in 
1843 the first Joint Stock Coal Co. was registered, systematic mining on 
an appreciable scale had been attempted only towards the close of 
the 19th century. 

Mineral Indu^’ from 1905 to 1946: The development of industries in 
India before independence, though steady, had been rather slow; there- 
fore, mineral development which had necessarily to keep pace with the 
gro%vth of other industries requiring the use of mineral raw materials 
was also very slow. The total value of mineral production of the former 
Indian Empire (including Burma & Pakistan) in the year 1905 was 
about Rs. 100 million. Only 15 minerals of economic importance 
were mined. There were 650 mines (301 coal and 349 non-coal) which 
employed nearly 110,000 persons. The mines were mostly working 
near the outcrops and the method of mining in many cases was primitive. 
Out of 301 coal mines 271 were located in Ram'ganj and Jharia coal-fields. 
The production of coal was 8.57 million tonnes. In order of value, 
the minerals produced were: gold, coal, manganese ore, petroleum, 
salt, saltpetre, micaj ruby, spinel-sapphire, lode stone, graphite, iron ore, 
tin ore, chromite, diamonds and ma^esite. 

The production of manganese from mines near Vijayanagaram which 
were started in 1891-92 had reached 64,300 tormes in 1905 and over 
112,200 tonnes in 1906. The production of manganese ore from the 
world-famous deposits of the Central Provinces (now forming parts of 
Madhya Pradesh and Maharashtra) in the new fields was over 154,000 
tonnes in 1905 and rose to some 359,000 tonnes in 1906. Elsewhere in 
India, considerable activity followed the quest for this mineral with the 
result that by 1906, work was in progress in Sandur, Singhbhum, Panch 
Mahals and Mysore (Karnataka), so. it can be said that by that year, 
principal Indian manganese deposits were in production with the 
output reaching 591,000 tonnes out of the world total production of 
1,474,(K)0 tonnes. 

The factors responsible for the growth and expansion of the mining 
industry in India were the domestic need for coal, petroleum, iron and 
steel, gold and salt and the foreign demand for manganese ore and mica. 
With progressive industrialization, gold which was in the.lead, yielded 
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tTic first place to coal lor good since l9Cn and second to petroleum from 
1919 to 1931- On the separalion of Burma with nearly 70 per cent of 
the total petroleum output, it regained its second place. 

Mining of lead, silver and wolfram commenced in 1909 in Burma, 
while exploitation and export of monaxite from Kerala started in 
1911. Thorium extracted from monazite is used for the manufacture of 
gas mantles. With the establishment of the Tata Iron and Steel 
Company the mining of iron ore was considerably stepped up and steel 
production added to the domestic industry in 1912. This also strengthen- 
ed the demand for coking coal, and the price of coal which had fallen 
to the lowest yet on record in 1911, improved in 1912 with increasing 
momentum which continued till the outbreak of World War I in 1914. 

During the First World War period from 1914-18 the output of certain 
minerals and metals like lead, silver, wolfram and tin of Burma, coal, 
salt, chromite and saltpetre was stimulated. The low demand for 
manganese ore reduced the output of this mineral, but the increase in 
price marked the reduction in output. Gold showed a decline in output 
as well as in value wUch led to the closure of certain mines, 
concentrates from Burma and copper ore mainly from the SInghbhum 
area were other additions to the list of minerals produced. Ferro- 
manganese was manufactured in the country from 1917. 

The entire demand for refractories other than fire-clay refractories 
was being met by imports. The First World War provide the Indian 
refractories industry an opportunity to expand. In 1915-16, Bird & 
Co. Ltd., added a Silica Worksat Kumardhubt;io 1917-18, the Reliance 
Firebrick & Pottery Co. Ud. came into being a* Chanch; a little later 
the Behar Firebricks & Potteries Ltd., and the Bengal Firebrick Co. 
Ltd., and two other small concerns started manufacturing fire refrac- 
tories. At the end of the war. Bum & Co. too added a Silica Section 
to their Raniganj factory. The expansion of the refractories industry 
gave a fillip to the mining of fire clay. China clay, silica, bauxite, 
felspar, kyanite, siliminite, chromite, magnesite and dolomite. The 
number of mines (coal and non-coal) rose from 781 in 1910 to 1718 in 
1920, which means that the activities of the mining industry v.ere more 
than doubled during that period of 10 years; the total value of minerals 
produced rose from Rs. 12 crorcs to nearly Rs. 18 crores. Due to diffi- 
culties of procurement, the value of imports of minerals and metals, 
which were mineraf oit, salt, copper, iron and steel, declined from nearly 
Rs. 29.25 crores in 1914 to nearly Rs. 17.7 crores in 1918. The effect was 
wholesome to India which made her self-supporting in iron and steel 
and led to the mtablishmcnt of several industries including a small char- 
coal blast furnace at Bhadravati (Karnataka) in 1923. A steady 
inCTease in the value of mineral production was coninued till 1924 when 
it reached a figure of nearly Rs. 28 crorcs excluding petroleum. India 
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became the largest producer of ilmenite since 1927. The production 
of copper from Rakha mines was short-lived and the mines were closed 
in 1924. 

Trained Personnel for the Mining industry: Js'o industry can develop on 
sound lines unless trained and e.xperienced technical persons are conti- 
nuously available to it. Although the mining industry of India pro- 
gressed rapidly during the first two decades of the present centurj', Ihe 
availability of trained personnel was unsatisfactory. The country had 
to look up to Britain to meet its entire demand of experienced and 
qualified mining engineers, as there v/as no college or institution in 
India for training of mining engineers. 

The Indian National Congress recognized the need for such a college 
as early as 1901, and adopted the following Resolution at its Calcutta 
Session in 1901. 

“Resolved that this Congress notices with satisfaction the rapid pro- 
gress of the mim'ng industry' of India and in consideration of the fact 
that the mineral resources of this country' are vast and the 'facilities 
for acquiring a thorough knowledge of mining engineering in this 
country are almost nothing and in view of the fact that the tendency 
of recent legislation on mining namely Act VIII of 1901, is that all 
Indian mines must be kept under the supervision of inim’ng experts, 
this Congress is of the opinion that a Government College of Mining 
Engineering be established in some suitable place in India after the 
model of the Royal School of Mines in England and the Mining 
Colleges of Japan and the Continent.” 

It was only on September 11, 1920 that the long awaited decision 
of the Government of India was announced. An all-India institution, 
financed by the Central Government providing high grade speciafizsd 
instruction in rmning engineering and geology and in other subsidiary 
and allied branches of science and engineering was to be established 
at Dhanbad. 

Dr. D. Penman was appointed Principal of the new Institution in 
1921. He submitted his scheme in 1922, which was accepted by the 
Government of India. But it was subsequently pruned as the Govern- 
ment of India slashed the estimates from Rs. 22 lakhs to Rs. 14 lakhs. 
Due to various impediments, it took nearly four years for the Institu- 
tion to start functioning in December 1926. 

Following the pattern and terminology adopted in naming the Royal 
School of Mines, London, the Institution was named Indian School 
of Mines. 

The Indian School of Mines, Dhanbad, has been doing excellent 
work in maintaining a very high standard of training. Thus we find 
that most of tlie top and senior positions in Government departments, 
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public sector undertakings, mineral industry and a host of other technical 
organizations requiring mining or geological qualifications, are held 
by the alumini of this Institution. 

t The Banaras Hindu University v/as a pioneer in starting courses in 
mining and metallurgy of the degree standard. The first batch graduat- 
ed in 1927; since then it has been making a very useful contribution to 
the mineral industry of India by way of supplying trained mining 
engineers and metallur^sts. 

The Indian mining industry experitneed a great depression in 1930. 
Production declined considerably and the value of the production 
(excluding petroleum) which had touched Rs. 28 crores in 1924, fell 
rapidly to Rs. 14.70 crores in 1932. The quantity and value of produc- 
tion of coal, mica, manganese, chromite and iron ore fell steeply. The 
output of gold which had also gone down was arrested in 1931, when 
Britain went off the Gold Standard. Most of the manganese mines 
were closed down with almost complete cessation of work in the Central 
Provinces (Madhya Pradesh) in 1932. With the opening up of Mosabani 
Mines and the setting of copper smeller at MontihaDdar near Chatsila 
m 1927, steady producciou of copper was started. 

The xecoveiy of the Indian mining industry slowly started from the 
latter part of 1933 and a definite rising trend was visible in 1934. The 
industry has since shown a continuous increase in output. Production 
of coal, iron ore, mica and manganese reached a respectable figure. The 
value of mineral production in 1938 increased from Rs. 14.79 crores in 
1932 to Rs. 33.81 crores. The output of coal reached 25.275 million 
tonnes in 1937 and the average price of Bengal Coal which was around 
Rs. 3.25 in 1936 slowly moved up to Rs. 3.94 per tonne in 1937. 

A very important event which took place in the history of Indian 
Mining was the ban on employment of women below surface. It came 
into force from October 1, 1937. 

Arising out of the Indian Coal Mining Committee’s recommendations 
(1937), increased Government control was exercised over the mining 
for safety including compulsory' stowing where necessary. On May 27, 
1939, the Coal Mines Safety (Stowing) Act. 1939, was brought into force 
and a Stowing Board was constitnted the following month. 

On the separation of Burma, the value of mineral production in India 
fell from Rs. 33.81 crores before separation to Rs. 21.55 in 1939 
The drop was the result of the loss of nearly 70 per cent of petroleum, 
the entire production of tin, wolfram, nickel-speiss, ruby, lead 
and zinc ores and the loss of a large part of copper and 
silver. 

Tbe Second World War (I939-4^j Difficulties of availability of labour 
were experienced in the mining industry, as people could get employ- 
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ment elsewhere during the war-period. This was a signal for a fall in 
output. 

Although the output of coal, gold, mica and copper had fallen, the 
price was, however, continuously on the rise since 1939, so that the effect 
of the decline in production was more than offset by the increase in the 
prices of commodities, particularly of coal, gold and mica. The value 
of mineral production in 1943 was registered at Rs. 32.36 crores. From 
1946, practically all the minerals showed an increase in output, and the 
value of production exceeded a little over Rs. 49.23 crores in that year. 

With the outbreak of war the value of imported minerals and mineral 
products continued to rise and in 1941, it touched Rs. 41.07 crores. 
There was a fall in 1942. but it shot up to Rs. 91.58 crores in 1944 and 
to Rs. 116.71 crores in 1945. The most stimulating effect of the war was 
the unprecedented rise in the production of iron and steel. The produc- 
tion of pig iron was attained to the full installed capacity of 2.32 million 
tonnes and that of steel to 1.086 million tonnes in 1941. India exported 
about 0.508 million tonne of pig iron to Japan, U.S.A., and U.K. The 
output of iron ore rose to over 3.048 million tonnes. 

Aluminium metal was produced from imported alumina in 1943 and 
from Indian bauxite in 1944. Lead-zinc and emerald mining was started 
in Rajasthan. Mica mining in Rajasthan also leceived a stimulus, during 
the war. 

Indian Miiung Indastrj’ on the eve of Independence: The Second World 
War showed that the establishment of a healthy and sound miiung 
industry was the backbone of all major industries. It required a change 
in the attitude of the Government towards the industiy' which had so 
far been almost neglected. There was no definite policy for the develop- 
ment and utilization of minerals. The minerals were worked in an 
unscientific manner. Interest had been shown only in the high grade 
and easily accessible and mineable minerals and ores to feed as rav.' 
materials for foreign industries without any consideration for the con- 
servation or proper utilization of the mineral wealth of the countrj'. Low 
and marginal grades of ore were dumped along with mine spoils and in 
several cases even good grades of iron and manganese ores were used 
as road metal. 

Problems of waste, fire, flood, explosions, sound mining practices 
were lost sight of during exploitation of mines. 

Mining leases were granted for any length of time and for any area in 
disregard to the capacity, technical ability or financial resources of a 
lessee or to the present or future requirements of the countiy'. The 
rates of royalty also varied from lessee to lessee. None of these condi- 
tions were conducive to scientific development of minerals in the country. 
Thus minerals which are the real wealth of a nation, and cannot be 
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replenished by human efforts, were aUowed to be radiscriminatcly 
worked and depleted. 

No attempt was made to bcneficiatc or upgrade low grade ores to 
marketable or usable standards though nature had endowed India with 
the largest reserves of iron ore of good quality in the world. It haj 
small reserves of coking coal (metallurgical quality); yet no thought was 
&ven to conserve as far as possible coking coal and use it only for 
metallurgical purposes. It was fredy used for steam raising in locos 
and in brick kilns. No serious attempt was ever made to locate fresh 
Workable deposits and assess the potentialities of known deposits of 
minerals in which there was a big gap between the production and exist- 
ing and future demands of the country. There was no restriction on 
exports of minciaU in short supply. Technical services pertaining to the 
mineral industry were ruthlessly cut down during the World Depression 
of 1930 

In short, there was no attempt to develop a self-reliant and self-sus- 
tained economy for minerals which could hold out a promise of starting 
mineral based industries, which would provide to the people a conti- 
nually riling standard of living, m6re opportunities for gainful enjploy- 
tcent and a sense of security and self-suC^iency both in peace and war. 

II. Problems and Policies since Independence 

National Mineral Policy: The foremost task for the sew Government 
of India was to have a determined National Mineral Policy and to shift 
the emphasis from the whole-sale export of high grade minerals 
to the local manufacture, where po$»bIe, of finished goods, restricting 
exports of minerals in short supply and thereby conserving them. The 
plan was to effect a greater measure of Government control to achieve 
the daired objectives. 

Mineral exploration programmes were now to be directed towards 
developing the potential mineral wealth of the country to the maximum 
extent possible, to provide the necessary mineral raw material base for 
industrializatioL and to make significant contributions to the lutional 
economy through foreign exchange savings and earnings. Thus in 
relation to this larger objective, sdentific, systematic and integrated 
programme of exploration have become of far greater consequence 
thaw a rawiom wasch Cos buried tccasuia. 

Problem of Nationalization and Public Sector Undertakings: There are 
many generally accepted arguments infavour of or against nationalization; 
but greater need and urge is felt for nationalization in undcr-devefoped 
rather than in mdustrially advanced countries. Also increasing Govern- 
ment control of private investments, particularly that of foreign capital. 
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is usually justified on account of the general cost benefit considofation, 
fixation of priorities, its effect on the country’s balance of payments, its 
control over the development of key or strategic minerals and the need 
for planned economic development, so that there, is a balanced growth of 
economy, most efficient utilization of capital resources and avoiding 
duplication or overlapping of clforts. The fear of sudden nationaliza- 
tion harnpers the growth and efficient working of the private sector, 
therefore, if the private sector has to play any part in the industrial 
activities of the nation and there is no reason why it should not helj; in 
the task of nation building, then it is necessary for the State Government 
to enunciate its policy clearly. 

Broadly the principles governing this policy are that the develop- 
ment of the minerals which cannot very well be carried out 
by the private sector for various reasons, should of course be given 
priority in the programmes of the public sector undertakings to form a 
well integrated development plan. Development of minerals of marginal 
grade which has been neglected by the private sector and development of 
minerals of strategic importance and mining projects requiring large 
investments must necessarily be taken up by public sector imdertakings. 
It is also true that policies of any State cannot remain stagnant for a long 
period; in cases where compelling circumstances necessitate nationaliza- 
tion of any particular industrial unit, the law of the land should provide 
for payment of reasonable compensation determined by impartial 
authorities. The State must also reserve its right to bring about such 
changes in the degree of control of any unit in the public interest as may 
be considered necessary from time to time. 

Regulation of Production : Regulation of production by the State through 
legislative controls is inevitable to aclucve planned economic develop- 
ment. The need for regulation of production may also arise from strate- 
gic considerations, lack of adequate known resources of particular 
minerals, need for conservation of mineral resources for future use and to 
balance output of a particular type or quality of minerals accerding to 
their consumption in certain selected industries etc. For example, in 
India, known resources of coking coal are very limited compared lo those 
of iron ore; therefore, a need has been felt to , peg the production of 
coking coal to the requirements of the existing metallurgical plants. 
Similarly, minerals of strategic importance of limited known reserves 
may be subject to production controls, all the more so when they are 
likely to be required in substantial quantities in the near future for indi- 
genous industries. 

Conservation of Mineral Resources: Mineral resources are wasting 
assets and yet modern civilization is making more and more use of 
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minerals necessitating a continuous increase in their production. There- 
fore, enforcement of conservation measures are essential not only in the 
interest of a particular nation but that of the whole world. These 
conservation mea-sures may provide for the systematic exploration, 
prospecting, mining, milling, concentration, beneficiation, etc., by scienti- 
fic and eEBdent methods, obtaining the maximum possible recovery of 
the subsidiary associated ntinerals, blending of ore, substitution of some 
high grade nunerals by other synthetic products or lower grade minerals 
for certain purposes, grant of suleidies and allowances to make fruitful 
use of the minerals in general. Although selective mining of high grade 
minerals alone, may yield spectacubriy high profits but generally it 
leads to lowering of valuable reserves and hence may not be beneficial 
from an overall national point of view. Valuable by-products, although 
economically recoverable, may not be recovered by mine owners either 
because of their inability or unwillingness to invest additional capital or 
because of the possible resultant decrease in rates of profits even though 
they may be quite just or proper. Thus to conserve the country’s 
mineral resources by elintinatioo of avoidable waste during mining, 
processing and utilization is considered absolutely essential. 

Mioeral Beneficiation and Ore Dressing: Some of the vital technical 
fields have remained unattended for a long time in India, though there 
has always been a pressing necessity of developing them. Ore dressing 
i& unquestionably one of (hem having strong beanng on the mineral 
development of the country; without proper utilization of the so-called 
low grade ores the mineral industry can never be put on a firm economic 
footing. This is especially true when we consider that hardly, if at all. 
the high grade ore could be mined as such, without at the same time, 
producing a large quantity of low grade or marginal grade of ore. In 
all foreign countries the case of progress of ore dressing has always pro- 
ceeded parallel with the mining activities. 

India has vast deposits of low grade ore lying untapped, which could 
be utifized if proper bcnificialion techniques are emplojed; and in this 
respect special attention needs (o be paid to manganese ores, coal, mica, 
thromite, ilmenite, asbestos, kyanite, and atomic minerals. 

GradtflS and Marketing: Mineral resources may be developed cither to 
meet local indieenous demands or for export with or without any treat- 
ment, concentration etc., or for both. Production of finished, or semi- 
finished products from mincra Is permits the full benefit such as employ- 
ment opportunities, dcsclopment of subs'diary industries, considerable 
enhancement of value and steady market demands etc. In an under- 
developed country like India which is on the threshold of economic and 
industrial progress, the capacity to earn foreign exchange by export of 
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finished products is small and the need to import capital goods is great. 
In order to maintain a proper balance of foreign currency earm'ngs 
and payments, this gap can only be filled by export of raw minerals 
judiciously selected for the purpose, keeping the present and future 
local needs in view. Strict quality control is essential to ensure that 
substandard minerals are not supplied either for the internal market 
thereby lowering the efficiency of production units and the quality of 
their products or for export 

Export-Import Policies: Export-import policy in minerals is deeply 
related to the foreign exchange situation and other economic conside- 
rations, mineral conservation policies, strategic considerations, and 
known resources of minerals etc., all of which are liable to change 
. from time to time. Therefore, this policy has to be formulated only 
for short periods. The main object is to encourage development of 
indigenous industries either for export promotion or for import substi- 
tution by, if necessary', protecting them from competition with import- 
ed material particularly during the initial stages or giving- them 
assistance by way of reduction in railway freight, royalties and export 
duty or cesses and payment of subsidies to become competitive in 
price and quality in any or all foreign markets. Such policies have 
been framed from time to time by the Ministry of Foreign Trade in 
consultation with the Department of Mines and Metals. 

Safety and Welfare of Workers: Both from the management as well 
as from the workers’ point of view the safety and welfare of workers is 
very important. O.M.S. (Output per man shift) in India is very low, 
hardly 0.5 and in many cases just over 0.4. It can certainly be improved 
by better mining conditions underground, better lighting, adequate 
ventilation, by providing fatigue removing implements, adequate medical 
facilities, elementary training, in principles and methods of mining, 
better wages and incentive bonus, better housing, recreation clubs, 
canteens, pit-head , baths, creches etc. 

If India has to build and develop the mining industry, there Should be 
no outside political interference or influence on miners’ unions. Such 
influence leads to proliferation of trade unions in the industry. Each 
mine should have its own labour councils manned by repersentatives 
of management and workers, where problems concerning the safety and 
welfare of workers, their wages and bonus, problems of better O.M.S 
and problems of reducing production costs should be discussed and 
solutions found for them. 

Mineral Policy: A Mineral Policy Conference was held at the beginning 
of 1947. It unanimously agreed upon the advisability of formulating 
a well co-ordinated national mineral policy to ensure planned develop- 
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meat of the mineral resources of the country and to establish a complete 
technical organization to maintain close liaison among the various 
ministries and departments of the Government of India as well as to 
advise them on all matters concerning minerals. As a result of this 
Conference, the Indian Bureau of Mmes was constituted in 1948. 

During the first two years of its life, the Bureau functioned as an 
advisory body. With the passing of the Mines and Minerals (Regula- 
tion and Development) Act, 1948. the Bureau was assigned the following 
functions: 

1. Advising the Central and State Governments on all matters relat- 
ing to the grant of mineral concessioos and on the exploration and 
utilization of the country's mineral resources. 

2. Periodic inspection of mines for effecting systematic development 
of mineral deposits, elimination of waste and promotion of improved 
methods of mining. 

3. Conducting research on the beneficiation of low grade ore and 
industrial utilization of minerals and mineral products as well as on 
mining problems in collaboration with other research organizations. 

4. Conducting analyses of ore and micerals. 

5. Collection and publication of statistics of mineral production, 
world mineral trade, foreign mining rules and other matters. 

6. Assisting the mineral trade in the marketing of minerals. 

7. Detailed prospecting of mineral deposits by means of drilling 
and exploratory mining. 

Expansion of Technical Departmenta: The Geological Survey of India 
(G.S.I.) which began With a strength of 400 in 1947 was 8,400 strong 
in 1971. The National Metallurgical Laboratory, the Fuel Research 
Institute, a chain of other national laboratories and the Atomic Energy 
Department were established in rapid succession. The Mines Depart- 
ment, now named Directorate of Mines Safely, was suitably expanded 
to deal with safety of workers in mines. 

Mioenils being the basic raw materials for industrial development, 
mining of coal and lignite, mineral oils, iron ore, manganese ore, chrome 
ore, gypsum, sulphur, gold and diamonds, mining and processing of 
copper, lead, zinc, tin, molybdenum and wolfram and minerals speci- 
fied in the Schedule to the Atomic Energy (Control of Production and 
Use) Order, 1953, nere p'aced in the category ofindustrfes whose future 
development would be the exdusive responsibility of the State under 
the Industrial Policy Resolution of 1955. 

To meet the requirements arising out of the changed conditions after 
independence several Acts ha\c been passed and rules framed thereunder. 
Some of the important Acts and Rules aret 

1. Mines and Minerals (Regulation and Development) Act, 1948, 
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substituted by Act 67 of 1957; 

(i) Mineral Concession Rules^ 1949. 

(ii) Mineral Concession Rules, I960. 

(iii) Mineral Consen-'ation & Development Rules, 1958. 

2. Mines Act. 1952; 

(i) Mines Rules, 1955. 

(ii) Mines (Posting up of Abstracts) Rules, 1954. 

(iii) Indian Coal Mines Regulation, 1957. 

(iv) Indian Metalliferous Mines Regulation, 1961. 

3. Coal Mines (Conservation and Safety) Act, 1952; 

(t) Coal Mines (Consen'ation and Safety) Roles, 1954. 

4. Coal Mines Labour Welfare Fund Act, 1947: 

(i) Coal Mines Labour Welfare Fund Rules, 1949. 

(ii) Coal Mines Labour Welfare Ofuce Establishment (Contributory 
Provident Fund) Rules, 1951. 

5. Mica Mines Labour Welfare Fund Act, 1946; 

(i) Mica Mines Labour Welfare Fund Rules, 1948, 

(ii) Mica Mines Labour Welfare Office Establishment (Contri- 
butory Provident Fund) Rules, 1950. 

6. Iron Ore Mines Labour Welfare Fund Act, I960. 

7. Iron Ore Mines Labour Welfare Cess Act, 1961. 

Mineral Development and Mineral ExploratioD: Revolutionary changes 
have taken place in the purpose, scope, tempo and nature of mineral 
exploration in India after 1947 when the country became independent. 

in the field of mineral exploration, the role of the Geological Survey of 
India relates to the preparation of basic geological maps and the regional 
investigation of mineralized districts. In addition to conventional 
geological methods, photo-geologica], geo-chemical and geo-physical 
methods are employed. Ground mapping and aerial photo^aphs in 
a number of mineralized districts such as the Zawar lead-zinc district, 
the Khetri and Dariba copper districts and the Singhbhum copper belt 
have been carried out. The geo-physical sun'eys, employing seismic, 
gravimetric, magnetic and electrical methods have been carried out to 
Icwate favourable structures for oil as well as in connection with, explora- 
tion of concealed deposits in a variety of minerals including copper, 
lead, graphite, pyrites, diamonds, etc. 

The activities of the Indian Bureau of Mines (LB.M.) which came into 
existence in .1948 are vridespread including the introduction of scientific 
methods of prospecting, e.xpIoring, mining and utilizing minerals through 
systematic and regular inspection of mines, detailed exploratory and 
proving operations to convert prospects info w'orking mines, rec^arch 
investigations in mineral benefication and mineral technology; and the 
collection, compilation and interpretation of statistical data relating to 
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all aspects of India’s mineral industiy, such as production, consumption, 
marketing, import, export, reserves, gyade, and utilization. 

A few of the important results of detailed exploratory and proving 
operations carried out by the Indian Bureau of Mines are given below : 



Mineral 

Jiesertes pro\ed 

(a) 

Coal 

4940J9 milltoa tonnes 

(b) 

Iron ore 

959.0 miUipn tonnes 

(c) 

Limestone & 
dolomite 

88.0 million tonnes 

10.2 million tonnes 

(d) 

Copper ore 

lOO million tonnes avcrase grade 
I%CU. 

(e) 

Copper-lead-zmc 

0.36 miUioa tonnes. 

Total metal content 6.24 5^ 

If) 

Pyrites 

76.2 nuUion lonnes, sulphur Content 
40% 



Indicated Rsene — 313.9 nuUioa tonnes 

(c> 

Magnesite 

12.19 million tonnes, containing abou* 


41 lo4(%map«ta. 


A separate 0(1 and Natural Oas Commission has been set up to carry 
out oil exploration on a major scale Ln the country. In addition to the 
conventional methods, the latest methods are employed by the Com* 
mission including aeroffisgaetic surveys, geo-physical surveys and photo* 
geological surveys. Notable success has already been achieved in the 
Cambay and other areas in Gujarat. 

The Department of Atomic Energy is carrying out extensive radio- 
metric surveys, both on the ground and by air, in their search for deposits 
of radio-active minerals. 

In ordei to beneSciate any given ore, it is first necessary to undertake 
systematic research on a representative sample of the ore to evolve a suit- 
able process. It has been rightly said that no two ores are identical in 
their amenabihty to beneficiation. These studies should be supplemented 
by tests on a pilot plant scale to work out the proper flow-sheet and 
collect all the relevant data which arc very necessary for designing a 
suitable beneSdation plant. 

Exploitetion of Minerals by the Stale; In order to exploit deposits of 
coal, iron ore, copper, diamonds, pyrites, proved by the Indian Bureau of 
Mines and the Geological Survey of India, the Government of India 
have set up a number ofCorporalionsinthe Pubfic sector. These are: 

1. The National Coal Development Corporation (N C.D.C.) for 
working coal. 
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2. The National Mineral Development Corporation (N.M.D.C.) for 
working minerals other than coal. 

3. The Pyrites & Chemical Development Corporation to work pyrites 
at Amjor (Bihar) and at Saladipura (Rajasthan) for sulphur. 

4. The Metal Corpoiation of India was taken over by the Government 
of India in 1965 and a new undertaking, Hindustan Zinc Ltd., was 
set up to run mines and smelters. 

5. Copper has been transferred from N.M.D.C. to Hindustan Copper. 

6. The Uranium Corporation of India is in-charge of the deposits at 
Jaduguda Mines in Bihar. 

7. The Neyveli Lignite Corporation is now owned and run by the 
State of Tamil Nadu to mine the lignite deposits at Neyveli. 

8. For trading in minerals and metals the Minerals and Metals 
Trading Corporation (M.M.T.C.) has bean established. 

A long awaited decision of the Government regarding the conserva- 
tion of fast depleting resources of coking coal as compared to vast 
reserves of high grade iron ore in the country, was announced on 
October 17, 1971, taking over 214 coking coal mines. Bharat Coking 
Coal Corporation has been formed to work these mines. Non-coking 
coal mines have also been nationalized and are now worked by the Coal 
Mining Authority. 


III. Survey of Mining Industries 

Coal: The workable coal measures of India belong to the Upper 
Palaeozoic and the Lower Tertiary. Workable coal seams are confined 
to Lower Gondwanas in the case of the former and in the case of Tertiary 
the workable seams occur in the Eocene. The Gondwana coals are of 
bituminous and sub-bituminoiis quality while the Eocene coals are 
generally lignite. In the Himalayan mountain area, however, higher 
rank coals are occasionally met with, the process of maturity having 
been accelerated by the abnormally high tectonic pressures which 
accompanied the growth of Himalayas. 

The Gondwana coal-fields are spread over Assaih, West Bengal, 
Bihar, Orissa, Madhya Pradesh, Maharashtra and Andhra Pradesh, 
while Tertiary coal-fields occur in Assam, Gujarat, Jammu and Kashmir, 
Rajasthan. Pondicherry and Tamil Nadu. 

The earlier history of Indian coal mines is- somewhat obscure; but 
the claims, that the use of coal is entirely a western fuel introduced into 
Jndia is ■uhtenable in the face of indigenous place names of localities 
like Damodar, Barakar and Kali Pahari which are still amongst the 
most important centres of coal mining. All these show that the existence 
of coal and its use. in the area was known long before Summer and Heatly 
applied for their concession in August 1 774, in Raniganj (Bengal). 
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Coal mining started ini 862 ia the Central Provinces (Madhya Pradesh), 
and in the former Rewa State in 1884. The Singareni collieries went 
into production in 1887. Coal mines in Upper Assam were opened in 
1881, while the Jharia coal-field was opened in 1893. Development 
of the Jharia coal-field was so rapid that in 1906 production exceeded 
that of the Raniganj field and India produced over 8 1 3 million tonnes 
of coal. 

In the absence of railway fadlitics, expansion of the coal industry 
was slow for many years. By 1860, the annual output of coal had 
reached only 37,750 tonnes. Mining methods were primitive and only 
the outcrop coal was worked to shallow depths. Gins were used for 
lowering and raising buckets of coal and water. Miners used picks and 
carried baskets of coal on their heads. 


Trends in use of machinery in Coal Mines: The Pulsometer type steam 
pump was perhaps the first mechanical plant used in Indian mines. A 
10 h.p. steam enpne was employed in 18S2 to rdse coal replacing 
manual labour. From 1900 onwards, simple mining machinery like 
rope haulages and pumps were introduced. In 1906 the fi«t colliery 
power station of 400 KVA (kilovolt ampere) was installed by the Bengal 
Coal Co. at Sodepur. The advent of electricity in the mines was a great 
technological stride toward? mine mechanization. In 1925 out of 810 
mines, 108 were using electric power. In 1950, out of 848 working 
mines, 345 were electrified and had Installed electric machinery of the 
order of 372,000 h.p. In 1966. 661 collieries were using electric energy 
of the aggregate horse power of 610,006. 

The use of mining machinery has steadily increased. In 1925, there 
were 125 coal-cutting machines muse, in 1950 there were 399 coal-cutting 
machines employed by 120 mines and in 1955, 151 coal mines were cutting 
coal with 527 coal-cutting machines. In I960. 199 collieries produced 
14 million tonnes of coal by machines i.e. 27% of the total output. The 
number of coal-cutting machines further rose to 738 in April 1963, and 
1,588,939 tonnes of coal was cut by them. While in 1966 the number 
of coal-cutting machines worked by clectriciiy was 951. The number 
of mechanical loaders rose from 7 in 1951 to 23 in December 1960, and 
those of coal conveyors rose from 23 in 1951 to 106 in March 1961, and 
to 162 in April 1963. In 1960, more than 481,000 tonnes of coal was con- 
veyed by coal conveyors. During 1969 more than 200 conveyors were 
in operation. Another important feature in mines in India has been 
the use of more and more of electric safety lamps in. place of mug 
baitlei. By 1966, the number of safety lamps rose to 254,853 out of 
which 240,647 were of electrical type. 
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Size of Mine and Pattern of Production: The average annual output of 
coal per mine in 1925 was 25,000 tonnes. A number of small mines 
were closed during the general depression in the thirties and the average 
output increased to 41,000 tonnes. During World War II, as the demand 
for coal shot up, many small mines sprouted again and the average 
output per mine registered a fall and was only 27,550 tonnes in 1945. 
Since 1950, there has been a steady rise in the average output per mine 
and it has increased from 36,700 tonnes in 1950 to 61,000 tonnes in 1960. 
Still only 18% of the mines produced more than 10,000 tonnes a month 
while 32% produced less than 100 tonnes a day or 2,500 tonnes a month 
and another 18% produced less than 600 tonnes of coal per month. But 
there are 40 collieries producing more than 25,000 tonnes of coal per 
month and- four of these produce more than 75,000 tonnes per month. 

A definite change in the pattern of production is noticeable, as until 
1958 only 13% of the total production came from open cast worldngs 
wliile 87% was accounted from xmderground. But there is a steady 
rise in the production from open cast worldngs due to the ppening up of 
new large-scale quarries in the public sector by N.C.D.C. During the 
next decade or so several other open cast mines will be opened by the 
public sector to meet the increased production targets. At present, 
upto 1 :3 (coal to overburden ratio) is planned for open cast workings, 
but this ratio is likely to go upto 1 :5. Thus large-scale quarrying may 
become a permanent feature in Indian coal mining. Now the N.C.D.C. 
produces over 9 million tonnes of coal annually from its open cast 
mines. They are semi or fully mechanized, employing power shovels, 
draglines and dumpers. The dragline employed at Bisrampur open 
cast mine has a bucket capacity of nearly 30 cubic metres. 

Deep shafts are also' being sunk for mining coal from deeper horizons 
and a number of coal mines will be operating at depths of nearly 186 
metres in the near future. 

Coal and Five Year Plans: Coal being classed as a schedule ‘A- mineral, 
its future development will have to be carried out by the State. The 
idea of having a master p)lan for coal mining development in India was 
prepared by the Chief Mining Engineer, Railway Board ,in 1950 showing 
the actual and potential capacities of different coal-fields and also the 
estimated requirements of the country. The estimated increased demand 
of coal during the First Plan period was of the order of only about six 
milhon tonnes, which was considered to be met with in the normal 
production capacity of the industry. 

With the Second Plan the position changed considerably as more 
, emphasis was laid on industrialization and to meet its fuel requirements 
the production of coal had to be increased from 38 million tonnes to 
60 million tormes. To achieve the required additional production of 
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22 million tonnes, within a period of five years was a stupendous task. 
The private sector as a whole could not rai» 60 million tonnes. The 
Government had to step in to open out new areas and establish new 
mines. The additional production was shared between the private 
sector and the public sector — 1Z3 million tonnes and 10.5 million 
tonnes respectively. An autonomous Government undertaking the 
National Coal Development Corporation with the eleven old 
railway collieries as its nucleus was established on October 1, 1956 to 
accomplish this task. The N.C.D.C. is now operating 52 collieries. 

Unrestricted access to under-developed coal bearing areas had to be 
given to Government and for the purpose of speeding acquisition of coal 
bearing areas, the Coal Bearing Areas (Acquisition and Development) 
Act, 1957, was enacted. 

Opening out of new mines or for e.\tending the working of easting 
mines to virgin areas require considerable data regarding the behaviour, 
attitude, geolo^cal disturbances, overburden, tluckness, strike and dip 
of the coal seams, reserves, grade and washing characteristic of coal for 
plaiuung their opening. Co-operation and assistance was taken of 
existing technical organizations, the G.S.I. and the I.B.M. The I.B.M. 
put in all its resources for detailed prospecting of Korba, Katbara, 
Bisrampur, Jhilimili, Giddi, Talchir, Ramgarh, Kargali, Bokaro and 
Satpura Gelds, and supplied N.C.D.C. all the data including the ratio of 
overburden to coal, and Goor contour. To supplement the work of the 
I.B.M. and O.S.I., the N.C.D.C. also organiz^ a prospecting section. 
During the Second Five Year Plan, the N.C.D.C. opened 11 more 
collieries and aclueved an annual producton rate of 10 million tonnes. 
Production from the 1 1 old collieries was also expanded from 2.9 million 
tonnes to 3.6 million tonnes. 

The private sector did its share and the output of coal reached 56 
million tonnes in 1961 ; the share of N.C.D.C. and Singareni collieries 
was 10.3 million tonnes. 

In the Third Five Year Plan, the tar^ of coal production was 
fixed at 97 million tonnes, the share of public sector and private being 
fixed at 37 million and 60 milUon tonnes respectively. The I.B.M., 
the N.C.D.C. and G.S.I. have continued detailed prospecting by 
drilling during the Third Five Year Plan in selected blocks in various 
coal-fields in Bihar, West Bengal, Madhya Pradesh, Maharashtra and 
Jammu and Kashmir. As a result of drilling, the I.B.M. has discovered 
a deposit of coking coal in Chano Rikba area of North Karanpura 
coal-fields and more than 58 million tonnes of reserves of coal 
have been proved. The G.S.I. has proved a thick coal seam in Singrauli 
coal-field. These new discoveries are a valuable addition to the coal 
resources of the country. The G.S.I. and N.C.D.C. are carrying out 
exploratory operation for coal in the different coal-fields of Bihar, West 
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Bengal, Madhya Pradesh, Orissa, Jammu and Kaslmiir, Assam and 
Andhra Pradesh to enable the producing orpnizations to achieve and 
sustain the production targets for coal envisaged in the Fourth Plan 
and subsequent plans. 

Reserves: Reserves of all grades of coal in seams of 1.4 metres and over 
in thickness are estimated to be of the order of 43,000 million tonnes 
within a depth of 609 metres. Inferred reserves are placed at an addi- 
tional 80,000 million tonnes. Thus the total resources of coal inclusive of 
proved, estimated and inferred are placed at 123,000 million tonnes. 
Detailed exploration has shown that the overall position of coal resources 
in the country is considerably larger. Talchir coal-field alone may 
contain coal reserves of the order of 90,000 million tonnes. 

Though in terms of quantity, coal resources appear to be large, the 
reser\'es of selected and grade I coal arc limited. This is all the more 
so in case of metallurgical coal (coking coal). India is endowed wit 
very' large reserves of high grade iron ore (above 60 % Fe.) whereas the 
reserves of coking coal suitable for metallurgical purposes have been 
assessed as 4,600 million tonnes upto a depth of 600 metres and are 
restricted to the Jharia coal-field in Bihar. 

Consequently on shortfalls in the industrial complex of the countiy 
there was a setback in the coal production programme, in the Third Five 
Year Plan. The demand for coal slackened and production in 1965- 
was a little over 70 million tonnes against a target of 97 million tonnes. 
By the end of the Fourth Five Year Plan period, the requirements o 
coking coal by the steel plants alone, was expected to be of the order 
of 23 million tonnes, and 1.2 million tonnes of blendable coal; ^ 
this quantity, another 3.6 million tonnes of coking coal was requir 
for other cokeries. This involved a considerable increase from the current 
production of about 17 million tonnes. This situation, therefore, calle 
for focussing attention on a measure of conservation of metallurgical coal 
by pegging the production of cofa'ng coal and using it only for metallurgi- 
cal purposes, scanning the country for other deposits of cokmg coal, 
investigating the possibility of producing iron and steel by usmg non- 
coking, or coals of lower coking index and washing of low grade coking 
coal to reduce the percentage of ash. 

The Government has, therefore, taken over 214 coking coal mines 
placing them under a Government undertaking named as Bharat Coking 
Coal Co. High priority has been assigned to the coking coal prograrnme 
for the future Plans. In addition to the various coking coal mines 
already in production, N.C.D.C, will contribute 2 million tonnes each 
from its two new mines, Sudamdih and Moridih. The non-coking 
coal mines have also been nationalized and placed under the 
control of the Coal Mining Authority. To achieve the target of 
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production of 97 million tonnes both the Coal Mining Authority 
and the N.C.D.C. are going ahead with their development and 
production plans. Prior to nationalization the private owned 
collieries were granted a loan of 35 million dollars by the World 
Bank for meeting their foreign exchange requirements. 

The N.C.D.C. has launched its major schemes with the assistance 
and collaboration of Poland, France, West Germany, U.S.S.R. and the 
U.S.A. The British National Coal Board is willing to develop three 
gassy mines near Bokaro for 3 to 4 lakhs tonnes of coking coal annually. 
Umrer colliery m Maharashtra and a colliery in Talchir have been opened 
by N.C.D C. for an annual production of 1 million tonnes of coal each. 

Collieries m Satpura basin near BetuI have been developed to supply 
coal for a super thermal power station neat Ghora Dongri m Betul 
district. 

The output of coal during 1970 was 72.51 million tonnes as against 
74.21 million tonnes in 1969. 

The requirements of coal in 1974.75 have been estimated at 95 
million tonnes comprising 26 xmllion tonnes of coking coal and 69 
million tonnes of noa<okiag and btendable coal. 

Washing of Coal: Good quality coking coab have been largely exhausted 
in the Jharia fields and the poorer quahty of coals with high percentage 
of ash have to take their place. Tberefore, washing of such coals has 
become a necessity. Four washeries in the private sector at Lodhna, 
West Bokaro, Jamadoba and Nowrozabad and five coal washeries in 
public sector at Kargali, Bogda, Patherdih, Bhojudih and Durgapur 
have been completed and two more new washeries at Kathara and 
Bburkunda will be set up in the public sector. The existing washing 
capacity and that of the new plant is estimated to be 13.7 million tonnes 
of clean coal. 

The problems facing the washeries in India arc the distribution of 
ash in the segregation form in the coaly matter and the disposal of middl- 
ings. Unless power stations using middlings are set up near the 
washeries to improve the economics of clean coal, the cost of washing 
may become prohibitive when the percentage of clean coal is low in 
many cases. Again, the capital cost in setting up washeries to meet the 
entire requirements of coal for the steel plants may run into staggering 
sum of money in terms of foreign exchange unless the entire plant is 
designed and mannfactured indigenously. 

Lignite: Deposits of lignite at Palana in Rajasthan have been worked 
for several years now and the Ugmlc is in use In the thermal station at 
Bikaner. The reserves are of the order of 22 million tonnes. 

The Indian Bureau of Mines has completed detailed proving opera- 
tions at Nichahoma In Jammu and Kashmir, and there is a scheme to 
exploit this deposit. 
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Ney\'eli lignite deposits in the South Arcot district of Tamil Nadu 
are the largest so far discovered. Exploration has revealed reserves of 
about 2,000 million tonnes of lignite over an area of 259 sq. km. A 
seam of lignite varying in the thickness from 0 metre to 27 metres occurs 
at depths of 54 to 75 metres. Under the lignite bed there is an artesian 
aquifer exerting a pressure of 6 to 8 tonnes per square foot (0.09 sq. m.). 
A pilot quarry 183 x 183 metres was excavated during 1953-54 and a 
pumping test was conducted which has revealed that, to control this 
pressure it would be necessary to pump out 2,05,000 litres of water 
per minute. 

An integrated Lignite Project comprising the open cast mines, thermal 
power stations of 250 MW to be expanded to 400 MW, a Briquetting 
and Carbonization Plant with a capacity to produce 380,000 tonnes of 
carbonized briquettes per annum, besides a number of by-products like 
chardust, middle oil, phenols and kerosene, etc., a fertilizer plant with 
capacity to produce 152,000 tonnes of urea fertilizer, using about 0.5 
milh'on tonnes of Ugnite and a clay washing plant has been planned. 
Regular mim'ng of lignite has been started, overburden is stripped by 
conventional earth moving machinery consisting of a shovel and loaders 
and specialized machinery consisting of bucket-wheel excavators and 
slewable spreaders. Two of the bucket-wheel excavators have bucket 
capacity of 350 litres; while the other two have bucket capacity of 
700 litres. The output of 350 litres bucket -wheel excavators is 611.6 
cubic metres of o\'erburden per hour and that of 700 litres bucket- 
wheel excavators is 1529 cubic metres per hour. The disposal of burden 
from the mine to the spoil heap is done by belt conveyors and bottom 
dumpers, and the material is distributed on the spoil heap by slewable 
spreaders. For excavation of ligm’te alone, bucket-wheel excavators 
and belt conveyors are used. The mine is planned for an output of 
3.5 milhon tonnes of lignite per annum (about 13,000 tonnes per day) 
which is expected to be raised to 4.8 million toimes per annum when 
the thermal power station is expanded to produce 400 MW. 

The output of h'gm'te in 1963 from Neyveli was 987,174 tonnes, as 
against 174,805 tonnes in 1962, which rose to 2.56 million tonnes by 1966. 
The production in 1970 was 3.5 million tonnes. The entire quantity 
was from Ne}'veli open cast mine using bucket-wheel excavators. The 
production of lignite is expected to be enhanced to 6 million tonnes 
to meet the requirements of the increased capacity of the power station 
from 400 MW to 600 MW. 

Iron Ore; The manufacture of iron from its ore in India can be traced 
to pre-historic times. It had markets in the Middle East, Egypt and 
East Africa even before the Christian era. The famous Damascus 
swords of medieval age were manufactured from the steel imported 
from India. It is known that at the time of Alexander’s invasion (326 
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B.C.). Indians were as familiar with use of iron and steel in the battle 
field as the Greeks themselves. 

The famous movgbt iron pillar at Mehrauli near Delhi bearing an 
inscription in Sanskrit of king Chandra (identified with, Chandra 
Gupta II, 5th cen. A.D.) has stood the weathering effect for centuries 
without showing any sign of rust or corrosion. It testifies to the high 
quality of wrought iron produced in this country. 

Until the close of the 18th century the indigenous iron industry 
flourished throughout India except in the alluvial plains. Iron was 
manufactured in local iron smdting furnaces, built of sun-dried bricks 
plastered with a mixture of earth and cowdung. The capacity of such 
a furnace in Ahvar (Rajasthan) was 250 kg. of iron ore and 210 kg. of 
charcoal. The yield of iron from one charge varied from 120 to 130 kg. 
Cadell wrote in 1873 that there were thirty such iron smelting furnaces 
at work in former Alwar State and they produced nearly 540 tonnes of 
iron per year. The indigenous industry could not compete with 
imported iron and steel and eventually died. 

Modem Trends: The production of iron on a large scale could not be 
attained till the beginning of this ceniur>', though numerous attempts were 
made to graft European methods on the local process and to smelt iron 
ores. The establishment of the Tata Iron & Steel Co. Ltd. (T.I.S. CO.) 
and the commissioning of the blast furnaces in 1911 and 1912 at Jamshed* 
pur, the inauguration of the Indian Iron & Steel Co. (I.I.S. CO.) furnaces 
at Btimpuf near Asansol in 1922, (he completion of the then Mysore 
Government scheme of manufacturing iron by charcoal at Bbadravati in 
1933, and the amalgamation of the Bengal Iron Co. Ltd., with works 
at Kulti near Asansol and the Indian Iron & Steel Co. in 1936, are 
important landmarks in the history of iron and steel production in India. 

These units, however, did not expand appreciably till independence 
and the formulation of Five-Year Plans. Apart from the moderniza- 
tion and expansion of the existing steel plants, and doubling of their 
capacities, t^ee new steel plants at Rourkela. Bhilai and Durgapur were 
set up in the pubhc sector during Second Plan period. Another steel 
plant has been constructed at Bokaio in addition to the expansion of the 
existing public sector units. A capacity target of 10.2 million tonnes of 
mild steel ingots, 1.5 million tonnes of pig iron and 20,000 tennes of 
alloy tool and special steel has been fixed. The requirement for iron ore 
for the above production targets will bo of the order of 20 million tonnes. 
The output of iron ore was 13.36 million tonnes and 14.92 million tonnes 
in 1962 and 1963 respectively. Although the Bokaro Steel Plant which 
was programmed to go into commission during the Third Five Year Plan 
could not materialize, and the target production of 10.2 million tonnes of 
steel ingots could not be achieved, yet the production of iron ore reached 
a figure of 20.065 million tonnes; Goa produced 6.718 million tonnes of 
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iron ore. It is expected that by the end of 1975, the domestic demand for 
finished steel and pig iron will be of the order of 8 million tonnes and 
2 million tonnes respectively. It has, therefore, been programmed to 
step up the production of Bhilai steel plant from 2.5 million tonnes to 3.2 
million tonnes and complets the first stage of Bokaro for an output of 
1.7 million tonnes. In the private sector I.I.S.C.O. is expected to 
increase its production from 1.0 million tonnes to 1.3 million tonnes. 
Exports have been envisaged at a level of 1 million tonnes of finished 
steel and 1.5 million tonnes of pig iron. On the basis of this expansion 
programme, the capacity of 12 million tonnes of ingot will be reached. 
Resources of Iron Ore: The world resources of iron ore are estimated at 
about 83,000 million tonnes. Actually the resources may be higher in 
view of the fact that data for U.S.S.R. are meagre, and no substantial 
work for the estimation of reser\’es has been done in the under-developed 
countries. 

The reserves of iron ore in India are estimated at 21,000 million tonnes 
and it falls under three categories — hematite, magnetite and limonite. 
Detailed exploration undertaken during the Second Plan period on a 
few deposits has revealed that earlier estimates have been highly con- 
servative. In view of this, the reserve figures indicated above may shoot 
up, if detailed exploration is carried out of the deposits for reliable 
assessment. 

Extensive deposits of hematite ore occur in the Singhbhum district of 
Bihar; Keonjhar, Mayurbhanj and Sundergarh districts of Orissa; Drug, 
Bastar and Jabalpur districts of Madhya Pradesh; Ramagiri and Chanda 
districts of Maharashtra; Hyderabad and Kurnool districts of Andhra 
Pradesh; Jaipur, Jhunjhunu and Sikar districts of Rajasthan; Mysore, 
Bellary and Dharwar districts of Karnataka and Mohindergarh district 
of Haryana. 

The Indian ores are generally of high grade containing more than 60 
per cent iron. The ores of Singhbhum-Keonjhar-Bonai area and Bailadila 
and Rawghat areas are mostly of very high grade containing on an average, 
more than 65 per cent' iron. Redi and Shimoga-Chitaldrug— Tumkur areas, 
though contain some high grade ore, the proportion of low grade ore is 
more. Dharwar and Narnaul (Haryana) produce ores of still poorer 
quality, iron content being 45 to 60 per cent. The poorest ore is from 
Tamil Nadu (Salem) containing 35 to 45 per cent iron contents. The 
ora of Rajasthan contains high percentage of iron but it also contains 
certain proportion of magnetite. The percentage of phosphorus is usually 
less than 0.77 per cent in most of the areas, though in some cases it goes 
upto 0.1 per cent or even more. The ores of Haryana (Narnaul) especially 
contain higher percentage of phosphorous going upto 0.43 ' sometimes. 

The Indian ores are also usually low in sulphur content, being less 
than 0.03 per cent, though in a few cases it goes upto 0.05 per cent. Only 
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certaio ores of Karnataka and Haryana contain sulphur upto 0.24 per 
cent. Similarly, silica percentage is usually within 4 per cent, being less 
than 1.5 per cent in Bihar-Orissa ores. Silica is lugher in the Dharwar 
and Bellary regions of Karnataka and the Narnaul region of Haryana. 

Important magnetite deposits have been located in the Guntur and 
NcUorc districts of Andhra Pradesh; Salem and Tiruchirappalh districts 
of Tamil Nadu; Mandi district of Himachal Pradesh; Sfumoga, Hasan 
and Bangalore districts of Karnataka and Phlamau district of Bihar. 
Of all the magnetite deposits in the country, the Palamau deposits of 
Bihar are of high grade. 

There arc good deposits of tilaniferous magnetite containing appre- 
ciable amount of vanadium m Karnataka, Tamil Nadu, and parts of 
Singhbhum district of Bihar and Mayurbhanj district of Orissa. The 
presence of titanium renders the ore ui^t for normal steel making except 
for making special types of titanium steel. Limonite or spathic iron ores 
are found in the barren measures of lower Gondawana in West Bengal. 

Nature has endowed India with the richest deposits of iron ore, pro- 
duction of which has risen from 3.6 million tonnes in 1951 to 4.8 million 
tonnes in 1956, 10.6 million tonnes in I960, 28.6 million tonnes in 
1969, and to 30.78 million tonnes in 1970. The increase has been due to 
heavy internal and external demands. Commensurate with the anti- 
cipated tempo of industrial development and export trade, the production 
of 54 million tonnes of iron ore is envisaged to increase to 54 million 
tonnes, out of which, 22 million tonnes will meet domestic demands and 
the rest will be exported. 

Export Trade: The export of iron ore has received considerable impetus 
during the last decade. The export of ore which was only 197,005 tonnes 
in 1951 increased to 1.98 million tonnes in 1956, to 3.2 million tonnes 
valued at 17 crores of rupees in 1960, 3,390.000 tonnes in 1962 and 
7,914,000 tonnes in 1963 (including exports fiom Goa since April 1963) 
valued at Rs. 31.5 crores. 15 million tonnes valued at Rs. 87.5 
crores in 1969 and 21.23 million tonnes in 1970 and thereby earned 
foreign exchange amounting to Rs. 1 18.72 crores. 

Japan, the East European and the West European countries are 
having ambitious programmes of steel expansion. They are turning 
to India for the supply of ore- The export trade of iron ore is 
handled 6y M.M.T.C. 

Development Trends: To meet the increased external and internal 
demands, the general development trend is to establish large mines and 
to mechanic them. 

The National Mineral Development Corporation has developed an 
open cast mine at Kiriburu, where the Indian Bureau of Mines had 
proved iron ore reserves, for annual production of two million tonnes 
of iron ore for export to Japan through the Visakhapatnam port. This 
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mine has been mechanized right from the mine face to the rail-head 
loading point. The Table below shows the pattern of development 
and mine mechanization in some of important iron ore mines. 


Name of Mine 

Location 

Owner 

Remarks 

Noamundi 

Bihar 

T.I.S.CO. 

At present 50% of the production 
is realized from mechanized mining. 
This mine svill give 6,000 tonnes of 
production per day after complete 
mechanization. This mine has 
been further developed for an 
annual production of 2 million 
tonnes. 

Rajhara 

Madhya 

Pradesh 

Hindustan 

Steel Ltd. 

The mine is being completely 
mechanized to produce 7,000 
tonnes ore per day. 

Kemmangundi 

Karnataka 

Mysore Iron & 
Steel Works 

Feeding Mysore Iron and Steel 
Works. 

Barsus 

Orissa 

Hindustan 

Steel Ltd. 

Being mechanized to produce 3 
million tonnes of iron ore for 
Rourkela Steel Plant. 

Kiriburu 

Orissa 

N.M.D.C. 

This mine will produce nearly 2 
million tonnes of ore for export 
to Japan. 

Bolani 

Orissa 

Bolani Iron 

Ore Pvt. Ltd. 

Will be meeting the requirements of 
Durgapur Steel Plant. 

Bailadila 

Madhya 

Pradesh 

N.M.D.C. 

Planned to produce 4 to 6 million 
tonnes of ore for export to Japan 
from 1966. The mine will be fully 
mechanized. 


The supply of iron ore to Japan from Kiriburu at the rate of 2 million 
tonnes per annum started from 1966. It is proposed to increase the 
current capacity of 2 million tonnes to a level of 4.5 million tonnes during 
the Fourth Plan. The prospecting of deposits No. 10, 5 and 14 at Bailadila 
has been completed and a project report to mine 4 million tonnes from 
this area has been prepared by N.M.D.C. The Bailadila project has 
commenced supplying ore to Japan. The Kiriburu ore will conse- 
quently be diverted to the Bokaro plant after its construction. The 
export commitment of Kiriburu will then be transferred to Bailadila. 
The N.M.D.C. is expected to contribute about 14 million tonnes out of 
the target of 51 million toimes of iron ore for the Fourth Plan period. 
The Mysore Board of Mineral Development proposes to raise about a 
million tonne of ore from the Bellary-Hospet area for export through 
Mangalore port. The incidence of a good quantity of high and low 
grade ores in that area provides prospects of even exporting low grade 
ore in which some of the European countries are interested. 

Beneficiation Trends: In iron ore mining, about 30 per cent of total produc- 
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tion may go as rejects. This means that on an average about 10 million 
tonnes of iron ore fines would be produced every year, for mining 32 
million tonnes of iron ore. This calls for the beneficiation of iron ore 
rejects by pelletizing, modulizing and sintering. Apart from this aspect, 
the high limit of 65% iron in the specifications, imposed by the foreign 
markets, necessitates beneficiation of iron ore to a certain extent. The 
common impurities in iron ore are silica and alumina which have to be 
eliminated to meet the blast furnace requirements. The Tata Iron and 
Steel Co. has installed a washing plant at Noamundi in Bihar to reduce 
the alumina content. The Company has also installed a sintering plant 
for treating iron ore fines. The siuiered products would be more uni- 
form as regards the composition and size. More sintering plants will 
come into being when the increased mining of iron ore begins. Hindu- 
stan Steel has already set up sintering plants at Rourkela and Bhilai. 
Almost all the steel plants in India have sintering plants. Their total 
capacity is about 5 mtUion tonnes. There is only one pelletization plant 
in the country located in Goa with a capacity of 0.6 million tonnes. 

T.I.S.CO. is setting up a pelletization plant at Noamundi with one 
million tonne capacity to start with; it vdll utilize iron ore fines and 
blue dust produced at Noamundi mine. 

IV. Petroleum In India 

During the present jet and supersonic age the importance of petroleum 
to a country cannot be over emphasized. It is indispensable to meet the 

■ ' — •* f'jt defence equipment. India 

of oil although the search 
IS in most of the advanced 
countries. The first bore hole drilled for oil in India was in November 
1866, by a Calcutta firm at Nohar Pung near Burhi Dhiog rh'er in 
Upper Assam; but it was not until 1889 when Mr. WilL'e Leova Lake 
struck oil at depth of 201.68 metres in his very first hole at Makum near 
Margherita. By 1899, 14 wells were drilled north of Makum in the 
Digboi area which led to the formation of the Assam Oil Co (A.O.C.) 
This company mainCained its existence foroser 20 sears during which 
80 wells ran^Dg in depth to 609.6 metres were drilled. In January 
1921, the Burmah Oil Company took oserthe management of the A.O.C 
providing it much needed financial assbtance, technical know-how 
and refining facilities. In about ten years, production was raised from 
70,000 litres a day to 9,00,000 litres. A total of 998 wells had been drilled 
upto the cad of 1962, out of which 400 wells are still producing. The 
deepest well in this field is No. 898 which has gone down to 2,786 
metres. The Digboi oil-field is showing signs of exhaustion and 
there is no further exploration. 
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Since 1906, this field has produced nearly 10 million tonnes of crude 
oil; the production during 1962 was 182,667 tonnes. Till 1954, the 
Assam Oil Co. was the only concern in India producing oil. With the 
separation of Burma from India in 1937, India’s deficiency in petroleum 
became apparent and following the partition in 1947. the oil-fields of 
Potwar went to Pakistan. India was left with the aging Digboi oil- 
fields whose reserves were gradually depleting. 

Origin of Petroleum: It is generally accepted that the formation of oil 
has taken place due to decay of low forms of animals and plants in the 
marine sedimentary formations especially clay or mud. Sediments of 
recent ages viz., teritiary formations are considered more favourable for 
preservation of petroleum than other older sediments which are more 
tectonically disturbed and have gone under several geological strains and 
stresses. 

The water, oil or gas accumulated in clayey beds during the course of 
compression have moved upward into the porous rocks such as sand- 
stone, limestone, etc., which are called reservoir rocks. In the reservoir 
rocks, the oil or gas tends to move upward till some obstruction is met 
due to some change in lithology or faulting. Anticlinal folds or domes 
are the most suitable homes for oil accumulation. Within these re- 
servoirs, accumulation is governed by the buoyancy of the fluids, the 
lighter ones moving upward, the heavier ones gravitating to the lower 
levels. Thus, generally in all oil wells, water is found at the bottom, 
oil in the middle, and gas at the top. 

In India, nearly 10,36,000 sq. km. are covered by marine sediments 
of recent origin besides off-shore coastal tracts which can be called the 
potential home of petroleum. Tliis has to be proved by intensive 
geological, geophysical surveys and by wild cat drilling. The recent 
surveys have shown that suitable oil reservoirs exist at a depth of over 
3,000 m. in the Assam valley. To find oil at such great depths requires 
a great deal of surface work in deciphering the geological structures 
suitable for accumulation of oil. 

Setting up of Oil and Natural Gas Commission: A delegation headed by 
the then Minister for Mines and Fuel, K. D. Malviya, visited in 1955, oil 
fields in the U.S.S.R., Netherlands and Rumania to study the organiza^ 
tional methods and techniques in oil exploration, exploitation and oil refin- 
ing. Oil industry being capital intensive, its operations are complicated - 
and in this respect it is different from a normal industrial orgam'zation in 
India or abroad. It was with tins background and also with a view to 
intensifying the search for mineral oil, that the delegation recommended 
to the Government of India the establishment of a separate commission 
for exploration of oil in India. A separate department for the explora- 
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tion of oil and natural gas was established in 1955, with headquarters at 
Dehradun. In 1958, it became a Commission and then an autonomous 
body. 

Discoery of Oil in Gnjarat: Three oil structures have been discovered 
by the Commission in the Lunej (Cambay) area, Hazat (Ankleshwar) 
and Sertha (Kalol) in 1958, 1959 and 1961 respectively. 

Tlie Lunej structure initially located by geophysical iavestigatioos 
in Cambay is approximately 20.7 sq. km. m extent. The first site 
for drilling was selected in the south-western area. After necessary 
preparations drilling operations started in 1955 with a Russian Ural- 
mash — 3D turbo drill. The well was drilled to a depth of 2,191 metres 
in 91 days. In the course of drilling, several horizons of oil and gas 
sands were encountered at varying depths, between 1,310 and 1,710 
metres. The oil was accompanied by gas under high pressure. In 
the second well which was drilled about one and a half kilometre to the 
east, the presence of oil and gas was confined in various horizons at and 
below 1,500 metres. The seismic work has shown that the total area 
of the Cambay field, is about 53 sq. km. 

Attention was next directed to a larger structure covering more than 
32 sq. kra. near a gas show nearly 134 kilometres south of Cambay at 
Ankleshwar. The first well was spudded in 1959 and drilled to a depth 
of 1,960 metres. Oil and gas shows were observed in May during pro- 
duction testing. 

In 1960, survey was begun of the Kalol area, some 24 km. north of 
Alunadabad. Kalol well No. I was drilled by an Indian team assisted 
by Soviet experts. The well reached a dqjth of 1,800 metres. A per- 
foration test was carried out In June 1961, and oil flowed freely from 
the well. 

The total number of deep wells drilled till the end of 1962 in Gujarat 
is given below: 


Area 

Oi7 

Cas 

Dry 

On 

test 

C«m- 

pleted 

Under 

DrUluig 

Total 

Metres 

Drilled 

(i) Ahroadabad 

3 


__ 

2 

3 

1 

€ 


a) KaJol 

b) Sanaad 

_ 

_ 


t 

J 


1 

1.8SO 

c) Wavel 

— 

— 

— 

2 

2 

— 

2 

3.847 

(2) Ankleshwar 
(iscludioa 

Kosamba). 


— 





59 

80522 

(3) Cambay 

3 

14 

9 

« 

32 

— 

32 

66401 

(4) Olpad 

— 

— 

— 

1 

I 

— 

t 

2.054 


Gujant 

56 

14 

13 

14 

95 

4 

101 

164092 


The Oil and Natural Gas Commission (O.N.G.C.) has drilled 200 wells in 
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Ankleshwar oil-field upto 1969; of these 170 are oil producing, 12 gas 
producing and the rest are dry. 

Firm estimates of oil reserves in the oil-fields of Gujarat which have 
been drilled by O.N.G.C. have now been made upto the end of 1966. 
The estimated reserves in the three fields arc 68.80 million tonnes which 
are sufficient to feed a 3-million tonne refinery set up at Koyali near 
Baroda. The reserv'es of natural gas are estimated at 67.25 thousand 
million cubic metres. 

The commercial production of oil from the Ankleshwar field started in 
1962 and has now attained an annual rate of production of 7,30,000 
tonnes. The crude goes by rail to the Bombay refineries, but when the 
Koyali refinerj' is completed, it is expected to raise the production to 
2 million tonnes to feed that refinery. The production was stepped up 
to 9,500 tonnes per day in 1968-69 and to 10,000 tonnes per day in 
1969-70. 

By the end of March 1970, the Commission had produced and des- 
patched a total of 15.13 million tonnes of crude oil from the oil-field of 
Gujarat. Of this 4.9 million tonnes were supplied to Burmah Shell and 
Esso Refineries in Bombay and 10.23 million tonnes were supplied to 
Indian Oil Corporation (I.O.C.) Refinery at Koyali in Gujarat. The 
Commission at present supplies the entire demand of crude oil of 
Koyali Refinery in Gujarat. The Commission during 1969-70 produced 
and sold 3.64 million tonnes of crude, 3.45 million tonnes from 
Gujarat and 0.19 million tonnes from its fields in Assam, and sold also 
333.1 million cubic metres of gas, valued at Rs. 38.58 crores as against 
34.80 crores in the previous year. 

Exploration for Oil by O.N.G.C. : Detailed deep drilling exploration had 
been started in 1958 in several areas in Punjab viz. Adampur, Hoshiar- 
pur, Janauri and Jawalamukhi. Oil has not so far been struck in any 
well; only gas came out from one well; 

Further exploratory drilling in Punjab is in progress. The O.N.G.C. 
has entered into an agreement with the French Petroleum Institute for 
oil exploration in the Jaisalmer area of Rajasthan. 

Besides these, detailed geological and geophysical surveys are being 
carried out in the Kaveri basin in Tamil Nadu, Uttar Pradesh., Bihar, 
Punjab, West Bengal, etc. 

During the Third Plan, about Rs. 202 crores were provided for oil 
exploration and development by the Oil and Natural Gas Commission; 
greater emphasis was laid on oil exploration and production. 

The O.N.G.C. organized,, on an average, 14 geological parties, 11 
gravity cum magnetic parties and 20 seismic parties and 8 electro- 
loging parties to intensify their search for oil in area where sedimentary 
rocks are suspected to occur below the surface. Extensive geological 
mapping, line-traversing and reconnaissance were carried out in alluvial 
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areas of Jammu and Kashmir, Puojab, Himachal Pradesh, Uttar Pradesh, 
West Bengal, Assam, Orissa, Madhya Pradesh, Rajasthan, Gujarat, 
Tamil Nadu and the Andaman Islands. 

Gravity and magnetic work was carried in almost all the alluvial 
regions of the country where sedimentary were suspected to be covered 
with soil. Several thousand Gravity and Magnetic (G.M.) stations 
were measured. 

Seismic work was carried out in Andhra Pradesh, Assam, Bihar, 
Gujarat, Rajasthan, Uttar Pradesh., West Benpl, Tamil Nadu and 
Jammu and Kashmir. One seismic parly operated in the area of 
Gujarat. Exploratory and deep drilling was caried out where structures 
were found favourable for oil. By the end of 1966, the O.N.G.C. had 
completed 458 oil wells of which 237 were oil bearing, 40 gas bearing, 
94 dry, 18 water injection wells and 69 were under test. 

Out of 458 wells, 392 were drilled m Gujarat, 47 in Assam (Rudra- 
sagar area), 7 in Punjab, 3 in Uttar Pradesh., 2 in Bihar, 4 in Rajasthan 
and 3 in Pondicherry. 

During the Third Plan O.N.G.C. estimated the reserves of oil in 
Gujarat and their area in Assam. 

Discovery of Oil at Rudrasagar and Slbsagar, Assam : Exploratory drilling 
operation was started at Rudrasagar and Sibsagar in 1961 where a 
favourable structure had earlier been established by Seismic Survey. 
Oil flowed freely from the first well. Out of five wells drilled, four at 
Rudrasagar encountered oil, while one near Sibsagar was dry. The 
production from this oil-field started in 1966 when 0.02 million tonnes 
of crude was produced. The O.N.G.C. produced 0.15 million tonnes 
of crude oil in 1968*69 and 0.19 million tonnes in 1969-70. The crude 
produced from this field was supplied to Gaubati and Barauni Refineries 
of I.O.C. 

Exploration of Oil in West Bengal — Indo-Stanvac Petroleum Proj'ect; 
After an aeromagnetic and grounds survey by the Standard-Vacuum 
'Oil Company, in collaboration vrith the Government of India, a 
drilling programme was initiated in 1953. After drilling ten test wells 
(all dry) the project was abandoned. 

Discovery of Nahorkatija Ficld-Blrlb of Oil India Ltd: The geophysical 
work in upper Assam was undertaken by the Assam Oil Company as 
early as 1925. Seismic work was carried out later, which confirmed that 
Barail rocks at a depth of about 3,048 metres from which oil is supposed 
to have migrated into higher Tipam sands in Digboi are also oil bearing 
in Nahorkatiya and Hugrijan areas. Drilling followed and the first 
oil producing well was completed in 1953. Oil was found in several 
sand beds between 2,865 to 3,108 metres. At Moram, about 32 km. 
further west of Nahorkatiya, the first test well was successfully completed 
in 1956 and the existence of oil was proved in the same rock formations. 
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Further extensive drilling in the Nahorkatiya-Hugrijan area where 30 
wells were completed by the end of 1957, proved this potential oil-field. 

The discovery led to the formation of Oil India Limited (a rupee 
company) in 1958, on a 50-50 partnership basis between the Govern- 
ment of India and the Assam Oil Company. Taking into consideration 
the development of the oil-fields, Oil India Limited was entrusted with 
the job of constructing 1,160 km. long pipeline for carrying crude from 
those fields to public sector refineries located at Noonmati in Assam and 
Barauni in Bihar. 

Oil India has also acquired the rights to explore an area of 4,947 sq. 
km. in the north-east of Assam. Till March 1968, Oil India had 
completed 160 wells in the Nahorkatiya and Moram areas out of which 
106 were oil bearing, 8 gas bearing and 16 had proved dry while 
the rest were awaiting further testing. 

Laying of the Pipe Line: The problem of transporting crude oil to a 
distance of 403 km. from Nahorkatiya to the Noonmati refinery in 
Gauhati, Assam and to the Barauni refinery in Monghyr» Bihar, a dis- 
tance of 1,160 km. from Nahorkatiya, crossing many rivers on the way, 
was completed in February 1962. Crude is supplied to Digboi and the 
Noonmati refinery, and it will feed the Barauni refinery when it goes 
into operation. The production will, then, be stepped up to 3 million 
tonnes of crude a year. 

Refineries: There are in all five refineries in production at present, out 
of which four (2 in Bombay and one each in Vishakhapatnam and 
Digboi) are in private sector. The fifth refinery at Noonmati in Assam, 
is the first one in the public sector. The sixth refinery at Barauni on 
the northern bank of the Ganga in Bihar will go into production shortly. 
The Government of India has constituted a separate organization ‘Indian 
Refineries’ to run these public sector refineries. Another refinery is 
coming up at Koyali in Gujarat; but this is likely to be looked after by 
the O.N.G.C. The refinery at Noonmati has been constmcted by 
the Rumanian Government and the Barauni and Koyali plants are being 
put up with Russian assistance. The three public sector refineries will 
have a total capacity of 4.5 million tonnes which will be expanded to 7 
million tonnes, Gauhati to one million and Barauni and Koyali to 
3 million tonnes each. 

The Government of India in May 1963, concluded an agreement with 
the Phillips Petroleum Company of America to set up a refinery in Cochin 
with a capacity of 2.5 million tonnes. The plant is likely to cost Rs. 35 
crores. It will be jointly owned by the Government of India and 
Phillips Co. It will be located at Ambalamukal on the eastern bank 
of Chitrapurha river, 16 km. from Cochin port. 

Details of the refineries with their present and envisaged capacities are 
tabulated on next page: 



tllNING 


435 


Company 

Location 

Cost 

Jts. 

(emres) 

Year 

of 

Estt. 

Capacity in 
million tonnes 
diving 1962 

Envisaged 

expansion 

capacity 

Assam Oil 
Company 

Digboi 

NA 

I90i 

6.45 


Burmah-Shell 

Bombay 

26 

1955 

3.50 

3.73 

ESSO 

Bombay 

17 

I9S4 

2.40 

2.50 

Caltex 

Vishakhapatnam 

IS 

J9S7 

1.05 

— 

Indian Refinery 

Noonmati 

17.7 

1962 

0.75 

1.23 


Barauni 

40 

1961 

2.00 

300 

O.N.G.C. 

Koyali 

30 

1964—65 2.00 

3.00 

Phillips 

Cochm 

3S 

1965—66 2.50 

— 


All public sector refineries are to meet the supply of crude oil from the 
newly opened oil-fields in Assam and Gujarat. 

The Government of India have set up another agency, Indian Oil Ltd., 
for distribution of petrol and pciroleuio products produced from re- 
fineries in the public sector and also to import and market deficit kerosene 
and middle distillates. This company was formed in 1959, with an 
authorized capital of R$. 12 crores. It has already entered into a con- 
tract with an export organization of the U.S.S.R. for the import of 1.9 
million tonnes of products mainly kerosene and high speed diesel. 

Oil in India’s Economy: The per capita consumption of petroleum in India 
during 1962 worked out to 18 litres per annum, as against 3,000 litres 
in. U.S.A., 730 litres in U.K. and 238 litres in Japan. The production 
from indigenous sources (Digboi, Nahorkatiya, Anklcshwar) contributed 
only 13 per cent to the total requirements in the cotmtry during 1962. 
H>en on the basis of 100 litres per cajMta consumption, 50 million tonnes 
crude oil per annum will have to be produced. It is essential, therefore, 
to intensU'y exploration in a cumber of potential areas to meet the 
widening shortage. At present India is importbg the bulk of her 
petroleum and petroleum products. The potentialities of newly dis- 
covered fields so far known are capable of producing about 6 to 7 
million tonnes annually which is hardly sufficient to meet even the 
40 per cent of her total requiremeats. Recently oil has been struck 
during off-shore drilling at Bombay High, The indications are'promisiag 
although it is too early to preset its potentialities. 

Other Oil Possibilities in India: It is now well established that marine 
sediments of Eocene to Upper Miocene age arc the source rock of 
petroleum. In the newly discovered fields in the Gulf of Cambay, 
Anklcshwar and Kalol, the oil bearing beds are of Eocene age. 

There seem to be two distinct possibilities of oil belts in India, the 
one running from the Potwar Plateau (Attock oil-fields) through Punjab, 
Uttar Pradesh, Bihar, Bengal, Assam and veering round to Burma, and 
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the Other belt from the Sui Oil Gas belt (in Pakistan) through the Gulf 
of Kutch to the Gulf of Cambay. As a matter of fact, almost all the 
areas in the western and eastern coasts where marine transgression has 
taken place in post Cretaceous age should be searched for petroleum. 
Such areas are north of Goa on the West Coast, Kerala, Tiruchirappalli 
and Thanjavur in Cauvery basin in Tamil Nadu, the Pondicherry area, 
the Godavari delta in Andlira Pradesh and the Orissa coast and 
the Andaman and Nicobar Islands. 

Recently, a geophysical survey conducted in North Bihar with West 
German collaboration has revealed interesting results, which are now to 
be confirmed by deep drilling. The entire area consisting of Jaisahner, 
Bikaner and Ganganagar in Rajasthan, areas between the Sutlej and Beas 
rivers in the Punjab and the foot-hills of the Himalayas in Uttar Pradesh, 
Bihar and the alluvial basin of West Bengal deserve thorough investiga- 
tion. The O.N.G.C. has entered into an agreement with the French 
Petroleum Institute for oil exploration in the Jaisahner area. 

An institute of Petroleum Technology has been estabh'shed in Dehra 
Dun, which will help solving many problems concerning oil 
technology. 


V. Otlier Minerals 

Antimony: A few occurrences of stibnite (Antimony Sulphide) are 
known and the most important one is that of Bara Shigri glacier 
in Lahaul area, Himachal Pradesh. The deposit rvas leased to 
a private party at one time. The G.S.I. carried out investigations for 
stibnite (antimony ore) by detailed mapping and drilling in 
Chamboli district of Uttar Pradesh. They drilled 111.78 metres and 
collected 9,682 tonnes of stellerite. Exploration has been temporarily 
suspended since December 1966. The Star Metal Refinery Ltd., with its 
plant at Vikhroli, Bombay, is the only producer of antimony metal from 
imported antimony ore from Bolivia, Thailand and Australia. The 
annual requirement of antimony metal which is mainly consumed in the 
manufacture of antifrication metal, printing and type metal and storage 
battery plates, etc., is of the order of 850 tonnes. Antimony Trisulphide 
(Sbj Sg) is used in the manufacture of safety matches, in cartridge per- 
cussion caps and for producing dense white fumes in military mano- 
euvres. Antimony Penta Sulphide (Sb^ S 5 ) is used in the manufacture 
of paints and in vulcanizing rubber. There is no indigenous production. 
The plant at Vikhroli produces antimony metal from imported 
Antiomony Sulphide ore after beneficiation and smelting. The installed 
capacity is 1 , 0 CK) tonnes per annum which is sufficient to meet the 
country’s requirements. 
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The quantity of antimony meta] produced from the imported 
Antimony Sulphide ore during 1960-1970 is given below: 


Year 

1960 

1966 

1967 

1968 

1969 

1970 

Import of Antimony 
Sulphide ore 







(m tonnes) 

1,214 

2,110 

1,528 

1,733 

1,636 

699 

Production of 

antimony metal 
(in tonnes) 

821 

854 

901 

812 

637 

526 


Apatite and Phosphate Rocks: Apatite is used in the manufacture of high 
phosphorous pig iron. Apatite and other phosphates are the chief 
raw materials for the manufacture of superphosphates. Apatite mines 
are worked in Singhbhum (Bihar) near Ghatsila. In the Kasipatnam 
area of Andhra Pradesh, apatite occurs in thin veins. Only one mine is 
working in this State while three mines are working in Singhbhum (Bihar). 
Small quantities of phosphate nodules are also produced sometimes 
from Tiruchirapalli, Tamil Nadu. AM apatite mines are worked 
manually by open cast mining at Ghatsila mine m Singhbhum district. 
Apatite occurs in lenses and each lensc Is worked as a separate quarry. 
In 1966, a new mine at Kasipatnam was opened by the Fertilizer 
Corporation of India. The indigenous production is hardly 10% 
of the requirements, which have to be met through imports from Jordan, 
Tunisia, Morocco and Egypt. In 1962 production was 29,018 tonnes 
while imports were 287,609 tonnes. The production in 1963 declined 
and was only 13,127 tonnes. The production in the years I966'70 was 
as below: 

Production 1966 1967 1968 1969 1970 Year 

16,275 11.631 6,695 9,316 15,768 Tonnes 

Asbestos: Deposits of asbestos are worked in Andhra Pradesh, Bihar, 
Karnataka and Rajasthan. Except asbestos produced from Pulivendla a 
taluk of Cuddapah, Andhra Pradesh, which is of a very high chrysotile 
variety, others are of tremolile variety which has lower tensile strength 
and is brittle. 

Asbestos is used in the manufacture of asbestos cement sheets, fire 
proof cloth, mineral filler, boiler lagging, etc. India imports large quan- 
tity of asbestos to meet her requirements. During 1962, 22,376 tonnes 
of raw asbestos valued at Rs. 2533 million was imported from Canada 
and Rhodesia. Indigenous production reached the peak of 2,712 tonnes 
in 1963. Tlic production of asbestos was only 82 tonnes in 1948, 719 
tonnes in 1953, and 1,181 tonnes in 1958. Asbestos mines in Pulivendla 
are worked by inclined adits and long wall fill back system. There is 
one underground mine in Rajasthan which is worked by board and 
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and pillar system. All the other mines are worked by the open cast 
method and are manually worked. The details of production and 


imports between 1966-70 are as below: 




Production 

1966 1967 1968 

1969 

1970 

Year 


6,979 7,014 9,073 

9,550 

9,834 

Tonnes 

Imports 

— — 25,924 

33,609 

39,766 

Tonnes 

In some cases pneumatic rock drills are employed for drilling. 

A few 


mine owners sort out the fibre and wash the material while others adopt 
crushing to powder the material. 

By the end of Fourth Plan 1973-74 the demand for asbestos is estimated 
to be of the order of 80,000 tonnes whereas the indigenous production 
was expected to i -ch 12,000 tonnes. Rajasthan is the leading producer. 
The balance had to be met by imports. During 1970, 39,766 tonnes of 
asbestos valued at Rs. 71.25 million was imported as against 33,609 
tonnes valued at Rs. 56.5 million in 1969. Imports are canalized 
through S.T.C. 

Barytes: The Sulphate of Barium also known as heavy spar occurs 
in veins and fissure veins. Cuddapah, Anantapur and Kurnool dis- 
tricts of Andhra Pradesh and Alwar district of Rajasthan are the im- 
portant mining centres of barytes. It is also mined in Bihar near 
Ranchi. In India, barytes is mainly used in the manufacture of paint 
(Lithophone) and as filler in paper, textile and linoleum industries; Off- 
colour barytes is used in drilling mud. Barytes is used in the manu- 
facture of barium chemicals. 

A total of 37,312 tonnes of barytes was produced and 9,193 tonnes 
valued at Rs 817,000 was exported during 1963. It is expected that 
the domestic requirements of barytes by 1975 will be of the order of 
75,000 tonnes. The production of barytes in 1969 was 58,722 tonnes 
which rose to 71,923 tonnes. This shows that production is likely to 
keep with the demand. 

Bauxite: Deposits of bauxite in India are usually found as capping on 
flat hill tops. Good deposits are found in Ranchi and Palaman 
districts of Bihar; Sarguja, Raigarh, Jabalpur, Shahdol, Bilaspur, Durg, 
Balaghat and Mandla districts of Madhya Pradesh; Kolhapur and 
Kolaba districts in Maharashtra; Belgaum in Karnataka; Salem in Tamil 
■Nadu; Sambalpur and Koraput in Orissa and Saurashtra in Gujarat. 
Chemical grade having ferric oxide less than 2% and alumina contents 
60% is limited to the coastal tracts of Gujarat. 

Bauxite is the ore of aluminium metal; it is also used in the manu- 
facture of refractories and abrasives for refining kerosene and lubricating 
oils, for the manufacture of alum and in the cement industry. 

During 1966 four companies were producing aluminium metal. 
Indian Aluminium Co. Ltd., Aluminium Corporation of India Ltd., 
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Hindustan Aluminium Corporation Ltd., and Madras Alumimum 
Company have installed capacities of 36.170 tonnes, 7,500 tonnes, 40,000 
tonnes and 10,000 tonnes respectively. The Indian aluminiwu industry 
consumed 155,108 tonnes of bauxite during 1962 and manufactured 53,004 
tonnes of alumina, besides 17,607 1 3ones of alumina was imported to 
produce 35,209 tonnes of aluminium ingots. The licensed capacity of 
aluminium metal during the Third Five Year Plan had been revised to 
150,000 tonnes. During 1966 the production of bauxite was 749,948 
tonnes against 706,649 tonnes in 1965, while in 1969 and 1970, 1,085,000 
tonnes and 1,360,000 tonnes were ptoduoed respectively. 

There has bean a considerable upward trend in the production of 
bauxite during the years 1965'70, due to rapid expansion of the aluminium 
industry in India and the increased overseas demand as indicated below: 


Tear 

1965 

1966 

1967 

1968 

1969 

1970 

Output of bauxite 
in tonnes 

706,649 

749,948 

789,000 

939,000 

1,085,000 

1,360,000 

Production of 
fiiumiojuni tnetal 
in tonnee 

68,968 

8J.759 

96,223 

120,000 

132,577 

161,081 


Japan, Italy, West Germany and Australia are the principal buyers of 
Indian bauxite. 

Although the production of aluminium ore and aluminium metal 
has substantially increased during the recent years, still the output of 
aluminium is far below the increasing requirements, which are met by 
imports. During 1969, 2,091 tonnes of aluminium metal had to be im- 
ported at a cost of Rs. 1.27 crores. The foreign exchange earned during 
the same period by exporting bauxite was R$. 33.S lakhs. The rapid 
increase in the requirements of aluminium is due to its substitution for 
cerpper and zinc particularly in electric cables and wires. 

The production of aluminium is expected to be stepped up to 220,000 
tonnes by 1973-74. Establishment of two smelters with alunina 
production farilities at Korba and Kona are under constructions. 
In view of substantial deposits of good grade bauxite occurring in 
Kutch and Saurashtra an export oriented alumina plant has been pro- 
posed in the area. 

CTinjnrJfer The important deposits at dromite an? locited in fie 
Singhbhum district of Bihar, Keoajhar and Cuttack districts of Onssa, 
Hasan and M>’Sore districts of Karnataka, and in the Bhandara and 
Ratna^i districts of Maharashtra. A proper assessment of reserves has 
not been made but reserves at present are placed at 4.9 million totoes. 
Most of the mines are worked open cast method except Jojohafu in 
Singhbhum (Bihar) and Sinduali and TaUur in Karnataka which are 
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worked by underground mining method. Chromite is mainly consumed 
in the manufacture of chrome steel, stainless steel and production of chro- 
mium metal which finds extensive use in electro-plating. Due to its 
high resistance to corrosion and its ability to stand high temperature 
it finds extensive use as refractory material for lining steel furnaces. 
Chrome bricks or chrome magnesia bricks are manufactured for this 
purpose. In the chemical industry, chromite is used for the manu- 
facture of chromates and bichrome which are required in the tanning, 
dyeing, ceramic, glass and other industries. 

The chromite mining industry also largely depends upon export 
markets, although there has been some improvement in domestic con- 
sumption by the refractory and chemical industries. The bulk of the 
high grade chromite i.e. 48% and above Cr^ Og is exported and only 
medium and low grade are utilized for indigenous requirements. The 
production of chromite in 1969 and 1970 was 226,568 tonnes and 270,879 
tonnes respectively, valued at Rs. 1.20 crorcs and Rs. 1.44 crores 
rc’>pe:tivc!y. During the same period 111,620 tonnes of chromite 
valued at Rs. 2.06 crores and 153,402 tonnes valued at Rs. 3.18 crores 
respectively were exported. Internal consumption by 1973-74 is expected 
to be of the order of 100,000 tonnes. 

Copper Ore: The Indian Copper Corporation Ltd. mines copper ore 
from its mines in Mosaboni area of Singhbhum copper belt, Bihar. 
The Corporation is operating three mines namely Mosaboni, Surda and 
Patharghora. Mining in all three mines is being done by underground 
methods by breast stopping with pillar and timber support and scraper 
mucking. Rocker shovels and electric battery locos arc also employed 
to speed up tramming. The ore is smelted at Corporation’s smelter at 
Monbhandar near Ghatsila, with an annual production capacity of 
about 9,000 tonnes of fire refined copper. The Corporation has been 
busy in installing an electrolytic copper refinery of an annual capacity 
of 8400 tonnes to be initialiy fed by imported blister copper. The 
refinery has been commissioned since August 1965. The production 
of copper in the country is far fcclow the demand, which is rapidly in- 
creasing due to industrial development. It hardly meets 10 per cent of the 
requirements. The production of copper during 1970 was 9,311 tonnes 
against a requirement of 85,000 tonnes. The demand for this metal 
is expected to go up to 124,000 tonnes by 1973-74. The Indian Copper 
Corporation is installing a Flash Smelter thereby increasing its produc- 
tion capacity from 9,960 tonnes to 16,500 tonnes by 1973-74. The 
requirements of copper may rise to about 300,000 tonnes in the next 10 
years or so. Import of 71,730 tonnes was made at a cost of Rs. 23.77 
crores during 1962. All-out efforts are being made by the Indian Bureau 
of Mines and the Geological Survey of India to e-\plore the possibilities 
of developing new copper deposits in the country. At Khetri, the Indian 
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Bureau of Mines has proved about 100 million tonnes of 1 % copper 
ore, by deep drilling and the National Mineral Development Corpora- 
tion has been entrusted with the exploitation of copper deposits at Khetri 
and Dariba (Rajasthan). 

Plans for exploitation and extraction of copper at a rate of 21,000 
tonnes of electrolytic copper per annum have been prepared by Western 
Knapp Engineering Co., U.Sj\. who are consultants to the National 
Mineral Development Corporation. It was decided that instead of 
going m for the conventional smelter as recommended by Western 
Knapp, Flash Smelter shall be installed, for which agreement has been 
signed with OUTOKUMPO of Finland. The proposed capacity of the 
smelter will be 3 1,000 tonnes per annum and is likely to go info operation 
m 1974-75. The Hindustan Copper Ltd. (H CX.) proposes to develop 
Rakha mines in Bihar for an anticipated copper production of 20,000 
tonnes by 1978-79. 

Manganese Ore: India is endowed with rich deposits of manganese ore. 
Deposits are located in. the Nagpur. Bhaodata and Ratnagiri districts of 
Maharashtra; the Panch Mahal district of Gujarat, the Balaghat and 
Chindwara districts of Madhya Pradesh; the Singhbum district of Bihar; 
the Keonjhar, Bolangir, Sundergarh, and Koraput districts of Orissa; 
the Shimoga, Chikmagalur, Chitaldurg, Belgaum, North Kanara, Bellary 
and Tumkur districts of Karnataka, the fianswara and Udaipur districts 
of Rajasthan and the Srikakulam district of Andhra Pradesh. 

In India, almost the entire quantity of manganese is mined by open 
cast method except at Balaghat, Shlvrajpur and Gowardhna mines 
where, to work deeper horizons, underground mining has been adopted. 
In the Balaghat mine, square set timbering system to support weak 
ground has been introduced, while the fill back sloping system of mining 
is being carried out in Shivrajpur mines. Earth moving equipment is 
employed in Kandri mines of Manganese Ore India Ltd. and at Dongri- 
busurg mine of the Central Provinces Manganese Ore Co. (C.P.M.O.). 
Women labour is empIo>cd in hand cobbing and dressing of manganese 
ore. For upgrading low grade ores, hand operated jigs arc used. At 
Dongribusurg heavy media separation plant is being operated by 
C.P.M.O. for beneficiating low grade ore from old dumps. 

With the setting up of new steel plants and the expansion of old steel 
mills and the salting up of 6 ferro-raan^acse plants, 160,020 tonnes of 
ferro-mangancie was produced during 1972. The internal demand for 
manganese ore has increased; 497.000 tonnes of manganese ore was 
consumed in the country in 1962 while 698,000 tonnes was exported. 
The indigenous demand for manganese ore by 1973-74 was expected to be 
of the order of 688,800 tonnes of low grade for the production of pig iron 
and 1 8 1 ,440 tonnes of ferro-manpnese for the production of ingot steel. 

During the past few jears the export of manganese ore has dropped 
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considerably. The slump in the market has been marked by a dowm- 
ward trend in the price. Free on Board price of 4648% 
manganese ore at Calcutta port dropped from Rs. 160 per tonne in 1958 
to Rs. 120 per tonne in 1962. India produced 1.226 milllion tonnes and 
1.075 million tonnes of manganese ore during 1962 and 1963 res- 
pectively; whereas 1.629 million tonnes of manganese ore was 
produced during 1972 and 862,000 tonnes valued at Rs. 92.43 millions 
was exported. 

Mica: India continues to hold the premier position in respect of mica 
in the world. Brazil is the only country which is gradually coming up. 
But ruby quality of block mica is nowhere produced except in India. 

The chief producing centres of mica in India are the Hazaribagh, 
Bhagalpur, Gaya and Monghyr districts of Bihar; the Ajmer, Bhilwara, 
Jaipur, Tonk and Udaipur districts of Rajasthan; the Nellore district of 
Andhra Pradesh; the Quilon district of Kerala and the Nilgiris district 
of Tamil Nadu. Mica produced from Kerala is of phlogopite type while 
the rest is muscovite of high quality. 

There has been a considerable improvement in mica mining technique 
and several mines have installed pumps, air compressors, pneumatic 
drills, mine hoist, etc. At Bandro Surangi mines of Christeen Mica 
Industries Ltd., winding machinery with men hoisting cage has been 
installed. 

Mica is a good foreign exchange earner and about Rs. 10 crores worth 
foreign exchange is secured every' year. During 1972, mica valued at 
Rs. 20.34 crores was exported. The internal consumption is 
hardly 900 tonnes a year, but it is likely to increase with the develop- 
ment of electrical industries, and the manufacture of heavy' electrical 
machinery. 

Lea'I-Zinc: Known occurrences of lead and zinc ores are located in 
the Udaipur, Jaipur and Ajmer districts of Rajasthan; Riasi in Jammu; 
Almora in Uttar Pradesh; and Cuddapah in Andhra Pradesh. 

Zawar mine in Udaipur (Rajasthan) is the only working mine at 
present. The ore mined is treated at the mine. Lead concentrates con- 
taining 70-74% Pb. are transported to lead smelter at Tundu near 
Dlirnbad, where lead and silver are recovered. Zinc concentrates con- 
taining 52-54% Zn. are exported to Japan for smelting, and zinc metal 
is received back in the country. 

The Metal Corporation of India, a private limited company, was 
taken over by the Government of India from October 22, 1965, and a 
nev. public sector undertaking Hindustan Zinc Ltd. (H.Z.L.) was formed 
to 'Tin the mines and smelters. 

The Metal Corporation of India was installing a zinc smelter at 
Udaipur with an initial capacity of 18,000 tonnes a year. A new shaft 
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is being sunk at Mochia Marga hill to develop the mine at deeper 
horiaons, the capacity of the shaft will be 2,000 tonnes run of mine 
ore per day. 

In 1963, 5,920 tonnes of lead concentrates and 10,627 tonnes of zinc 
concentrates as against 6,384 tonnes of lead concentrates and 9,837 
tonnes of zinc concentrates to 1962 weiv produced. 4,314 and 3,991 
kilograms of nher were recovered in 1962 and 1963 respectively. 

Another firm Cominco Binani Ltd. was licensed in 1965 to set up a 
Zmc Smelter at Always (Kerala) with a capacity of 20,000 tonnes of 
zinc from imported zinc concentrates. The smelter was commissioned 
in 1967 and zinc metal was produced for the first time in India. 
From March 1968, the production of zinc ingots started at Debri Zinc 
Smelter of H.Z.L. The production of zinc in 1970 was 23,410 tonnes as 
against 23,051 tonnes in 1969 and 20,699 tonnes in 1968. During 1972, 
25,227 tonnes zinc was produced. 

Gold; Gold has been produced in India from prehistoric times; some 
of it has been panned from ri'er beds, while the rest must have been 
tinned, as is evidenced by ancient workings some of which extend to 60 
metres. At present there are four mines aJl located in Karnataka 
namely, Hutti in Raichur district, Nandi Dru^ Champion and Mysore 
in the Kolar Gold Fields in Kolar district. The Champion mine 
has gone down to o\er 3,000 metres, but rich gold bearing rock still 
persists in Glen ore short. Nandi Drug has enough reserves of low 
grade ore in the N^est reef while Mysore mine is almost on its last legs. 

The auriferous lodes occur in a narrow strip of hornblende schist 
known as Kolar schist band of pre>cambrian age surrounded by gneisses 
and granites. Gold occurs in quartz veins or reefs in the field. This 
field had been worked since 1880 by John Taylor and Sons, a London 
finn of mining engrneers. 

Mines in the Kolar Gold Fields (K.G.F.) are very extensive and have 
the distinction of being among the deepest mines in the world. The . 
total length of drives, cross cuts and levels driven underground is ow 
1,040 km. Thus mining methods are most intricate. The choice of 
particular method depends on the nature of the ore body, the ro^-‘ 
pressure and temperature at various depths and the degree and nature 
of support required to control ground movements. \ 

The following types of stewing are practised in K.G.F. depending on 
ore body and the local mining conditions: 

(1) Chatty sloping; (2) Ordinary underhand bottom sloping; (3) Cup 
sloping; (4) Sink sloping; (5) Flat back sloping; (6) Stepped back or 
staggered back sloping ; and (7) Rill sloping. 

There is the problem of rock bursts and high temperatures in these 
mines. Normal rock temperature at 3048 metres is 65 "C. Thus 
preconditioned air at 3.3 'C is forced underground. Auxiliary air condi- 
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tinning plants are also installed to work at deeper horizons. 

Output of gold has been declining over the past set'eral years. Gold 
mines were nationalized in 1957-58 and worked by Kolar Gold Mining 
Undertaking (Mysore State Undertaking). The Ministry of Finance, 
Governmnt of India, took over the administration of the Kolar Gold 
Mining Undertaking on December 1, 1962. John Taylor and Sons are 
still the consultants. 


The production of gold from K.G.F. and Hutti gold mines in 1961 
and 1962 is given below : 

Um'i in Kg. 



Name of the mine 

1961 

1962 


Mysore mine 

1,048 

1,106 


Champion reef mine 

1,610 

1,406 


Nandi Drug mine 

1,537 

1,780 


Hutti gold mine 

673 

788 



4,868 

5,080 


During the year 1969-70, 3,47,000 tonnes of ore were mined at the 
Kolar Gold Mining Undertaking. There was a yield of 1,979 kg. 
of gold valued at Rs. 1.67 crores at the International Monetaiy' Fund 
rate. Production during the first nine months of 1970-71 (for which 
figures are available) was 1,582 kg. of gold valued at Rs. 1.34 
crores. The fall in production during the year was mainly due to a 
brief strike by workers. The targeted production for the remaining three 
months of the year v/as 1,07,000 tonnes with an estimated gold yield 
of 701 kg. valued at Rs. 0.59 crore. 

The ore reserves of the undertakings as at the end of 1969-70 were 
as follows: 



Payable ore 

Low grade 


reserves 

ore reserves 

Quantity (in tonnes) 

17,58,295 

22,85,095 

Grade (gm. per tonne) 

11.368 

6.38 


Minerals for Atomic Energy: Uranium, radium and thorium are the 
chief fissionable elements. The most important source of uranium in 
India are the ancient metamorphic rocks, the grade is low. Beach 
sands of Tamil Nadu, Kerala and Maharashtra are important sources of 
thorium occuring in association with monazite. Monazitc concentrates 
also contain 0.3 to 0.35 per cent uranium. A mine is being developed in 
Bihar for the production of uranium. 

Other minerals like beryllium and lithium ores are found in large quantity 
as beryl and lepidolite. (h'thium mica) in pegmatites of Bihar and Rajas- 
than. On the whole, India possesses enough resources of atomic minerals. 


MIMING 
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Other Minerals: The production of other minerals like gypsum, lime- 
stone, doJoraite, feldspar, magnesite, steatite silica, salt and industrial 
day iias shown a spectacular nse The expansion in the domestic 
fertilizer, cement, refractory, chemical, glass and ceramics industries 
during the Second Fnc Year Plan, has created large demand for these 
minerals Mica, kyanite, ilmenitb, stllimanito and barytes still depend 
almost entirely ontfe export market The domestic consumption of 
sillimanite will, however, increase m view of the installation of a silli- 
manile refractory plant by iho Assam Sillimaniie Company Ltd., at 
Raingarh in Bihar. 

Although India’s mineral production has shov/n a steady rise m recent 
years, much more remains to be done in the field of exploitation, process- 
ing, blending, utilization, bencficialion and manufacture of various 
products The mining industry has to be modernized and equipped 
with the latest machinery If our mining industry is to survive in this 
competitive age, we must think m terms of reducing the cost of produc- 
tion and large scale exploitation On account of lack of capital resources 
and foreign exchange the Indian mining industry is lagging behind. 

Since India has the world's largest reserves of iron ore and is surplus 
in many other minorals, export of minerals could make a big contribu- 
tion to foreign exchange earnings. 

ANHEXURE I 


Trends in Ibe Value ot Mineral Productioa, Miocral Exports and Imports 


Year 

r<j/i/e o/ (oral 
imnercl p'oduciian 
<R8 million) 

fo/ue of 
mineral e\porrs 
(Rs tnilliOD) 

Value of 
mineral imports 
tRs. million) 


693 

N.A. 

RA. 


742 








1,073 

351 



1,080 




1,128 

475 



1,025 




1,070 

370 



1,255 




1,293 

64! 



1,383 




1,412 

470 



1,610 




1.772 

658 



23381 

602 



2,373 

691 



2.473 

805 



2,839 

80S 



3,201 

1.121 



3,665 




4,077 

1.613 

655 (N.A.) 


4,285 

1.690 


1970 

4.295 

zon 



Figures in brackets indicate the value of crude petroleum imports. 

*From 1965 onwards the value of production includes the vnl jc of minerals produced 
in the Union Territory of Goa, Daman and Dui and also of petroleum and natural 
gas, but the total value does not include ibe value of ramof minerals and atomic 
minerals produced in the country. 
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CHAPTER vni 


INDUSTRIES 

1. ladustrial Policy Before Independence 

The faint beginning of industrial policy m India under the British 
Crown can be traced to the report of the Famine Commission of 1880. 
The Commission attributed the frequency of rural distress to the decline 
of local industries brought about by imports from abroad, and re- 
commended a policy of encouragement to local manufacturers. How- 
ever, no move was made in this direction. Laissez-faire remained the 
ruling philosophy, though it was more of a dogma than a complete fact. 
The bureaucratic mind accepted the dogma but was too pragmatic to 
accept wholly the norms of Government policy derived from Western 
economic tliinking. 

The desire to aid the merchant was an important factor in the drive in 
the 1860’s to develop Indian public works. Investment in social over- 
heads, State guaranteed investments in railway and irrigation schemes, 
eiTtraordinory measures to e.Ttend the cultivation of raw cotton, re- 
modelling of land regulations to suit European settlement and invest- 
ment, expenditure of public funds to encourage European entrepreneur- 
ship these were all examples of judicious interventionism. On the 
other hand, laissez-faire principles were invoked against the infant 
industries argument in the 1890’$ over tariff policy and intervention in 
food trade during famines; progressive taxation was avoided, and a 
positive role in industrial development was almost unthinkable,* though 
the State did set up a number of enterprises to meet its own requirements 
and, after 1908, undertook to enlarge its purchases of Indian manu- 
factures. 

Industrial development in the late 19th century was to a great extent 
a by-product of certain inter-rcIatcd developments hke improved trans- 
port and communications, growth of foreign trade and consequent 
accumulation of commercial fortunes. Railway building and mainte- 
nance had effects more far-reaching than opening up of the interior 
and exposing of agriculture to tho winds of commerce. It released 
some of the latent potentialities for industrial advance.** The coal 
industry could grow and expand; the development of enpneering firms 
was geared to railway needs. Railway workshops had to be founded 

•SabyasacW Bhattacharya: “Laissez Faire in India’*, Indian Economic and Social 
History kniev, January, 1965. 

**Suiul Kumar Sen; Studies in IrtdusirialFoliejrend Deitlopment of India. Thiswork 
is the exclusive source used here for ind u st n al prficy on non-tariff matters till 1913. 
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and these workshops subsequently developed as important centres of 
modern mechanical engineering. The development and extension of 
the railways posed the question of the founding of iron works under the 
agency of the State, and when the Tatas embarked upon steel manu- 
facture, they depended, in the initial years, to a considerable extent, on 
Government orders for rails. With the extension of the railway system, 
there arose the demand for bridged and metalled communications. 

The strengthening of the British army after the Mutiny led to con- 
s luction of barracks, founding of ordnance and army clothing factories 
and harness and saddlery workshops. In the interests of expanding 
trade. Government had to devote attention to the extension and mainte- 
nance of ports, harbours and docks. There was considerable building 
activity, and the decentralization of powers to municipal administra- 
tions after 1870 and 1883-84 also generated a large demand for water, 
drainage and sewerage iron works. 

Government became the largest single purchaser of iron and steel 
work and a big buyer of miscellaneous manufactures. The Railway, 
Military and Public Works Departments made Government a crucial 
factor in industrial development, handicapped as it was by the absence of 
fiscal protection and insufficient supply of entrepreneurs. In fact, some 
of the paper mills, woollen, leather, iron and engineering factories were 
founded in anticipation of Goveriunent demands. The ruling class 
chose to pursue a laissez-faire policy but, even within that, there grew 
up a policy of purchasing local manufactures. 

Under the Government of India Act, 1858, the Governor General 
had to obtain the sanction of the Secretary' of State regarding the policy 
of purchasing stores. India Office maintained a close scrutiny and control 
over stores purchase policy. From 1858 to 1875 stores were imported 
exclusively through the India Office and were paid for in sterling. Follow- 
ing silver depreciation, and rising pressure from Indian manufacturers, 
the rules were relaxed in 1876, 1880, 1883, 1909, 1912 and 1913. 

During the second half of the 19th century, a public sector had come . 
into existence. State railways were the biggest undertaking. The 
Government founded railway workshops, ordnance factories, canal 
workshops, postal workshops, harness and saddlery factories, cotton 
gin factories, army clothing factories and printing presses. The possi- 
bility of developing iron resources could not be ignored when railways 
were being constructed and extended. The State engaged in iron manu- 
facture and coal mining. Government factories successfully undertook 
limited manufacture of iron, steel, building and engineering materials, 
coal, tools and plant, leather, chemicals and drugs, printing and litho- 
graphic materials, scientific instruments, woollen, cotton, linen and silk 
goods. 

In contrast with the philosphy of laissez-faire in British India, the 
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Mysore State Govt, took an actne role in the promotion of industrial 
developments. As early as 1881, its Dewan disputed the law of 
comparative advantage and promised to ©vc every attention to 
suggestions for industrial development By then, the State had a 
already estblished a savings bank, financed 75 per cent of the cost of 
laying railways within the State, and created water supply and utility 
services. A hydro-electric plant was commissioned in 1902, which laid 
the foundation of future industrial development.* 

The evaluation of industnal policy before independence can be 
divided in three periods, upto 1916, 1916-39 and 1939-46 and under three 
broad heads, viz., purchases of Government requirements (described as 
stores in earlier years), State enterprises and controls, and tariffs. The 
policy with regard to finance and management is dealt with separately 
under appropriate headings. 

Stores Purchase Policy ; In the absence of fiscal protection or direct 
assistance, purchases of Government stoics could have played a key role 
m industrial development. The acceptance of this role, leaving aside its 
implementation, took a long time. 

In December 1 862, the Secretary of State for India laid down that all 
articles manufactured in England should only be procured through the 
India Office. The question of purchases in India did not arise. The 
value of puichases went up to £1.54 m., m 1875-76. Purchase of stores 
in India was first permitted in December 1876, subject to the condition 
that “nothing except articles of Indian ongin shall be purchased or 
ordered in India unless it can be paid for on delivery after approval 
there (in India) and that no advances shall be made to any agent or firm 
for such service.” In October 1877, Local Govemmenls and officers 
were called upon to “suggest and discuss” the steps to be taken to substi- 
tute Indian manufactures for European manufactures and to encourage 
local manufactures. 

After the report of the Indian Famine Commission in 1880 and the 
growing financial problems of the Government followingthe depreciation 
of the rupee and a number of disastrous famines, the Secretary of Stale 
amplified theobJecti\cs of relaxing the Stores Rules: (1) reduction of bills 
drawn upon Government of India, (2) encouragement of the local pur- 
chase and payment for anything which the local market could supply and 
(3) fostering the development oflocal industry. In the same year,Go\crn- 
ment of India issued new Stores Roles laying down that articles of Indian 
manufacture should be substituted for European articles “whenever 
it is possible to do, even at some temporary increase of cost.” From 
1879 to 18S3, Government adopted a number resolutions recommend- 
ing the substitution of Indian for European manufactures, approving 


‘Balakmhna: EccnomieDeielfpmeniofAtfsare, 
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contracts for a term of years, listing the local firms which could supply 
specified and supplementary articles, and called for a careful scrutiny 
of indents for purchases abroad. As a result, purchases abroad fell 
slightly from £1.3 m., in 1881-82 to £1.1 m., in 1882-83. 

Indigenous Articles; In January 1883, a major policy resolution was 
adopted: “The Government of India is desirous to give the utmost 
encouragement to every effort to substitute for articles now obtained 
from Europe, articles of bonafide local manufacture or of indigenous 
origin; and when articles of European and Indian manufacture do not 
difier materially in price and quality, the Government would always 
be disposed to give the preference to the latter; and the Governor 
General-in-Council desires to remind all officers of Government 
that there is no reason why articles manufactured in India should 
not be obtained locally, even though the raw materials necessary 
for their manufacture may have been originally imported from Europe. 
It is most desirable to bear in mind the distinction between articles of 
European manufacture and articles produced or worked up in India 
from imported material; the former should not, save in exceptional 
cases, be purchased in the local market, while the latter should by 
preference be purchased locally whenever the quality is sufficiently 
good and the price not higher than the cost of laying down the imported 
article. There are many articles which may not be immediately obtained 
in the local market but which can be made in the event of Government 
encouraging the manufacture.” 

With regard <^o iron and steel work, however, relaxation was slow in 
coming. Moreover, no special agency was maintained in India till as 
late as 1922 fo“ the purchase and inspection of articles manufactured in 
India; the purchases were handled by officers of various departments. 
The value of stores manufactured and purchased in India by the Govern- 
ment of India rose from Rs..39 lakhs in 1882-83 to Rs. 107 lakhs in 
1891-92, Rs. 202 lakhs in 1904-05 but declined thereafter to Rs. 119 
lakhs in 1907-08. The articles purchased (including those from Govern- 
ment establishments) included coal and coke, paper and paste-board, 
building and' engineering materials, chemical products, drugs and 
medicines, cordage and rope, cotton, linen and silk goods, hardware 
and cutlery, leather and leather goods, paints and colours, oils, scientific 
instruments and apparatus, wood, woollens, tools, canvas, tin, iron 
and steel. The purchases of steel, machinery, agricultural implements, 
iron wire, steel wire, and glassware were insignificant. 

Rigid rules were laid down for local purchases of imported stores. 
Their purchases were more or less restricted to emergency requirements 
because inspection was difficult and costly. Such purchases were Rs. 41 
lakhs in 1882-83, Rs. 36 lakhs in 1891-92, Rs. 46 lakhs in 1904-05 and 
Rs. 56 lakhs in 1913-14. Local bodies and private demand, rather 
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than Government orders, enabled the mercantile houses to flourish in 
business. 

Government spent £75 ra. for in^ort of stores from India Office 
between 1882-83 and 1913-14* against Rs. 338 ra. spent in India 
during the same period. The objective of reducing payments in England 
for stores remained unfulfilled, mainly because the purchases for State 
railways continued to impose a heavy drain. The manufacture of iron 
work and machinery was the crux of the problem, as Lord Ejpon, the 
then Governor General, had recognized in 1883. In 1913, Govern- 
ment expressed its satisfaction at having done all that could be done 
but noted the slow growth and inefficient standards of industrial enter- 
prise in India.* 

Even the limited support received through Government purchases 
proved invaluable. A committee appointed in 1902 to enquire into the 
])aper industry and its supplies at alleged monopolistic prices to Govern- 
ment found that some of the mills could not have started or continued 
without Go\cmment and railway orders. In the case of woollen mills. 
Government purchases were 87 per cent of total sales in 1885 (mills 
were exclusively European), declining to 8 per cent in 1905, but the 
difficult years had been taken care of. 

During the second half of the 19th century, India became a large sod 
growing market for the products of the British iron and steel industry, 
which were imported through the India Stores Office. In 1863, the 
import duty on iron was reduced from 10 to 1 per cent and machinery 
was placed on the free list. 

Bengal Iron and Tatas: After the failure of Heath’s pioneer attempt in 
1824 and the subsequent failure of the East Indian Iron Works between 
1853 and 1876 due to shortage of capital and exhaustion of charcoal 
sources, and unwillingness of Government to accept any liabilities, the 
Bengal Iron Works at Barakat came up in 1876 but Government refused 
to pledge advance orders to them. The works were purchased by 
Government in 1881. In 1882, Ripon’s Government “accepted as 
proved that India possesses the means of supplying all her wants in 
respect of cast iron, svrought iron and steel, and that such supply could 
be produced remuneratively on a strictly commetcial basis.” But the 
Secretary of State took a different view and the Government of India was 
prohibited from pving any preference to Indian manufacturers when 
entering into contracts for iron materials. In 1889, the Barakar Works 
were sold to Bengal Iron and Steel, a sterling company. 

Though this Company ran into difficulties in the 1 890’s and its requests 
for financial assistance were repeatedly turned down, it was able to 
secure railway orders and a reduction in the royalties payable on coal. 


•Sen: Op. dL, pp. 24—27. 
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In 1896, the Company was given a Government contract for the supply 
of 10,160 tonnes of pig iron and castings annually for 10 years at rates 
5 per cent lower than similar materials could be obtained from time to 
time in England. This concession enabled the Company to do well 
and by 1901 its annual production of pig iron rose to 25,401 tonnes, of 
which 10,160 tonnes was supplied to State railways. This relaxation in the 
mid-nineties coincided with the recovery of the English iron trade from 
the long depression which had begun in the seventies, and the fact that 
one-third of the iron and one-half of the steel imported into India were 
from countries other than the U.K. The coincidence was not a pure 
accident. 

In January 1903, a contract was signed between Government and 
Bengal Iron and Steel, under which Government agreed to give a subsidy 
of £1,500 per year (3 per cent on a capital of £50,000) for ten years to 
be reduced by Rs. 3 per tonne for every tonne of steel purchased by 
Government. The plant was erected in June 1904 and commissioned in 
November 1904. It was closed down in 1906 due to inadequacy of 
orders from Government, railways and private buyers. Its pig iron 
production continued but when the 1896 agreement expired in 1907, 
Government refused to renew it. 

The Tatas were more fortunate than the sterling company. In 
1902, Tata asked for an assurance from the Secretary of State that, 
“when making purchases, the Indian Government would be willing 
ceteris paribus to give preference to our manufactures over imported 
material, especially iron and steel”. Viceroy Curzon replied in January 
1903 expressing the Government’s desire to give preference to local 
production provided the quality w-as not inferior to and the price not 
higher than similar supplies obtained through the India OfSce and that 
Tata’s Company and other manufacturing firms in India would have to 
stand on the same level. Nevertheless, Tata received Government pledges 
almost straightway: a guarantee in 1905 to purchase 20,321 tonnes 
of steel rails annually for ten years, promise in 1906 to purchase as much 
as possible of pig iron, reduced railway freight rates for carriage of const- 
ruction materials and plant, and the opening of a new railway line to 
connect the plant to iron ore mines. The managing agents were satisfied 
with “the very generous concessions” from Government. The good 
quality of Tata products helped in securing orders from private railways 
and engineering firms in Calcutta and Bombay also. 

The total capacity of the two iron works, Bengal and Tata, remained, 
nevertheless, only a fraction of the total amount of iron and steel import- 
ed. A large part of the demand was met by mercantile houses (though 
their supplies were not always of the best quality), thereby promoting 
commerce, not industry. 

Engineering Stores: The engineering industry survived in the initial 
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years mainly due to port, municipal and private, rather than Govern- 
ment, demand. The relaxation of Stores Rules in 1876 did not help 
the engineering industry at all, since engineering stores were to be pro- 
cured exclusively through London. In 1887, m fact, the Secretary of 
State pointed out the dangers of depending upon local engineering pur- 
chases and, in 1888, further asked Government to issue instructions 
“with a view to- limiting to the utmost the local purchase of building 
materials not produced in India.” l.ocal purchases declined from 
Rs. 3 lakhs in 1882-83 to Rs. 45 thousand in 1887-88. In 1891 some 
relaxation was made on grounds of economy, not protection, for less 
important manufactured articles of iron and steel made up in India 
from unfinished imported articles, but railway supplies were again 
excluded. From 1882-83 to 1898-99, the value of building and en- 
gineering materials, tools and plant, and machinery imported through 
London came to Rs. 437 lakhs and the materials of another Rs. 60 lakhs 
were procured from local agents of European suppliers. 

Some relaxation in local purchases of engineering stores was effected 
in 1897 but initial equipment for railways and large engineering pro- 
jects was again excluded. From 1899 to 1905, a series of relaxations 
were made: beginning with careful scrutiny of indents before trans- 
mission to London through the instance in 1901 that “wheels, axles, 
springs and drawgear should be indented from the India Office”, to the 
Railway Board orders in 1905 that 25 per cent of all goods stock required 
for State railways, would be called for in India. 

In 1906, the British Government admitted that “local industries must 
frequently lean to some extent, in the first instance, upon the support oi 
the Government” and that “the system at present prescribed for the 
purchase of stores does not in practice result in the maximum amount 
of encouragement which the Government could legitimately give.” 
The matter was referred to a Stores Committee which sharply criticized 
the stores purchase policy especially in relation to iron and steel and 
engneering industries. The Committee found that Indian manufac- 
turers were hesitant because of lack of assurance and continuity of 
orders, that officials suffered from a fear of infringement of the very 
precisely defined conditions under which purchases could be made in 
India, and that orders placed locally were largely rush orders. Indian 
manufacturers were expected to supply an article equal in quality to 
that obtainable in England “but the w'ork allotted to them was too small 
to attain a pitch of excellence wWch had been achieved elsewhere after 
years of practice.” Most engineering products were disqualified be- 
cause they were inevitably dependent upon imported materials like 
plates for wagons. In a scrutiny of indents worth £3.3 m., placed on 
the India Office in 1904-05, the Committee found that orders of £467,000 
could have been placed locally. 
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In spite of insufficient and discontinuous orders from Government, 
Indian i.e., mostly British-owned, firms succeeded in increasing their 
business considerably after 1882-83, thanks to the expansion of jute, 
cotton and tea industries, port and municipal requirements and demand 
for bridges for railway companies. Firms in Bombay and Calcutta 
depended mainly on private demand, those in Madras and Upper India 
on Government. 

Swadeshi Movement: In 1909, after some acrimonious debate between 
the Government of India and London and the launclung of the Swadeshi 
movement, new Stores Rules were promulgated, in spite of a request for 
their suspension from the Secretary of State, who finally insisted on 
laying down that local purchases of electric power and lighting plant 
would not be permitted. The Rules prescribed that preference should be 
accorded to articles manufactured from imported materials and indents 
should be scrutinized before transmission to London. The purchase of 
wheels and axles and springs of rolling stock was not permitted; railway 
bridges of spans upto 45.75 metres only could be purchased.* Tlie list of 
approved firms in India was progressively enlarged, from 14 in 1897 to 
40 in 1913. These relaxations notwithstanding, there was no appreciable 
increase in orders for stores produced in India. The value of European 
stores (engineering and building materials, tools, machinery and plant) 
procured in India rose from Rs. 15 lakhs in 1908-09 to Rs. 36 lakhs in 
1913-14, while purchases of Indian stores rose from Rs. 9 lakhs to Rs. 20 
lakhs only. 

State Enterprises: “In a previous age, Indian industries had flourished 
round the thrones of the rulers and had looked to them for support; and 
the tendency was always to expect from Government a more positive 
regulation of activity than has been usual in those countries where 
individualistic ideals have been dominant. With the wave of national- 
ism which marked the first decade of the 20th century, enthusiasm for 
industrial advance became general among the educated classes. The 
acceptance by Government of the role assigned to it was not easily 
secured; and it was not until after the outbreak of war that Government, 
as a whole, accepted responsibility for giving active assistance to indus- 
tries.”** 

The inhibitions of laissez-faire were most obvious in the setting up of 
State enterprises though they did not prevent Government from establish- 
ing assorted works to meet part of its own requirements. The principal 
advantages which Government had were its capacity to hire and retain 


*For the text of the Rules, see Sen: op. cit.. Appendix A. 

**Clow: The State and Industry, 1928. 
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high grade technicians and to generate its own demand for products. 
These advantages were barely utiliKd. 

Iron-making was attempted in the 1850’s and 60’s and culminated in 
the acquisition of the Barakar Works against the opposition of the 
Secretary of State. From 1885 to 1889, when Barakar Works were in 
Government hands, local firms including Jessop and Martin petitioned 
against the unfair competition offered by the Works and requested 
that its production be confined to pig iron and cast iron sleepers for 
railways. In 1889, the Works were sold to Bengal Iron and Steel. 

The number of railway workshops rose from 77 in 1901 to 96 in 1905 
and persons employed therein from 60,000 to 79,000; they served as 
nuclei for the growth of mechanical en^neering but few Indians received 
technical training in them. 

There were already five ordnance factories in 1889, turning out ahigh 
standard of work; the Cossipore factory was the first to manufacture 
steel in India in 1905. The value of imported ordnance and mis- 
cellaneous military stores, nevertheless, came to nearly £10 m., between 
1883-84 and 1913-14. 

Pioneer factories were started in Tamil Nadu for aluminium, chrome 
tanning ana weaving, and an Industries Department under the energetic 
Chatterton, a European civilian (later Controller of Munitions and a 
member of the Industrial Commission) was set up in 1906. Even these 
aTou«ed the fury of local business; the Madras Chamber of Commerce 
unanimously and strongly opposed the fiotatlon of industrial enter- 
prises by Government. 

Morley’s infamous Despatch of 1910 cooled what little official ardour 
there was for State enterprises: 

“The policy which I am prepared to sanction is State funds may be 
expended upon familiarising the people with such improvements in 
the methods of production as modem science and the practice of 
European countries can suggest; further than this the State should 
not go and it must be left to private enterprise to demonstrate that 
these improvements can be adopted with commercial advantage.” 
Morley’s Despatch was not the only discouraging factor. All the 
various interests were working at cross-purposes. British manufacturers 
opposed fiscal protection and relaxation of Stores Rules. European 
manufacturers in India urged relaxation of Stoics Rules but opposed 
State enterprise and State control. Indian manufacturers were critical 
oi laissez-faire and unam’mously favoured protection, relaxation of Stores 
Rules, and pioneer (not permanent State) enterprises. 

Alt that was done in pioneering enterprises, technical and industrial 
education and commercial and industrial information, was due rather to 
a few far-sighted individual officers than to any considered and general 
policy on the part of Go\ ernmenl. On the esc of the war, four engineer- 
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ing colleges had been in existence for a generation but they produced 
civil engineers who were absorbed in Government and did little to foster 
industries. Technical schools were started in centres where there were 
no industries and no prospects of the development of industries; can- 
didates too, were often lacking. 

Tariff Policy: Fiscal protection could have played only a very limited 
role in industrial development during the late 19th century. Leaving 
aside the exceptional case of cotton mills (which got the reverse of pro- 
tection but expanded and prospered nevertheless), protective tariffs 
would have in isolation done little to promote industries heavier than 
cotton under Indian ouTiership and management, without a definite 
policy for local purchases by Government of its requirements or for 
setting up of State-managed or State-financed and promoted enter- 
prises, given the shortage of Indian capital and technical skill for 
mechanized enterprises. At best, protective tariffs on ferrous and en- 
gineering items, had they been imposed against the prevailing climate of 
opinion, might have brought about a somewhat larger influx of foreign 
capital into the industries concerned in order to pierce the tariff wall. 
Even that might have been worthwhile but it did not come about largely 
because returns from material-based industries, cotton and jute, wliich 
required minimum imported skill and large cheap domestic labour were 
attractive enough to absorb most of the capital inflow. 

Under the East India Company, the task of abolishing inland duties 
was taken up seriously in 1835 and completed in 1844. Though import 
duties were levied by the different provinces, a fairly consistent tariff 
was evolved by the late forties. Generally, the duties on raw produce 
were 3 j per cent and on manufactured articles 3i or 5 per cent; till 1848, 
these duties were doubled for goods imported in non-British ships. 
After 1848, the nationality of ships was ignored but, till 1859, the duty 
on non-British goods was double that on British goods. After 1859, 
revenue needs led to the abolition of differential rates, and the general 
rate of duty was raised from 5 to 10 per cent; the duty on cotton yam 
was raised from 3-3 to 5 per cent. From 1862 onwards, financial exigen- 
cies no longer demanded large revenue from import duties; the duty on 

cotton piece-goods was reduced to 5 per cent and on yarn to per cent. 
In 1 864, the general rate was lowered to per cent. 

Free trade as a matter of policy was ushered in from 1875, when 
Government found itself with surplus revenues. The general import 
duty rate was lowered from 71 to 5 per cent, but the duties on piece- 
goods and yarn were left untouched, which raised a storm in Manchester. 
The Secretary of State directed Government to abolish the cotton duties 
as soon as its finances permitted. The cotton duties were partially 
lifted in 1878 and 1879, mainly from items which were being produced 
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m India. In proposing these changes, the Finance Member laid down 
the following principles goveriung tariff policy: 

(a) “That no duty should exist which affords protection to native 
industry, and as a corollary, that no duty should be applied to any 
article which can be produced at home, without an equivalent 
duty of excise on the home production; and also that no duty 
should be levied except for purely fiscal purposes. 

(b) “That as far as possible the raw materials of industry and articles 
contributing to production should be exempt from customs 
taxation. 

(c) “That the duties should be applied only to articles which yield a 
revenue of sufficient importance to justify the interference with 
trade involved by that machinery of collection.” 

In 1882, Government concluded that it could do without customs 
revenues and that “the duties still existing caused an amount of friction, 
scrutiny and interference with trade quite incommensurate with the net 
revenue they produced.” From 1882 to 18W, no import duties were 
levied, with the exception of duties on arms and ammunition for admini- 
strative reasons, liquor, opium and salt (which were complementary to 
excise policy), and a nominal revenue duty on petroleum which was im- 
posed in 1888. Correspondingly all export duties, except on rice, were 
also abolished between 1860 and 1882. 

The sacrifice of customs revenues which was supposed to bring the 
classical benefits of free trade to the poor toiling masses of rural India 
succeeded only in increasing their misery. Local industries declined 
rapidly— the only major exception was handlooms which expanded due 
to the greater availabiHiy of yarn — and land revenue grew more oppres- 
sive, particularly as silver depreciated and the rupee value of Home 
Charges mounted at an alarming pace. In 1894, import duties were 
levied again at the general rate of 5 per cent; railway materials and machi- 
nery were left free, and the rate was only 1 per cent on iron and steel; 
the Secretary of State declined lo permit any duly on the chief import, 
namely, cotton piece-goods. By December of the same year, the revenue 
position necessitated the imposition of a 5 per cent duty on cotton piece- 
goods and yam; this was balanced by the infamous countervailing excise 
of 5 per cent on yam counts above 20s. The limitation of excise to 
yarn failed to satisfy Lancashire. Accordingly, in 1896, the import duty 
on piece-goods was /owered to 3| per cent with an equiVafent counfer- 
vailing excise on Indian piece-goods, and cotton yarn was admitted 
free of duty. This level and struaure of import duties remained 
practically unaltered till 1916. 

On the eve of the First World War.thc cotton mill industry (which was 
largely but not wholly under Indian ownership and management) could 
hardly be described as an infant. In I9I3-I4, India had 271 mills with 



458 


THE GAZETTEER OF INDIA 


nearly 68 lakh, spindles and 1 lakh looms. But there was no mill machinery 
industry. The explanation lay for the most part in the general 
absence of an engineering infra-structure, fairly consistent decline in 
the prices of British textile machinery from the 1890’s through the 1870’s 
and Jack of skills. The industry depended to a considerable extent for 
its prosperity on sales of yarn at home and abroad which implied a cor- 
responding emphasis on preparatory and spinning machinery, rather than 
weaving equipment. Since the former was more complex and novel 
than the latter, the difl&culties in undertaking its manufacture were greater. 
As new Indian entrepreneurs, unfamiliar with textile technology, entered 
the industry in rapid succession, they placed orders for what they believed 
was the best equipment available. British machinery suppliers like 
Greaves and Cotton who went into manufacture had no reservations 
or doubts about their choice. 

Industrial Policy 1916-39: The outbreak of the First World War 
brought about a considerable change for the better industrial policy 
thinking. The implementation of this change was rendered dilBcult 
during the war by the practical absence of engineering and chemical 
capacity and trained persoimel, and later, in the twenties, by the appear- 
ance of severe international competition and consequent demoralization 
of Indian capital, and pressure from British manufacturers to retain the 
Indian market. Tariff policy, at first for revenue and then for protec- 
tive purposes, acquired much greater importance during this period 
though Indian middle class opinion continued to regard it as halting and 
inadequate. Government store purchase policies also became more 
explicitly helpful to industrial development and acquired greater signi- 
ficance as private railway companies were progressively acquired by 
Government. The consistent decline in the prices of imported machinery 
after 1923 and piecemeal protection to individual industries, however, 
made entry into machinery industries unattractive. Barring sporadic 
attempts to finance some industrial units, most of which ended in failure, 
there was no policy for direct promotion of private projects or setting up 
of public enterprises to fill up gaps in the industrial structure. Vocal 
Indian opinion, when not preoccupied with fiscal protection, seldom 
went beyond muted demand for pioneer factories. Constitutional re- 
forms divested the centre of responsibility for industry and vested it in 
provinces, which lacked the resources and perspective for sustained large- 
scale interest in industrial development. 

In 1912, the Atkinson-Dawson Committee was appointed to enquire 
into the means of bringing technical institutions into closer touch with 
employers of labour and, in 1913, the Morison Committee reported to 
the Secretary of State on the system of State technical scholarships estab- 
lished in 1904. A real change of policy came about only in 1916 
with the setting up of the Munitions Board and the appointment of the 
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Industrial Commission, both under a common chairman. 

The functions of the Munitions Board which came into being in February 
1917, were to control and develop Indian resources, with special reference 
to the needs created by the war, to regulate contracts, to limit and co- 
ordinate demands for articles not manufactured in India, and to apply 
the manufacturing resources of India to war purposes, with the special 
object of reducing demands on slupping. The Board was responsible 
for the supply of all articles except foodstuffs, medical stores and certain 
technical stores, to all armies in the East. At the peak of its operations, 
the Board was buying textiles at the rate of Rs. 2 crores a month and 
hides and leather worth Rs. 1 crore a month. Besides, it scrutinized 
all indents for stores and could divert purchases from Europe to India. 
Priority was generally refused when a suitable substitute could be pur- 
chased or arranged for manufacture in a short time. The opportunities 
so created were brought to the notice of manufacturers with the result 
that a large number of new branches of manufacture were started. 
Expert assistance was made available in many cases. Ordnance fao 
tones Were greatly expanded, and attention was paid to the manufacture 
of accessories for various industries. The Industrial Commission was 
so impressed by the working of its twin that it hoped “that care will be 
taken to preserve such features of this organisation (the Munitions 
Board) as are properly adaptable to peace conditions.” 

The Industrial Commission was appointed in May 1916 to examine 
and report upon the possibilities of further industrial development in 
India, particularly 

(a) whether new openings for the profitable employment of Indian 
capital in commerce and industry can be indicated; 

(b) whether and, if so, in what manner Government can usefully 
give direct encouragement to industrial development — 

(i) by rendering technical adWee more freely available, 

(ii) by the demonstration of the practical possibility on a 
commercial scale of particular industries, 

(iii) by affording, directly or indirectly, financial assistance 
to industrial enterprises, or 

(iv) by any other means which are not incompatible with the 
existing fiscal policy of the Government of India. 

Questions of tariff policy were excluded from the scope of its enquiries. 
The Commission drew attention to the extraordinary extent to which 
the country, with its great industrial possibilities and requirements, was 
dependent upon outside sources supply for raw materials and manu- 
factured articles. It found the cause in the fact that export and import 
trade and a large railway network had been created without an iron and 
steel complex to support it. Only the obvious need of having repairs 
done on the spot had led to the establishment of numerous engineering 
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workshops, without any corresponding equipment for actual manufacture. 
The direction of industrial development had been predetermined by the 
existence of a large export trade in raw materials, and by the ease 
with which most classes of manufactured articles could be imported from 
abroad. The Commission attributed the import of boilers and prime 
movers to the absence of a complete system of engineering industries. 
Lack of familiarity with machinery accounted for the fact that the demand 
for agricultural machinery was limited to the products of a few small 
local manufacturers, supplemented by imports worth Rs. 2h lakhs in 
1913-14. India produced 3.048 m. tonnes of raw sugar and imported 
sugar worth Rs. 15 crores, but the value of sugar machinery' imported 
was only Rs. 4i lakhs. Similarly, oilseeds worth nearly Rs. 25 crores 
were exported but import of crushing and refining plant was only Rs. 3 
lakhs. Paper imports cost Rs. 160 lakhs while import of paper mill 
machinery' was only Rs. 3i lakhs. 

“These figures”, the Commission said “are significant of the exiguity 
of the efforts hitherto made in India to replace imported articles by the 
manufacture of indigenous raw materials. On the other hand, the very' 
large value of the imports of machinery for the textile industry is due to 
the entire absence of any engineering works capable of supplying her 
needs.” It also pinpointed the dependence on imported technologists 
and engineers and the preference of capital for a safe profit from trade 
or such well established industries as jute and cotton to a doubtful return 
from such ventures as metallurgical and chemical manufactures. “The 
industries based on technical science have been disregarded, because 
profits in other ways have been easy and assured. The neglect of applied 
science is, perhaps, the most conspicuous among our administrative 
deficiencies.” Another contributoiy cause has been absence of a stores 
purchase organization to counteract “the tendency of indenting officers 
to place on some recognised authority the responsibility for price and 
quality.” 

The Commission listed the main deficiencies as in metals, chemicals* 
rubber, superior textiles, leather finishing and cement. The Commission 
warned that “until they (the recommended industries) are brought into 
existence on an adequate scale, Indian capitalists will, in times of peace, 
be deprived of a number of profitable enterprises whilst in the event of 
war which renders sea transport impossible, India’s all-important ex- 
isting industries will be exposed to the risk of stoppage, her consumers 
to great hardship, and her armed forces to the gravest possible danger.” 

It recommended that Govermnent should take special steps to facilitate 
the manufacture of such essential articles as magnetos, incandescent 

*These deficiencies and the concerted measures required to overcome them were re- 
echoed in the Planning Commssion’s Notes on Perspective of Development, 1960-61 
to 1975-76, published in 1964. 



INDUSTRIES 


46J 


lamps, ferro-tungsteo, high speed steel graphite crucibles, porcelain 
insulators, chemical glass and certain heavy chemicals, rubber and 
vulcanite. 

The Commission also recommended the creation of Scientific and 
Technical Service cadres, training facilities, and acquisition of lands for 
industrial enterprises. Regarding purchases of stores, it favoured the 
creation of an organization for purchase and inspection under Imperial 
and Provincial Departments of Industries, the meeting of all indents of 
Government and railways as far as possible in India, and the setting up 
of an agency for preparing specifications As for cottage and small 
industries, it recommended familiarization with the principles of co- 
operative credit, small loans from Provincial Governments, facilities 
for marketing, technical training, and education in the use of new tools 
and designs. 

Post-War Difficulties: In post-war years, constitutional reforms, deterio- 
rations in economic conditions, attractions of protection and political 
opposition to the creation of new service cadres combined to distract 
attention from the Commission’s recommendations. 

The Commission’s report was in favour of centralization, but the Re- 
forms of 1919 led to decentralization. The general result was a separation 
of the spheres of influence of the Central and Provincial Governments 
in regard to development of indusiries. The adoption of a policy of 
protection was, at a somewhat later date, to place the Government of 
India in a position to assist industries substantially. It was also 
able to exercise some influence on the development of industries 
by means of its purchasing activity. In all other directions, 
its power to advance industnal progress was restricted. Provincial 
Governments, on the other hand, were unable to adopt protective policies 
and the comparatively small extent of their own requirement* of stores 
made it difficult for them to make an impact with their purchases. They 
had to face serious financial difficuUie*' and the two features which the 
Industrial Commission had regarded as the chitf obstacles to progress, 
vir., “the lack of a definite and accepted policy and the absence of an 
appropriate organisation of specialised experts" remained after the 
Reforms. “Much was achieved despite these difficulties’’ but. in the 
absence of a uniform all-India policy, the clement “of co-ordination 
was necessarily weak and in consequence it was not always possible to 
secure the fullest results from the efforts which were made.’’* The 
idea that industry w-as to be a transferred subjectbuttheadministralion 
would be in the hands of all-India scrv-ces proved unpopular, especially 
since it was feared that the services would be exclusively European. The 

*Clow: The Stats artd Indtatry. ThiJ is the main source for policy during the 
tnemies. 
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idea of industrial serv'ice cadres was finally abandoned in 1922. 

The prospects of industrial development became considerably dimmer 
before most of the new Industries Departments in the prownces could be 
effective. Retrenchment after 1922 fell heavily on these Departments, 
since large industrialists did not need them and the smaller ones were 
not vocal. At the Centre, the Industrial Intelh'gence Section disappeared, 
inter-prowncial conferences, publications and scholarships were discon- 
tinued. Fortunately, the stores branch was not disbanded as recom- 
mended by the Inchcape Committee on retrenchment. 

A Stores Purchase Committee was appointed by the end of 1919 to 
recommend measures to enable Government to “obtain their requirements 
so far as possible in India.” It recognized that the policy of purchasing 
Indian stores was defeated by the absence of an agenc}' for purchase and 
inspection and recommended the setting up of a department to purchase 
and inspect certain stores, particularly oils and paints, leather, textiles and 
timber and engineering stores for all Central departments except military, 
railways and public works. Company railways, provinces and States, 
and municipalities could also employ the Department. The Committee 
was divided on the question of local purchase of imported goods; the 
majority was in favour of purchasing imported stores through resident 
middlemen but the minority was against it. 

New rules vrere published in 1924. The preamble stated that “the 
policy of the Government of India is to make their purchases of stores 
for the public service in such a way as to encourage the industries of the 
country, so far as is consistent with economy and efficiency'.” Instead 
of the prices being “not unfavourable,” the prices now were to be only 
reasonable. Subject to certain conditions, purchases of machinery 
manufactured abroad were permitted in India from branches of 
approved manufacturing firms. This formed an exception to the princi- 
ple followed hitherto that Indian goods should be purchased in India 
and foreign goods in London. The Legislative Assembly passed a reso- 
lution calling for a sj'stem of rupee tenders for deliverj' in India, but this 
was not accepted till 1927 in principle. The new rules did not apply to 
the provinces. 

In 1928, new rules were drafted giving pieference, first, to articles pro- 
duced in India from Indian materials, second, to articles wholly or parti- 
ally manufactured in India from imported materials and, third, to articles 
held in stock in India. With certain exceptions, all stores were to be 
purchased in India and tenders were to be for supply in India against 
rupees. 

In spite of the halving of its budget in 1922 by the Legislative Assembl}', 
and the stoppage of its expansion recommended by the Inchcape 
Committee (v/hich Government did not accept), the Indian Stores Depart- 
ment dealt ■with textiles and leather, enaneering, hardware and miscel- 
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laneous articles. It also looked after intelligence, a metallurgical in- 
spectorate at Jamshedpur, and the Alipore Test House and had inspecting 
offices at Calcutta, Kanpur, Bombay, Karaehj and Madras. Its pur- 
chases, mainly textiles and leather, went up from Rs. 165 lakhs in 1922-23 
to Rs. 373 lakhs in 1927-28, and stores inspected during the same period 
from Rs. 142 lakhs to Rs. 574 lakhs. Bui these represented only a frac- 
tion of the purchases of Government and railways. 

State Enterprises: In the twenties, the Government continued to supply 
a large (though unquantified) part of its own needs. About 10 per cent 
of the factory population in the mid-twenties was employed in public 
factories and a considerable number of minors worked in Government- 
owned coal and salt mines. The Government of Madras, as before, 
took the lead in pioneering enterprises and its Industrial Institute con- 
ducted a number of experiments, both successful and unsuccessful; 
projects for ink, soap, fish canning and bone-meal succeeded while 
adhesives and fruit camung failed; the Institute also demonstrated the 
successful use of power-driven sugarcane crushing. In Bombay, fish 
trawling and oil extraction failed, mainly because the fish refused to co- 
operate; alleged rnterfcreace with private enterprise led to the closure of 
a semi-commercial porcelain factory in the J.J. School of Art, Bihar 
and Orissa failed to set up a projected sugar factory, and its forays Into 
blankets and matches proved unsuccessful. The Punjab model tannery 
made heavy losses and was closed down in 1 927. lo Uttar Pradesh the 
State turpentine factory did extremely well after the transfer of its majority 
control to private hands, while a bobbin factory had a chequered career 
even after such transfer. Clow’s careful comment on the situation was: 
"It seems probable that, with the increase of industrial enterprise in India, 
the field for successful State pioneering factories has contracted and wiU 
contract further.” 

In 1927, the Railway Board was attacked for having ordered too many 
wagons and it became evident that orders for wagons would be small 
for some time. This was an industry which had received a guarantee 
from Government in 1918 of purchase of a specified number of wagons 
subject to conditions regarding price and quality. This undertaking 
was withdrawn in 1924 when the industry received protection but 
remained dapsudcot upoa CoveroJoeoU In the course of negotiations 
with two exclusive wagon manufacturing companies which had been 
tormed as a result of the guarantee, one was taken over by Government. 

Some of the progressive Princely States, however, seemed to have taken 
the recommendations of the Industrial Commission rather seriously. 
Mysore, Hyderabad, GwaUor, Baroda and many of the Kathiawar States 
actively financed several large industrial ventures in British India and 
some of them made special efforts to attract entrepreneurs with offers 
of assistance and concessions. 
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Mysore followed up its earlier pioneering efforts with the establish- 
ment of an iron and steel works based on charcoal in 1923, and factories 
for sandal-wood oil, buttons and experimental industries like power- 
driven crusliing mills and jaggery manufacture. In addition to out- 
right ownership, the State made loans, gave guarantees, provided research 
and technical assistance, and participated in the share capital of private 
enterprises. During 1917-22, according to the Mysore State Gazetteer, 
the State department of industry “stimulated private initiative and private 
effort in the installation of machinery for deep well pumping, in the 
more efficient utilisation of agricultural production by means of power- 
driven machinery, and the establishment of a number of small organised 
industries in various parts of the State”. These enterprises lost very 
little money over the years prior to the depression. In the thirties, the 
State set up a sugar factory and a paper mill as Government companies, 
carried out preliminary' surveys and investigations for a number of pro- 
jects, and participated in the share capital of a silk factory and granted 
various kinds of concessions like free or cheap land, power and materials 
for a number of engineering enterprises. 

Hyderabad started an Industrial Trust Fund in 1929 for aid to industries 
with a capital of Rs. 1 crore; for improvement and development of small 
and cottage industries, industrial experiments and demonstrations, and 
economic and industrial enquiries; and for the provision of grants 
in aid for research work and scholarships for industrial training. Its 
funds were also used for investment in leading public companies outside 
the State. 

Baroda took some interest in industrial development within the State 
from the 1880's but most of the assisted enterprises failed. After these 
failures, the State confined its assistance to financial participation in 
banking and several well known public companies like Tata Chemicals, 
etc. 

The larger and coastal States of Kathiawar also took a keen interest 
during the inter-war years in the setting up of cotton mills and various 
miscellaneous activities like pottery'. This interest was more prestigious, 
than motivated by purely business or economic considerations, though 
many of these enterprises did well during the Second World War. 

Protection: If the Reforms made it difficult or impossible for the 
Government of India to assist Indian industries by some methods, 
they were destined to provide the Central Legislature and the Central 
Government with a method of granting State assistance hitherto untried 
in India. India became fiscally autonomous in 1919. The Montagu- 
Chelmsford report said: 

“Desiring industries which w'ill give him Indian-made clothes to wear 
and Indian-made articles to use, the educated Indian looks to the ex- 
ample of other countries wliich have relied on tariffs, and seizes on 
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the admission of even free traders that for the nounshment of nas- 
cent industries a tariff is permissible. We do not know whether he 
pauses to reflect that these industries will be largely financed by foreign 
capital attracted by the tariff, althou^ we have evidence that be has 
not learned to appreciate the advantages of foreign capital.. .So 
long as the people who refuse India protection are interested in 
manufactures with which India might compete, Indian opinion cannot 
bring itself to believe that the refusal is disinterested or dictated by 
care for the best interests of India.” 

The Fiscal Commission 1921-22 was unanimous in finding that the 
adoption of a policy of protection was in the best interests of India, but 
was divided on the extent and scope of protection. The majority favoured 
discriminating protection for industries subject to three main safeguards : 
(1) the industry should possess natural advantages, (2) without the help 
of protection it is not likely to develop at all or not so rapidly as is des- 
irable, and (3) it will eventualiy be able to face world competition without 
protection. Claims for protection were to be examined by a Tariff Board 
independent of politick influence. While recommending protection, 
the Tariff Board was to keep the following broad principles in mind: 

(1) Industries that arc subject to the law of increasing returns as 
well as those which arc capable of supplying the entire home 
market should be regarded as possessing additional claims to 


protection. ,, 

(2) Even though the protection of a particular industry shoidd 
involve injury to the interests of other related industries, the 
Tariff Board should not withhold protection from that mdu* 
stry, provided that such protection is calculated to result m 
an economic advantage to the country. 

(3) Wlule protection should ordinarily be granted to what ^ 
called infant industries, it may also be extended to ‘“dustriw 
that are in a state of temporary deierioraUoa or 

even to a strong and prosperous industry which might thereby 
be induced to develop a new branch. 

(4) Tariff protection should not ordinarily be granted to new 

(3) '-arrSc of protection should be ne.ther too bw nor too h», 
and should be detennined primarily m the hsht of comparatne 

(6) S^Tariir Board should be directed to review 
the protection given to different 

the desirability of the eontfnuanee. or mod.fieahon, or vv.th 

The Chatt-a'nd "SS 

and desired that no safeguard be Imd down ot er 
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nation as may be considered necessary by the Government of India and 
the Indian Legislature.” They wanted the Tariff Board to be semi- 
political and semi-commercial. Among other main recommendations, 
the Commission also suggested the abolition of the cotton excise duty (on 
political grounds), levy of customs duty on Government imports 
(accepted in 1924), and restriction of Government monopolies or conce- 
ssions of foreign capital to firms registered in India with rupee capital 
and having a reasonable proportion of Indian directors and willing 
to train Indian apprentices. The minority wished to impose these 
conditions by legislation on all foreign firms establishing industries 
behind the tariff wall. 

The Commission also recommended that raw materials and machinery 
be ordinarily admitted free of duty and that semi-manufactured goods 
used in Indian industries be taxed as lightly as possible. Industries 
essential for national defence and for the development of which conditions 
in India are “not unfavourable” should “be adequately protected if neces- 
sary”. Regarding Imperial preference, it suggested that no such general 
system be introduced but the question of preferential duties on a limited 
number of commodities could be considered by the Legislature on the 
recommendation of the Tariff Board. No such preference should 
diminish the protection required by industries or involve on balance 
any appreciable economic loss to India. Any preference to be given 
to U. K. should be granted as a free gift but, in the case of other Empire 
countries, preference should be granted only on the basis of mutually 
advantageous agreements. It unreservedly condemned the cotton 
excise duty and called for the regulation of excise policy solely in the 
interests of India. 

Though Government was agitated over the harm that protection would 
do to the inarticulate agricultural masses, the necessity of raising revenue 
had already led to large increases in customs duties so that some industries 
were already enjoying a fair measure of protection. Annual revenue 
from import duties had gone up from Rs. 8 crores in the period 1909-10 
to 1913-14 (average) to Rs. 12 crores in 1917-18 and Rs. 28 crores in 
1921-22. As a proportion of total revenue, import duties rose from 12 
per cent in pre-war years to 24 per cent in 1921-22. These increases had 
not been made uniformly nor had they been made solely with regard 
to Consideration of revenue. To some extent, therefore, the new policy 
involved the substitution of a tariff scientifically designed to assist ind- 
ustries for one which was arbitrary and irregular in its effects on industries. 

The Commission had recommended first priority for protecting the 
iron and steel industry which was facing severe competition from imports 
after enjoying the prosperity brought about by war orders. The first 
Tariff Board made a detailed investigation into the costs of Tata Iron 
& Steel and the effects of protection on steel-using industries and recom- 
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mended substantial increases in import duties on iron and steel in various 
forms and the grant of bounties on steel rails and fishplates and on rail- 
way wagons. The burden was estimated at Rs 1.5 crores per year, over 
a third of which would be borne by the general consumer, the remainder 
by public bodies, railways and larger industries. The alternative was 
extinction of the industry and severe damage to industrial confidence, 
besides loss of employment of trained personnel and severe loss to the 
coal industry. When the recommendation came before a special 
session of the Legislature, members argued, for the first time, the pros 
and cons of protection, nationalization and advisability of confining pro- 
tection to grant of bounties. The Assembly deleted the proposal for 
duty on agricultural implements, and approved protection for three 
years. Within two months, the company applied again for further duties 
because of dumping by Continental producers. In January 1925, the 
previous duties were left intact but the additional protection recom- 
mended v/as given in the form of bounties 


Duty before 
Aprd 1924 


Duty approved Duty Proposed 
June 1924 fJo\ember 1924 
Rs. per ton 


Galvanized sheets 
Steel bars 
Tinplate 
Blank sheets 


Tho dutiM generally represented 50 to 75 per cent tn od 
Further proposals for bounties trere approved m 1S25. The cost M 
protection could not be estimated but the bounties totalled Rs 2.26 crorM 
over the three years 1924-25 to 1926-27. In 1927. the tariff Board gave 
the verdict thafthe decline in steel prices and the ™ 

indicate that the protective duties have not proved buidensome that 
“1 of tie co'nntry has not suffered, and .to no 
has been caused to the producer of steel or to e ge ^ j. 

new duties agreed to in 1927 .ere generally 

continued, and the duties allowed prcrercotial ra es hoped that 

The dutic; were levied for seven years by whtch 

Tatar would be able to withstand Bntish but not Coatme 

.ion. In 1931-32, Tata. Indian Iron and 

manufacturers of pig iron entered into an agree 

output and allocate markets. . ..h. wasnot the imposi- 

The most publicized fiscal measure ^ changes in 

tion but the removal of a duty as an ^ niece-coods subs- 

1917 and 1921 had made the import duw on 'O ^ 

tanlially higher than the excise (thnngh the duty exempt 
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macliinery and stores had been withdrawn) but this failed to make any 
impact upon business sentiment and organized political opinion. The 
Government proposal in 1922 to raise the duty on imported piece-goods 
(as part of the general revision in order to cover the revenue deficit) from 
11 to 15 per cent was conditional upon raising the excise from 3| to 71 
per cent, which the Legislature declined to accept. Consequently, no 
change was made either in import or excise duty but a 5 per cent duty 
was levied on imported twist and yarn (which had been on the free list 
since 1896) over the protests of handloom interests. In 1925, when 
Bombay millowncrs made the withdrawal of a proposed wage cut con- 
ditional upon repeal of excise duty and received the backing of the Pro- 
vincial Government, the duty was suspended by an ordinance. The 
remission amounted to Rs. 2 crores and did not substantially help the 
industry, particularly in Bombay, which suffered at least as much from 
internal as external competition. The Bombay mills had frittered away 
their resources during the war boom by distributing Rs. 50 crores as 
dividend between 1915 and 1922, an average of 53 per cent on paid-up 
capital. 

Encouraged by their triumph over excise, the Bombay and Ahmadabad 
millowners pressed home with a demand for protection against Japanese 
competition. The Tariff Board was divided in its recommendations on 
the subject in 1927 and im'tially Government confined the reh'ef to res- 
toring the duty exemption on mill machinery and stores. Within a 
few weeks, however, Government agreed to subordinate its concern for 
handlooms and granted blanket protection till 1930 to mill yam of counts 
40 and below against Japanese competition, which was actually con- 
centrated in the count range 30 to 50 only. In 1928 and 1929, the piece- 
goods market became acutelj' competitive for Bombay and Ahmadabad 
and demands were made for protection to cover piece-goods as well. 
Government, too, w'as looking for revenue to cover its deficit and did 
not look kindly at Japanese imports which cut into the market for lanca- 
shire. In 1930, after the receipt of the Hardy report, a combination 
of specific and ad valorem duties was levied on imported piece-goods 
with a slight preference for British goods. Dey* estimated that the new 
duties were equivalent to a dividend of 11 to 12 per cent on the then 
paid-up capital of the entire industry and that about one-half of the 
total sum paid by tax-payers went as bonus to producers. These rates 
were further enhanced twice in 1931, and raised steeply from 20 to 50 
per cent on non-British goods in 1932., An industry which had grown 
vigorously and profitably for at least sixty years in spite of official apathy 
or antipathy, thus, came to depend upon protection, at least, parti}' be- 
cause Bombay and, to a lesser extent, Ahmadabad mills were not able 
to withstand competition from other internal centres and which, there- 


*77ie Indian Tariff Problem, p. 90 
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fore, found Japanese supplies a convenient scapegoat for covering up 
their mismanagement of finance and labour. Evidence of mismanage* 
ment came soon with the break>up of the Currimbhoy Ebrahim group 
in 1933 and the transfer or liquidation of several other mills in Bombay 
shortly thereafter. 

Protection to the sugar industry came about largely as a result of heavy 
revenue duties, but the industry developed only after the Tariff Board 
recommended their conversion into protective duties The import duty 
on sugar was 5 per cent from 1894 to 1916 when it was raised to 10 per 
cent, and further to 15 per cent in 1921 and 25 per cent in 1922. Three 
years later, the duty was made specific and was raised fairly consistently 
for revenue reasons through 1931, when Dey* estimated it as equivalent 
to 190 per cent fld va/orem at current prices. In spite of the heavy duty, 
imports nearly doubled over the twenties to about 9 lakh tonnes. The 
revenue from import duty rose from Rs. 53 lakhs m 1900-1901 to Rs. 870 
lakhs in 1929-30, in which year Government encouraged the industry to 
seek protection. The Tariff Board recommended that the revenue duty 
(which stood at 120 per cent at the end of 1930-31) be transferred to the 
protective schedule for 15 years, the rate for the first 7 years to be 135 
per cent and for the next 8 years JOI per cent. Government, without 
committing itself to the conversion, raised the rate of duty in 1931 to the 
level recommended by the Board. The policy underlying sugar protection 
was not designed primarily to help the sugar industry but to protect 
the interests of farmers growing sugarcane, the cultivation of which 
fetched the highest monetary return among all staple crops. In 1929-30, 
there were only 29 sugar factories producing 91,444 tonnes of white sugar. 
The import of sugar mill machinery in real terms increased thirty times 
between 1928 and 1933; sugar production was 5.69 lakh tonnes in 1932-33 
and reached self-sufficiency in 1935-36 when there were 135 factories. 

Protection to Other Industries: In 1924, the import duty on sulphur was 
abolished in order to help chemical manufacturers. The Tariff Bo:ud re- 
ported on paper in 1925 and concluded that sabai paper was not an infant 
industry; protection could be given only along with such non-tariff con- 
cessions as protection of process, patents and State guarantees for 
debenture issues. Government agrerf to grant only protective duties 
for seven years but the industry was saved. Among other industries that 
received protection between 1923 and 1939 were printers ink, matches, 
salt, hea' •* ” ■*’ ‘>r<A 

chests. . , • . ■ ' • 

the peric , ' 

plywood received only a small measure of protection. 

Among the industries that were denied protection were cement (cn 


*The Indian Tariff Problem, pp 238-39. 
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1925, though the conversion of ad valorem duty into specific in 1926 
enabled the industry to satisfy 95 per cent of demand by 1936), glass and 
worsted woollens (because their essential raw materials were not avail- 
able locally), kerosene and coal. Another industry, locomotive manu- 
facturing, was denied protection in 1924 on the ground that the home 
market was not large enough. 

As viewed by the Second Fiscal Commission, the basic defect in the 
approach of the First Fiscal Commission was tliat “protection was not 
visualised as an instrument of general economic development but was 
viewed as a means of enabling particular industries to withstand foreign 
competition.” The conditions laid down by it were, moreover, inter- 
preted rather rigidly. The result was lop-sided development with a lack 
of attention to the development of basic and ancillary industries. 

Effects of Protection; Wliile protection did impose in some cases rather 
avoidably high costs on the consumer, mainly because it was not aimed 
at general industrial development, it succeeded to a considerable extent 
in safeguarding the existence and expansion of the protected industries 
and also developed some interest in allied industries. Between 1922 and 
1939, the production of steel increased eightfold from 1.32 lakh tonnes 
to 10.57 lakh tonnes; the production of tinplate, wire, wire-nail, engine- 
ering and agricultural implements was also encouraged. Cloth production 
went up from 1554.5 million metres to 3658 million metres, matches from 
16 to 22 million gross, paper and paperboard from 24,385 tonnes to 
68,075 tonnes and cane sugar from 24,385 tonnes to 945,942 tonnes. 

Employment in protected industries grew 47 per cent between 1923 
and 1937 from 580,000 to 881,000, wliile in unprotected industries the 
increase was only 24 per cent from 8,70,000 to 10,51,000. None of the 
protected industries suffered any setback in production during the thirties 
when other industries were passing through difficult times. The area 
under cotton and sugarcane expanded considerably. 

Going by the record of protected industries, the Second Fiscal Com- 
mission observed that “the policy of discriminating protection, within 
its limited scope, has achieved a fairly large measure of success and that, 
on balance, the direct and indirect advantages to the commum’ty of pro- 
tection to these major industries offset the burden on the consumers.” 

External Capital; Industrial enterprises had been, since the mid-19tli 
century, dependent to a considerable extent on the supply of capital 
from abroad and those responsible for providing the capital had naturally 
secured a large measure of control. At the same time, the demand for 
industrialization was closely associated with nationalistic aspirations. 
As industry developed, there were apprehensions that the power of foreign 
capitalists was increasing. The question was discussed at length by the 
First Fiscal Commission which was divided on the issue; it was referred 
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to an External Capital Committee in 1924, consisting of the Finance 
Member and members of the Legislature. The Committee concluded 
that external capital was a valuable factor in assisting economic develop- 
ment and that general measures discriminating against it or penalizing 
it by way of taxation or control would be definitely injurious both to 
the development of Indian resources and the interests of Indian inves- 
tors. It also recommended that where investment carried with it the 
control of an undertaking, certain conditions (stated below) should be 
applied provided that discrimination was feasible. But it considered that, 
where a general concession was given, e.g., by a tariff, it was impractic- 
able to effect any discrimination. On behalf of Government, Sir Atul 
Chatterjee stated in the Assembly on Match 2, 1922, that : 

“no concession should be ©ven to any firms in regard to industries 
in India unless such firms have a rupee capital, unless such firms have a 
proportion at any rate of Indian directors, and unless such firms allow 
facilities for Indian apprentices to be trained in their works. This 
has been mentioned more than once, and 1 can only repeat this 
' declaration." 

The problems created by the setting up of foreign-controlled enter- 
prises, both before and after the adoption of high revenue duties and dis- 
criminating protection, were highlighted in the thirties with the entry 
of international combines into the “new” industries and the frequent 
non-co-operation of such enterprises with the Tariff Board, in the enquiry 
into the woollen industry, for example. 


Unbalanced and Inadequate Growth : In 1939, there were only . 
factories (each employing 20 persons and above) and the number of 
persons engaged in them was 17.5 lakhs. About one-half of these wor ers 
were in cotton and jute mills; engineering (including railway workshops), 
metals and chemicals together accounted for less than one-fifth, and 
Government factories employed about one-tenth. The I 31 
disclosed that, over the preceding twenty years, the worl^g 
had expanded by 4 per cent but persons employed m industry had d«- 
reased from 17.5 million to 15.3 million or by nearly 13 per cent, ifte 

decline was marked in traditional handicrafts but the advance 0 mo ern 

factory industries failed to compensate for it. What were the reasons 


for this stagnation or arrested growth 7 

What little data there are of income trends in the 
indicate that per capita income hardly increased during t » P 

bably it declined. The total pioduclion and per heeterc yields of f d 
crops, especially rice, remained constant or declined in n is 
ejclnding Burma. The terms of trade .eerc 

Gold exports, representing dissavings, totalled ^s. .,i„. 

the seven yeis 1931-37. Betneen 1928-29 and 1932-33, the value 
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of exports fell from Rs. 339 crores to Rs. 135 crores and of imports from 
Rs. 260 crores to Rs. 135 crores. Budgetary policy was orthodox: direct 
and indirect taxes were raised and expenditure was reduced. The total 
revenue expenditure of Central, Provincial and Local Governments 
dechned from Rs. 365 crores in 1928-29 to Rs. 325 crores in 1934-35; 
capital expenditure of Central and Provincial Governments went down 
from Rs. 44 crores to Rs. 5 crores over the period. Aggregate public 
sector outlay in 1934-35 was Rs. 345 crores against Rs. 412 crores in 
1928-29.* DecUne in purchasing power and^minirm'zation of Government 
purchases dimmed the prospects of industrial development which came 
to be based largely on substitution of imported light consumer goods 
behind a tariff wall which helped to create and maintain a gap between 
the prices and costs of finished goods. 

The tariff wall had a large window in the shape of Imperial preference 
during the thirties, and it was partial in the sense that it was 
extended piecemeal and never covered the import of machinery and 
stores on the ground that tariffs on them would raise industrial costs. 
Cotton, sugar, cement and steel expanded under the umbrella of pro- 
tection, statutory or informal. Their expansion did not lead to any 
marked growth in engineering and chemicals. The growth of engineer- 
ing industry was arrested by severe retrenchment in railway** and other 
public expenditure (the key element for the industry), and decline in 
coal and jute output. What demand there was for capital and inter- 
mediate goods (mainly from protected industries) was satisfied from im- 
ports which were substantially cheaper than in the early twenties; tlu’s 
demand was in any case subject to a ceiling set by the possibility of 
short term import substitution in terms of quantity and/or selected 
qualities. The cement glut in the thirties brought out the dangers of 
piercing this ceiling too rapidly. 

Setting up of non-traditional industries required — understandably to 
a greater extent than in the planned fifties and sixties — ^foreign capital and 
skills, which were not forthcoming. British private capital was attracted 
to India when profits were fabulous in the jute industry during post-war 
years (Table I). The annual export of British capital to India increased 
from £14.7 millions (9% of total) in 1908-10 to £29 millions in 1921 and 
further to £ 36 millions in 1922 when it was about one-fourth of total 
British capital exports. The annual figured ropped to about £ 1 million 
between 1924 and 1926 and to less than £ 1 million in 1927. There was 
some revival of British investment in thet hirties but the new investment 
was almost wholly in consumer goods — and it came from international 
combines : 

*K^Mukeiji: Levels of Economic Activity and Pubiic Expenditure in India, pp. 89-90. 
**Tne capital at charge of Indian railways rose from Rs. 831 crores in 1928-29 to Rs. 880 
crores m 1936-37 while working expenses were reduced during the period from Rs. 75 
crores to Rs. 70 crores. {Indian Eaihrays: One Himdred Years, 1853-1953). 
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“In some important cases, notably the manufacture of cigarettes, 
matches, rubber tyres, soaR paints, and certain chemicals, these 
industries are branches of important arms in the United Kingdom 
wluch have decided that it is to their advantage to meet the Indian 
demand from works Mtnatcd inside the tariff wall, and also to be 
in a position to claim the status of Indian origin when tendering 
for the requirements of Government purchasing departments.’’* 
As the depression took its toll of British prosperity and employment, 
the liberalization of policies that had been evident soon after the First 
World War became gradually diluted till, in the thirties, one missed any 
reference to the importance of basic industries and assurance of Govern- 
ment purchases which the Industrial Commission had stressed. Pro- 
tection to politically inSuential industries sweetened the pill of imperial 
preference. No attempt was made to extract a quid pro quo from pro- 
tected industries in the form of rationalization of management and loca- 
tion or to bring about backward linkage of production to intermediates 
and capital goods. It h fair to add, at the same time, that the few Indian 
business groups in existence were, on the one hand, debilitated by their 
misadventures and decline in profitability during the twenties and, on 
the other, their energy and resources were exhausted in the large expansion 
of sugar and cement and maiatenance of cotton miUs on an even keel 
Not till the late thirties could the Tatas, for example, recover sufficiently 
from their post-war setbacks to go into chemicals and heavy engtaeeriag. 
Filling up of the structural gaps which the Industrial Commission had 
pinpointed required considerable Government initiative and assistance. 
Instead, Government was concerned exclusively with balancing its own 
budget. 

The Second World War found India somewhat belter prepared and 
equipped than during the First World War but, as compared with the 
level and variety of demands imposed on the economy, the situation was 
not very different. Cotton, jute and steel remained the principal items of 
war procurement, though large orders for ammunition shells gave 
engineering factories and railway workshops some useful experience of 
mass production. 

The Second World War gave a considerable impetus to the de^eiopment 
of industrial potential; its contribution to actual expansion was not 
equally great. In 1940, Government announced that industries started 
during the war would be adequately protected if they were organized on 
sound business lines. After an initial setback earned by stoppage of 
trade with enemy countries and disruption of shipping, an uptren was 
established which lasted till 1945 and then petered out the vep^ next year. 
Those industries which were already in existence worked to full cap- 

Report on Cond, lions on ProspMs J~UmUd~ Kingdom Trade In mf. 

(Department of Overseas Tr3<te. Lonaoo.) 
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TABLE I 

Dividends as Per Cent of Ordinarj’ Capital 



1918 

1919 

1920 

1921 

1922 

1923 

1924 

1925 

1926 

1927 : 

> 

13.4 

15.6 

16.0 

15.1 

14.9 

15.4 

15.4 

14.9 

14.5 

14.5 

dills 

141.5 

125.4 

109.7 

34.8 

38.2 

39.0 

56.8 

44.7 

36.3 

54.2 , 

"ompanics 

15.7 

19.0 

17.3 

18.2 

16.8 

16.6 

16.5 

14.5 

10.2 

8.2 

bmpanies 

19.8 

13.6 

1.3 

11.4 

20.0 

35.0 

36.7 

21.7 

22.6 

34.7 ] 

ng Companies 

— 

— 

13.8 

12.9 

12.0 

11.3 

12.0 

14.7 

14.5 

15.5 1 

jmpanics 

— 

— 

16.7 

9.2 

3.1 

4.6 

2.5 

2.5 

3.8 

5.0 

ince Companies 

30.0 

20.0 

25.6 

22.5 

25.7 

15.7 

27.1 

18.1 

15.7 

12.8 

’roperty and Zamindari — 

— 

5.0 

32.5 

32.5 

17.5 

3.3 

2.3 

2.3 

2.3 

Mills 

53.5 

51.0 

51.0 

18.8 

— 

— 

— 

2.5 

8.8 

11.3 

It, Lime, Pottery, etc. 

32.9 

30.5 

55.5 

54.9 

55.0 

16.4 

6.9 

7.6 

6.1 

7.8 

ical Industries 

11.5 

14.0 

11.3 

12.8 

8.8 

7.5 

6.2 

5.9 

6.0 

7.2 

ic Light, Power and 
lephonc 

8.8 

8.5 

7.5 

6.8 

6.4 

5.9 

5.6 

5.7 

6.5 

6.6 

eering and Metal 
orks 

60.1 

20.6 

24.5 

19.8 

7.4 

4.6 

3.0 

4.4 

3.1 

6.0 

Mills 

__ 

47.4 

46.8 

39.5 

35.7 

18.9 

17.1 

21.4 

19.6 

16.4 

fills and Timber 

26.3 

30.8 

7.9 

5.0 

7.0 

5.0 

2.0 

4.8 

4.4 

9.2 

Refineries and 
stiUeries 

16.3 

15.5 

20.3 

22.4 

14.3 

10.6 

15.7 

9.0 

10.3 

11.0 

vays, Steamer transit 
d Storage 

11.5 

13.6 

11.7 

11.6 

9.1 

8.2 

6.3 

7.2. 

7.8 

9.7 

laneous 

24.8 

19.4 

19.0 

3.4 

10.7 

10.2 

10.8 

9.4 

6.5 

6.4 

India Rubber 

— 

— 

— 

— 

— 

3.8 

6.3 

25.0 

38.1 

27.8 

1 Mills 

26.5 

40.8 

86.9 

53.5 

46.9 

22.7 

14.0 

10.0 

9.3 

10.9 

Railways 

5.4 

5.6 

- 5.9 

6.0 

5.7 

6.1 

5.6 

6.6 

6.3 

6.6 
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TABLE I (Cmid) 

Diridcnds as Per Crot of Ordinary Capital 



1929 

1930 

1931 

1932 

1933 : 

1934 

1935 

1936 

1937 

1938 

1939 

'Banks 

13.0 

12.2 

11.0 

10.9 

11.4 

11.4 

7.6 

8.8 

8.9 

- 

- 

‘Jute Mills 

4.19 

22.1 

1Z8 

10.7 

15.6 

23.7 

14.2 

14.1 

9.2 

5.2 

7.1 

^Coal Companies 

8.8 

8.5 

69 

4.7 

36 

3.9 

50 

5.3 

5.0 

6.7 

7.4 

'Tea Companies 

9.5 

5.5 

2J 

2.3 

9.2 

7.8 

8.6 

10.0 

12 6 

11.4 

- 

•Pressing Companies 

11.3 

8.8 

It.O 

7.7 

85 

8.1 

7.6 

61 

4.9 

3.2 

2.9 

i^Oil Companies 

9.1 

8.7 

6.7 

7.3 

4.8 

75 

36 

2.6 

11.8 

10.2 

7.5 

•Insurance Companies 

136 

17.1 

18.6 

17.7 

17.7 

17.3 

178 

15.1 

16.1 

14.8 

nil 

■ ^Real Property and Zamimlari 

5.0 

5.0 

S.0 

7.8 

98 

4.3 

2.5 

5.5 

2.4 

2.6 

1.7 

'|Paper Mills 

30.0 

24.4 

24.4 

27.6 

23.7 

25,0 

9.7 

11.8 

8J 

24.1 

11.7 

i Cement, Lime, Pottery, etc. 

25.1 

23.4 

21.5 

21.3 

23.7 

27.2 

14 3 

10.9 

16.0 

15 8 

160 

' Chemical Industries 

7.0 

5.5 

4.0 

58 

5.4 

5.9 

5.9 

39 

3.3 

— 


, Electric Light, Power and 
‘ Telephone 

60 

4.9 

4.4 

4.6 

49 

5.3 

52 

5.4 

5.7 

5.9 

4.1 

, Engineering and Metal 

1 Works 

6.0 

3.8 

2.9 

3.6 

3.0 

1.3 

5.4 

68 

14.0 

23.6 

34.3 

> Flour Mills 

17.7 

69 

141 

14J 

U 

24 

4.6 

9.3 

14 8 

23.5 


( Saw Mills and Ttmbcr 

7.5 

40 

1.7 

3.3 

1.7 

1.7 

65 

7.3 

— 

— 


Redoeries and 
; Distilleries 

9.8 

9.6 

ll.l 

19.5 

17.2 

11.6 

72 

9.6 

3.6 

7.9 

7.7 

Tramways, Steamer transit 

1 f and Storage 

9.2 

7.6 

5.2 

4.7 

5.0 

5.7 

6.1 

58 

9.1 

89 

6.3 

, r Miscellaneous 

5.5 

4.9 

3.9 

3.6 

36 

43 

5.0 

6.6 

76 



South India Rubber 

5.3 

ml 

ml 

nil 

ml 

0.4 

2.5 

50 

14.7 

7.7 

4 6 

^ { Cotton Mills 

11.4 

10.0 

9.6 

8.8 

67 

8J 

98 

74 

92 



j k Light Railways 

6.2 

5.8 

4.9 

4.6 

4A 

43 

4J 

4.7 

4.7 



" Source: Gopal.M.H. The Ueory of Exeea Profits Taxation iMyion 

1947). pp. 96 

-7 
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acilY often in more than one shift. New plants were added in several 
cases and a few basic industries were established in spite of the extreme 
difhculty of obtaining capital equipment. A rapid expansion of small- 
scale industries created new sources of supply; a variety of goods like 
cutlery, skewers, hand tools, taps, drains and camouflage nets and many 
other consumer and intermediary goods were manufactured. No precise 
information is available regarding the output of these small units, some 
of which disappeared soon after the war. The index of industrial pro- 
duction (1937=100) rose from 102.7 in 1939 to 120 in 1945. The major 
increases were under steel, chemicals, paper, paints and liquors 
(Table II), while jute, matches, sugar and wheat flour remained depressed. 
The production of major industries could not, on the whole, be said to 
have increased substantially though higher prices and profit margins 
did bring about unprecedented prosperity to industrial enterprises and 
their managements. Capital equipment was exposed to considerable 
wear and tear; maintenance and replacement were neglected. Coal and 
transport bottle-necks remained a serious threat to output expansion 
through the war. 

Some of the important new industries that were set up during the war 
were (a) ferro-alloys like ferro-silicon and ferro-manganese, (b) non- 
ferrous metals and metal fabricating industries like aluminium, copper, 
copper-sheets, wires and cables, etc., (c) mechanical industries like diesel 
engines, pumps, bicycles, sewing machines, machine tools and cutting 
tools, (d) a few items of textile, tea and oil processing machinery, and 
(e) chemicals like sulphuric acid, caustic soda, chlorine, superphosphates, 
photographic chemicals and bichromates,. Some of these new articles 
were produced in very small quantities. 

Between 1939 and 1945, the volume of factory employment expanded 
from 18 lakhs to 31 lakhs while in Government factories it expanded 
from 132,000 to 419,000 (in 1944). The number of ordnance factories 
trebled and the number of employees increased from 15,000 to 100,000; 
the number of workshops capable of supplying engineering components 
rose from 600 to 1500. Output of guns and ammunition rose manifold 
(artillery equipment produced increased from 97 to 1,376). The monthly 
production of machine tools expanded from 100 in 1939 to 350-400 in 
1945. By September 1941, 54 firms were licensed to manufacture machine 
tools and lathes, furnances, power blowers, sand blasting plant, etc. Over 
280 new items of engineering stores were manufactured for the first time 
by 1941, ranging from small tools and machine tools to heavy calibre 
guns, torpedo boats and degaussing cables. Wire mesh, benzol, rubber 
goods, disinfectors, binoculars, lubricating oils, lead pipes and sheets, 
chloroform, carbonic acid, oxygen apparatus, stoves and heavy chemicals 
were produced for the first time. Aluminium alloy drop forgings and 
various high speed and stainless steels were produced for the air force. 
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Power alcohol manufacture was taken up. The number of heavy auto- 
mobile units assembled in Bombay rose from 11,000 in 1939 to 47,000 
in 1942; armoured plate veliicles were produced in Jamshedpur, but 
their output was limited by the necessity of importing chassis. 

Till the Japanese invasion of Burma and Assam, there was no serious 
attempt to develop aircraft, sliip-building and automobile manufacture 
on the ground of certain “serious difficulties” which the invasion never- 
theless, helped to overwhelm. An official technical training programme 
was introduced only in 1941 and then, too provided for the training spread 
over one year of 7,300 persons at all levels including semi-skilled workers. 
There was no policy for large-scale training of manpower and its utili- 
zation to the maximum advantage. 

"Never within recent years,” noted Tyson in 1942, “has there been 
any lack of capital in India or a reluctance to stake it on new and 
sometimes speculative projects”. But the engineering industry was, 
not surprisingly', found to be organized on a jobbing and servicing basis; 
mobilizing it for mass production created problems, especially because 
there was a severe shortage of technicians, skilled labour and machine 
tools. Control of capital issues was introduced in 1943. There was 
no control over imports from sources other than enemy countries until 
May 1940; 117 commodities were under control by May 1941, but 
comprehensive import control was introduced only in June 1942, and the 
tendency even then was to cut down all imports in the same proportion. 
The value of machinery imported declined from Rs. 20 crores in 1939 
to Rs. 11 crores in 1943. Before the American entry into the war 
which rendered the world supply position difficult, shipping imposed 
its limits. 

As Brest pointed out “India was called upon to produce more manu- 
factured goods and grow more food despite the wartime lack of raw 
materials, fertilizers and machinery which inevitably made these tasks 
even more difficult than they had been before. The major part of the 
industrial expansion was in a few industries, engineering, iron and steel, 
textiles and chemicals, most of which were highly localized. In 1939, 
400 out of 800 engineering works, 37 out of 157 foundries and rolling 
mills, 17 out of 26 chemical works and nearly all coal mining were in 
the Bay of Bengal area. This meant that the local resources of skill 
and even unskilled labour were exhausted soon. The Japanese entry 
and evacuation and flight, together with demand for local military 
construction, aggravated the scarcity of labour. Many of the lacunae 
were the result of lack of foresight. “Government thought in the first 
year of the war that the maximum force for which India could supply 
equipment was 1 lakh, an Air Force of nine planes with Indian pilots 
was thought ambitious . and the production of ships, automobiles and 
aircraft was dubbed impossible.” 
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GoTcrnment Purchases, World War n : Unlike the First World War, 
when the creation of the Munitions Board took more than two yean, a 
Supply Department was set up as soon as the war broke out in 
September 1939. It was concemed as much with production as with 
purchases. The Department acted as the executive agency of, first, the 
War Supply Board and later, the War Resources Committee, which 
directed the industrial war, effort in collaboration with the Eastern 
Group Supply Council. The Director General of Supply was at first 
responsible for all supplies from ordnance factories and purchases from 
private industry, but some of his functions were later diverted to other 
directorates, principally the Directorate General of Munitions which 
looked after metals. The general method used by these agencies until 
1941, was the peace-time one of competitive tendering, but later this 
disappeared and contracts were placed with industry on the basis of 
ascertained cost and profit margins. Competitive tendering was continued 
for small industries. Just before the war, the Chatficld Committee had 
recommended a capital expenditurcof Rs. 7 crores on the expansion of 
existing ordnance factories at the expense of the British Government. 
These went into production by 1942. The Roger Mission of 1940-41 
surveyed the whole field of industry snd recommended capital expenditure 
in India by the British Governaicnt of Rs. 1,235 crores on expansion 
and rational integration of production. 

From 1939-40 to 1944-45, total defence expenditure amounted to 
Rs. 2,738 crores, of which Rs. 1,389 crores was recoverable from the 
British Government. The value of contracts placed between 1938-39 
and 1942-43 exceeded Rs. 560 crores, including a little more than Rs. 11 
crores on small industries. Non-munitions industries also benefited 
from contracts. Between 1939 and 1945, the Supply Department 
absorbed, among other things, 3,566 million metres of cloth out of * 
output of 23,774 million metres, 43 per cent of paper output, and the 
- entire production of woollen mills. Textiles and engineering stores 
accounted for 43 per cent each of Supply Department purchases between 
1939 and 1941. In the first year of the Eastern Group Council s 
existence, India supplied 60 per cent of total war demands in the region, 
64 per cent after the fall of Hong Kong and Malaya. 


Industrial Policy: As in the First World War, Government was 
give assurances of various kinds of assistance for post-war in 
development. In June 1941. a high level Reconstruction 
of the Viceroy’s Executive Council was appointed to draw up ^ 
post-war reconstruction. Soon alter the publication of the Bombay 
Plan in 1944, one of its signatories, Ardeshir ‘ "'f? 

head the newly created department of planning an 

Ceatre. The department established a namber of tndustnal panels 
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consisting of officials and non-officials and, on April 23, 1945 issued a 
statement of industrial policy. The declared objectives of industrial 
development were stated to be: to increase the national wealth by the 
maximum exploitation of the countrj'’s resources, to make the country 
better prepared for defence, and to provide a high and stable level of 
employment. The highlights of the policy statement were as under: 

(1) About twenty major industries would be brought under the 
control of the Central Government. 

(2) Basic industries of national importance, namely, aircraft, auto- 
mobiles, tractors, chemicals and dyes, iron and steel, prime 
movers, electric machinery, macliine tools, electro-chemicals 
and non-ferrous metals, could be nationalized if adequate private 
capital was not forthcoming since it was essential in the national 
interest to promote such industries. All other industries would 
be left to private enterprise under varying degrees of control. 
Coal would be handled as a special case. 

(3) In order to regulate industrial development, the Government 
would have to take power to license industrial undertakings. 
Industrial workers would be enabled to secure fair wages and 
reasonable living conditions. Controls would be utilized to 
prevent excess profits and to ensure the quality of industrial 
products, etc. 

(4) Government would have the primary responsibility for assisting 
industrial progress through the development of transport, power, 
and facilities for scientific and industrial research and technical 
education. Government might also assist industry by helping 
to raise capital by tariff and taxation policy and by the procure- 
ment of capital goods from abroad. 

In 1945, Government realized the importance of assisting or protect- 
ing industries during the transitional stage pending the formulation of a 
long-term tariff policy. An interim Tariff Board was set up for two 
years to investigate the claims of various industries seeking protection 
or Government assistance. To qualify for such cover, an industry had 
to satisfy the Tariff Board that: 

(a) it is established and conducted on sound business lines; 

(b) having regard to the natural or economic advantages enjoyed 
by the industry and its actual or probable costs, it is likely within 
a reasonable time to develop sufficiently to be able to carry on 
successfully without protection or State assistance; or 

(c) it is an industry to which it is desirable in the national interest to 
grant protection or assistance and that the probable cost of such 
protection or assistance to the community is not excessive. 

The criteria laid down were more liberal than in pre-war days; the 
power to make recommendations on matters other fTian protection 
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gave the Board considerable flexilnUty of inquiry and evaluation. 
Besides protection and other foims of assistance, the Board was em- 
powered to: 

(i) maintain a continuous watch over the progress of protected 
industries and advise Government on the modifications of protec- 
tion or assistance required; 

(ii) report to Government on factors which lead to higher costs of 
production in India as compared with other countries; 

(iii) enquire into the cost of production of commodities and determine 
their wholesale retail or other prices; 

(iv) advise Government on measures required to secure internal 
production on the most economical cost basis; 

(v) recommend measures required for protection against dumping 
from abroad; 

(vl) undertake studies on the effects of ad valorem and specific duties 
and tariff valuations on various articles and the effects of tariff 
concessions granted to other countries; and 

(vii) report to Government as and when necessary oo combinations, 
trusts, monopolies and other restrictions on trade which may 
tend to affect the industries enjoying protection by restricting 
production or maintaining or raising prices and to suggest ways 
and means of preventing such practices. 

Most of these additional functions were not actually earned out. 
The main work of the Board consisted of investigating the claims of 
protection and inquiring into the cost of production of prices of ar ic es 
like steel, etc. To anticipate slightly the developments which took 
place after 1946, the Tariff Board followed the method of equating 
domestic cost with the landed cost of equivalent imports to deterge 
the quantum of protection and also allowed a margin of “P ° ^ 

cent (generally 10 per cent) for consumer prejudice against the domestic 
product. In a few cases, subsidies and import restrictions ^ 
recommended. Apart from these, it also made ot er rcco 
tions covering: 

(a) placing of Government orders, _ 

(b) modiacation of capital stnictare of companies m pp 

(c) “S's for companies in India competing »i.l. 

foreign companies manufacturing in India, r^uired bv 

(d) refund of duly on capital goods or raw matenals required by 

(e) to“eVyme„,andtrainingofIndianna.iona^^^ 

tanee for tecWcal training and employment f f 

(f) formation of mannfacturenf associations and mstilut.on of joint 
sales organizations, and 
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(g) prescription of suitable standard specifications. 

During the five years 1945-50, the interim Tariff Board conducted 90 
inquiries, including 5 price inquiries against 51 carried out between 
1923 and 1939, and Government announced its decisions in most cases 
within two months of the receipt of its recommendations. This was in 
striking contrast with the period of 3 to 24 months taken by Government 
to make its decisions between 1926 and 1937 after 5 to 18 months taken 
by the then Board to submit its report, quite apart from the delay in 
referring applications to the Board or outright rejections without re- 
ference to the Board.* The interim Board recommended protection for 
the first time to 38 industries and continuance of protection to 22 
industries. Among the important industries which received protection 
during 1945-50 were aluminium, antimony, caustic soda, bleaching 
powder, soda ash, textile maciiinery, bicycles, electric motors, plastics, 
preserved fruits, sewing machines, sheet glass, starch, and calcium chloride. 

Industries in Princely States: The leading progressive States planned and 
carried out a number of enterprises during and immediately after the 
war. In 1940, Mysore (Karnataka), in collaboration with the industrialist 
Walchand Hirachand, established Hindustan Aircraft but, soon after, 
the Government of India bought out Walchand and took it over as an 
aircraft repair shop. The State also established an industrial and testing 
laboratory, and took up a large part of the equity of several companies 
established for the manufacture of matches, radio and electrical equip- 
ment, lac and paints, chrome tanning, and chemicals and fertilizers. 
Departmental enterprises entered into the manufacture of vegetable oils, 
glass, enamel, electric bulbs, porcelain, and plywood. A survey in 1951 
found that the State had invested a little more than Rs. 5 crores in depart- 
mental enterprises, Rs. 84 lakhs in joint ventures with private interests 
and advanced loans exceeding Rs. 30 lakhs to the latter. The Mysore 
Iron and Steel Works which had started in 1923 with a wood distillation 
plant and a 61-tonnes , per day capacity charcoal blast furnace had 
changed over to the production of steel and cast iron pipes in 1936; 
two years later a cement unit was added and, in 1942, a ferro-silicon 
plant was added. 

In Hyderabad, the mining areas under Singareni Collieries (establish- 
ed in 1920) were further developed. After the war, the State promoted 
and financed a large number of enterprises for the manufacture, among 
other things, of machine tools and forgings, cotton, sugar, heavy chemi- 
cals, sheet glass, glucose, starch, casein, plastics, metal products, etc. 
By 1949, there were 43 industrial concerns in which the Government 
held large blocks of shares. 


*Report of the Second Fiscal Commission, p. I 
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The Travancore Government promoted and invested heavily in 
companies for the manufacture of fertilizers and chemicals, sugar, 
rubber, cement, rayon, electromhemicals, titanium, and Umber soon 
after the war. It also set up departmental enterprises for the production 
of soap, porcelain, bicycles and an assorted variety of other goods. 

While many of these enterprises became the nuclei of growth and 
contributed to the industrialization of the regions, the arrangements for 
their management, finance and marketing were not always satisfactory. 
Nearly all of them enjoyed guaranteed markets and various other con- 
cessions like free or cheap land, power, etc., but these in turn imposed 
oligations of a constricting nature. Departmental enterprises were 
stifled by administrative control, while private managements were not 
always keen to give their best since their own equity was dispropor- 
tionately small. There was no over-all policy to regulate promotion, 
assistance and supervision; each project was taken up or aided on an 
ad hoc basis. Most of these enterprises had to be drastically reorganized 
in the fifties. These mistakes notwithstanding, there is no doubt that 
assistance and concessions from Princely States played a key role m the 
promotion of industrial entrepreneurship in the South, and laid the 
foundation for the impressive and relatively broad-based progress wit- 
nessed fater during the fifties and sixties. 


Somming Up: Pre-independence industrial policy wavered between, 
on the one lund, a paternalistic urge which manifested itself, dunng 
peace-time, in sporadic and fitful essays in industrial demonstration, 
education and unviable small direct assistance and concisions, during 
the two war periods in hectic procurement and liberal 
post-war generosity and, on the other, acceptance of orthodox no^ 
interventionist economic dogmas. The influence of ntis manu a 
turers was strong, till 1914, in the determination of tariff 
later, in more sophisticated direction of the course "f 

protection and Government and railway purchwes. coiton 

the Indian entrepreneurial class were assuaged with P^ “ Tn.,fVet was 
sugar and steel, in which the British hold oser the 
being severely eroded by imports from non-stenng co ^ 

a= protection led to indnrttittlizntion during the t«ent,» “ 

growing new market for indn, trial machinery war 
of Britfsh manufacturer, who continued to enjoy “ 
of supply of major engineering items to the rat wajri. and 

industry, largely Brilish-controllrf then. ,,^5 added 

job functions, to which asscinbling of impoitcd co p 
during and after the tvar. j jn, late 

Curiously enough, both the periods _ 1870 s to l s 
I920’s to cLly I930's - in which them were someth, ng hkc nunor 
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limited investment booms coincided with world-wide decline in machi- 
nery prices. This remarkable coincidence took away what little incentive 
there might have been to establish machinery manufacture. A re- 
presentative ofTatas stated before the Tariff Board in 1932 that financial 
and technical conditions were such that private industrialists were not 
able or inclined to enter into heavy engineering and chemicals without 
the promise of substantial support from Government. For its part. 
Government was eager to cut down expenditure and purchase commit- 
ments; guarantees of Government purchases or inducement of domestic 
purchases of plant and machinery at higher than import prices were 
unthinkable. Government production of railway, cotton and jute 
equipment (which had a relatively large market) would have run foul of 
orthodox policies and British manufacturers ; production of equipment 
for sugar, paper and cement was ruled out, among other reasons, by the 
small size of the market and the once-for-all nature of the investment 
in these import substitutive industries. While the policy of discriminat- 
ing production and high revenue duties was partial and halting, the real 
failure was not just of what industrial policy there was but lay in the 
absence of an over-all economic policy designed to arrest the decline 
of general purchasing power and employment opportunities and thereby 
to create an environment of growth. Protection could only give a shot 
in the arm for partial and fragmented import substitution in the short 
run; it could not expand aggregate demand for industrial products and 
create prospects of indefinite expansion. 

The Indian entrepreneurial class exhausted its energies during the inter- 
war years in the expansion of cotton, sugar and cement. Its horizons 
did not stretch any wider due to lack of capital, technical skill and know- 
how of selling unfamiliar goods. Except for the Princely States and 
rich zamindars, which constituted a rather narrow and unpredictable 
class of long-term investors, there were no institutions to provide long- 
term finance for projects requiring considerable capital and likely to take 
a long time to earn a return from goods with uncertain sales prospects. 
The twenties and thirties w'ere decades of lost opportunities mainly be- 
cause Government refused to take an active and direct part in industrial 
development and the entrepreneurial class was distracted by the tem- 
porary — and in the long run costly — advantages of protection for 
consumer goods. 

The pace of industrial investment, as measured by imports of “machi- 
nery and millwork”, was extremely slow even after allowing for decline 
in import prices. Such imports averaged Rs. 5 to 6 crores a year from 
1904 to 1918, rose to nearly Rs. 22 crores (when prices were inflated) 
in the period 1919-20 to 1923-24 and fell to about Rs. 13 crores between 
1929-30 and 1936-37 (Table III). The index of all import prices 
declined by 37 per cent between 1927-28 and 1936-37; even on the out- 
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side but unrealistic assumption that machinery prices declined in the 
same proportion, the investment in industry during the inter-war years 
could hardly be described as substantial. 


TABLE m 

Annual Imports of Machinery sex) NL'Ilwork 1899-1939 


Period/year 


Amount 
(Rs lakhs) 

1899-1900 to 1903-04 

(av) 

2,79 

1904-05 to 1908-09 

(av) 

5,58 

1909-10 to 1913-14 

(av) 

5,61 

1914-15 to 1918-19 


5,13 

1919-20 to 1923-24 


21.64 

1924-25 to 1928-29 

(av) 

16,19 

1929-30 to 1933-34 

(av) 

13.36 

1934-35 


12,64 

1935-36 



1936-37* 


12,76 

1937-38 



1938-39 




Source: VeraAnstey? fco/wmfc (4ih ed.), p. 624. 

‘Excluding Burma. 


The war squeezed out the last ounce of production from existing 
industrial capacity but gave little scope for expansion of capacity, parti- 
cularly in areas crucial for future growth. Its main coatribufioa lay in 
the building up of immense trading and industrial fortunes through 
price inflation and drastic curtailment of mass consumption, and in 
familiarizing a key section of the population with new material aspira- 
tions and goods. Barring some import of steel and a little equipment on 
the ircoflimendafjon of the Roger Mission, no concerted effort ^s 
made to import machinery under U.S. Lend-Lease arrangements. The 
immediate problem for industry after the war was to make up the 
caused by excessive wear and tear and lack of maintenance. or 
wide shortage of machinery and shipping, political disturbances an 
blocking of sterling balances made it difficult to launch any major indus- 


trial expansion soon after the war. . 

On the eve of independence, India was one of the top doren indus- 
trial countries of the world, measured by the size of its industrial output. 
Most of this output consisted of cotton jnece-goods and yarn, ju e, s ee , 
paper, cigarettes, cement, coal and sugar. There was prac ica 
production of capital goods in 1945, India produce 
worth Rs. 91 lakhs, electric motors 46,000 h.p., power ra 
39,000 kva and 473 diesel engines CTablc IV). Non-ferrous metals. elKtn- 
cal engineering, automobiles, tractors, prime moven an ea 
cals were either non-existent or still in their infancy, e ou p 
cals was nominal; sulphuric acid 60,963 tonnes (^S^ins . „ 

in 1919), and a few thousand tonnes of caustic soda, soda as , 
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TABLE IV 

Production of Major Industries 1946 

Industry Unit Production 


Consumer Goods: 


1. 

Cotton doth 

m. 

metres 

2. 

Woollens 

th. 

kg. 

3. 

Sugar 

th. 

tonnes 

4. 

Cigarettes 

m. 

no. 

5. 

Drugs (tinctures and galenicals) 

th. 

litres 

6. 

Paper and paper board 

th. 

tonnes 

7. 

Matches 

50 

gross 

8. 

Electric lamps 

th. 

no. 

9. 

Storage batteries 

th. 

no. 

10. 

Electric fans 

th. 

no. 

11. 

Vanaspati 

th. 

tonnes 

Integrated and Production Goods 



1. 

Cotton yam 

m. 

kg. 

2. 

Chrome tarmed hides 

th. 

no. 

3. 

Vegetable tanned hides 

th. 

no. 

4. 

Cement 

th. 

tonnes 

5. 

Asbestos cement sheets 

th. 

tonnes 

6. 

Conduit pipes 

th. 

metres 

7, 

Steel ingots & castings 

th. 

tonnes 

8. 

Aluminium 

tonnes 

9. 

Antimony 

tonnes 

10. 

Copper 

tonnes 

11 . 

Sulphuric acid 

th. 

tonnes 

12. 

Superphosphates 

th. 

tonnes 

13. 

Caustic soda 

th. 

tonnes 

14. 

Soda ash 

111. 

tonnes 

15. 

Chlorine liquid 

tonnes 

16. 

Bleaching powder 

tonnes 

17. 

Bichromates 

tonnes 

18. 

Industrial alcohol 

th. 

litres 

19. 

Power alcohol 

th. 

litres 

20. 

Dry cells 

lakh 

no. 

21. 

Belting 

tonnes 

22. 

Refractories 

th. 

tonnes 

23. 

H.T. Insulators 

th. 

no. 

24. 

L.T. Insulators 

th. 

no. 

25. 

Sheet glass 

th. 

sq. m. 

26. 

Abrasives 

th. 

reams 

27. 

Jute mnf. 

th. 

tonnes 

28. 

Plywood 

lakh sq. metres 

29. 

Bare copper conductors 

tonnes 

30. 

Winding wires 

tonnes 

31. 

Rubber insulated cables 

th. 

metres 

Capital Goods 



1. 

Machine tools 

th. 

Rs. 

2. 

Electric motors 

th. 

h.p. 

3. 

Power transformers 

th. 

kva 

4. 

Diesel engines 

no. 


Fuel and Power 



1. 

Coal 

m. 

tonnes 

2. 

Electricity 

m. 

kwh. 


Sources: 1. Report of the Second Fiscal Commission, Appendix V. 

2. Vakil C.N. Economic Consequences of Divided India. 
*1947 **1948 


3,574 

122 

9.05 

18,879* 

2,273* 

107.7 


412,000 

6,31 

27 

1,10 

88.4 


520 

10,87** 

19,53** 

1567 

77.1** 

520** 


l,3i4 

3,288 

134 

6,311 

61 


5.1 

3 

12.1 

1,524 

2,032 

2 , 114 ^ 

21,911* 

13,274* 

8,80 

625* 

159 

74* 

14,30* 

515 

61 

1,106 

30 . 87 ^ 

5,974** 

335** 

18,395** 


91,25 

46 

39 

473 


29.5 

4,935 
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and bichromates. The partition fortunately left India with nearly 
the entire industry of undivided India fTable V). As compared with the 
country’s resources and population, however, only the surface had been 
scratched. Per capita income was Rs. 200 and per capita consumption 
of electrical energy 9.2 kwh. Total industrial employment was 15 
millions, of which 2.6 millions or less than 2 per cent of the total working 
population was employed in large scale factories. National income 
originating in factory establishments in 1948-49 (when national income 
was first officially estimated) was Rs. 550 crores, about 6 per cent of 
total national income, while small arid cottage enterprises accounted 
for Rs. 870 crores, another 10 per cent of the national income. 


TABLE V 

Industrial Eatnblisbineots and Employmeiit in India, 1945 


No. a/ No. of No. of No. of No. of No. of 
factories workers factories workers factories woi^s 
COOO) 0000) 0000) 


,1, Textile 

2. Ensineeriog 

3. Minerah and metals 

4. Food, drink and tobacco 

5. Chemicals 

6. Paper and printing 

7. . Wood, stone and glass 

8. 'Hides and stdns 

9. Omning and pressing 

10. Miscellaneous 
Total: 


1.656 1,194 

1,734 429 

347 130 

3,749 360 

1,009 115 

616 72 

1,035 142 

294 39 

2,123 
600 
13,10 


141 353 

312 33 

2,936 1,406 


206 14,569 3,142 


Source; Vakil C. N. : Economic Consequences of DMdrd India, VP. 2iM7. 


n. Industrial Policy since Independence 

Industrial policy since independence has aimed at rapid 
industry as a spearhead of all-round economic developmen^ 
vigorous and strategic expansion of pubh’c sector enterprises, 
cedcnted inducements for private investment and simu wmild 

to bring about institutional changes and soci^ mitlines 

ultimately facilitate sustained industrial growth. ™ 

of industrial policy and the demarcation between pu of 1948 

are stated at lensth in the Ind«s«ial PoUcy States ntsnfM 
and 1956 hnl these provide no more than HeMhlc cuideli ^ 
thinldng and implementation. A comprehensive vie 

t • 1 j 1. -j 104R and 1956 Statements, tne pro 

poheyhasto include, besides the IMS and i v ^ the considerable 
grammes and priorities laiddownintheFiTC Ye . ,f«ii(Tfhenthe 

amount and variety of legislation enacted to crea e 
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desired institutional structure for planned development, and the adminis- 
trative interpretation and implementation of all these. The last is not 
the least important. The texts of policy statements and laws are the 
results of balancing of various conflicting ideas and interests; they do 
not provide a comprehensive logical framework readily applicable to 
individual situations and problems. The policy statements explicitly 
accept the need for exceptions and flexibih'ty; the laws vest considerable 
discretion in executive agencies. 

The major role of industry, especially heavy industry, in economic 
development, and active State participation in and direction of industrial 
growth were two common elements in all programmes of development, 
beginning with Visvesvaraya’s pioneering essay in planning in the mid- 
thirties, through the Royist People’s Plan, the Bombay Industrialists’ 
Plan, the Gandhian Plan, the official post-war reconstruction schemes, 
the reports of the Congress National Planning Committee, and, finally 
the report of the Advisory Planning Board under the chairmanship of 
K.C. Neogy in 1946. The Government’s immediate concern after 
independence, however, was to deal with the steep fall in production 
levels since the termination of the war owing to shortage of raw materials 
and transport, backlog of equipment replacement and labour unrest. 
An Industries Conference attended by representatives of Central and 
Provincial Governments, industrialists and labour was held in December 
1947, and considered ways and means of (i) utilizing the existing capacity 
more fully and (ii) harnessing industry to the growing requirements of 
the people. On the recommendation of this Conference, Govermnent 
drew up an immediate plan for the provision of essential capital goods 
and raw materials to thirty industries, including steel, cotton textiles, 
cement, superphosphates, paper, drugs, machine tools, motor car 
batteries, and electrical motors. A coal transport committee was 
established in Calcutta to expedite the movement of coal from coal- 
fields to industrial centres. A tripartite agreement, the fore-runner of 
several to come, was reached on a three-year industrial truce between 
labour and employers. The industrial policy statement which followed 
in April 1948, was based largely on the recommendations of this con- 
ference. A resolution on labour-capital relations, later accepted by 
Government, stated: 

“The system of remuneration to capital as well as labour must be so 
devised that, while in the interests of the consumers and the primary 
producers, excessive profits should be prevented by suitable methods 
of taxation and otherwise, both will share the product of their common 
effort, after making provision for payment of fair wages to labour, a 
fair return on capital employed in the industry and reasonable reserves 
for the maintenance and expansion of the undertaking.” 

The number of man days lost due to industrial disputes, which had 
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risen from 4 million in 1945 to 16.5 million in 1947, fell to 7.8 million 
the next year and further to 3.8 million in 1951. This achievement was 
greatly facilitated by the spate of arbitration awards raising wages and 
cost of living allowances and providing for profit sharing bonuses. 
Thanks to the better industrial climate and some improvement in the 
transport and raw material position, production in various key industries 
tended to revive. 


1948 Statement: The Government Resolution on industrial policy, of 
April 6, 1948 (Appendix I) emphasized the need for the expansion 
of production as the pre-requisite for more equitable distribution. 
Within its limited resources and trained personnel, Government would 
expand its existing units and start new ones in other fields rather 
than acquire and run existing private units. In order to eliminate the 
uncertainties and fears engendered in the private sector by statements 
of various mimsters, etc., Government declared that only atomic energy 
and railway transport would be State monopolies; in six industries, coal, 
iron and steel, aircraft manufacture, ship-building, communication 
equipment and mineral oils, all new undertakings would be under State 
auspices "except where, in the national interest, the State itself finds it 
necessary to secure the co-operation of private enterprise subject to such 
control and regulation as the Central Government may prescribe." 
Existing undertakings in these fields would be allowed "all facilities for 
efficient working and reasonable expansion" for ten years, after which 
the whole matter would be reviewed. Fair and equitable compensation 
would be p^d in the event of nationalization. State enterprises will as 
a rule be managed through statutory corporations. "The rest of the 
industrial field will normally be open to private enterprise, individual 
as well as co-operative", but 18 specified Industries of national impor- 
tance or which require considerable investment or high degree of techni- 
cal skill will be subject to Central regulation and control. 

The resolution made no economic or technical distinction between 
• cottage and small industries but promised all assistance, induing pro- 
tection against competition from large units, for their survivd and ex- 
pansion. Great stress was laid on co-operativization of these industnes. 
"The present international situation is likely to lessen to a marked degree 
our chances of getting capital goods for large-scale in ustry, an t e 
leeway must be made up by having recourse to small size mdustnal 


co-operatives throughout the country. • . 

Government indicated its readiness to extend assistance to pnvate or 
co-operative enterprise, in particular, by removing tr^po i i » 
facilitating the import of essential raw materials, imposmg Unffs to 
prevent unfair foreign competition, and by reviewing the sys 
taxation to encourage saving and productive investment. 
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Looking back, the 1948 Statement appears to lack both vision and 
perspective. It was too concerned with sootliing the fears of industries 
reeUng under threats of nationalization and offering industrial labour a 
recognition of its rights as a partner in industry. The ten-year reprieve 
granted to existing private undertakings in basic industries led to more, 
not less, uncertainty and little was done by the State itself for. some 
years to enter these industries. New State enterprises were confined to 
fertilizers, telephone cables, penicillin, machine tools, telephone instru- 
ments and steam locomotives. Private investment in steel was curbed 
till 1952 by prospective state entry and unremunerative prices and in 
cotton mills by restrictions on moderm'zation of equipment in the name 
of protecting handlooms. A number of new private industries did, 
however, come up during the period; automatic looms, gramophone 
needles, aluminium powder, electric meters, miniature electric lamps, 
machine tools, piston rings, ball bearings, electric motors upto 70 h.p., 
electric transformers, scientific glassware, and machine-made glass 
ampoules. 

State industrial enterprises, it was soon found (as the Damodar Valley 
Corporation got bogged down in organizational difficulties), could not 
work well as statutory corporations; they came to be registered as joint- 
stock companies. Large joint ventures with private enterprise in basic 
industries, which were expected to become fashionable after the flota- 
tion of Air India International in 1949 with Tata collaboration, went 
out of favour soon; Air India (along with domestic aviation), Hindustan 
Ship-building and Eastern Shipping were taken over wholly by Govern- 
ment after a short partnerslup with private interests which (Tata in Air 
India excepted) found the financial burdens onerous.* 

The statement betrayed absence of clear understanding of the dis- 
tinctive problems and prospects of small and cottage industries, and 
perception of the specific fields in which co-operativization could make 
headway. No plans were announced for long-term finance for setting 
up new industries or for modernization. The setting up of the Industrial 
Finance Corporation did mark a step forward in this direction but, for a 
number of years, it financed mainly the traditional industries. In 1948, 
neither Government nor businessmen nor economic experts had any 
clear idea of the wide variety of basic engineering and chemical indus- 
tries, other than basic iron and steel, required for industrial development. 

Second Fiscal Commission 1949-50; Government appointed the Second 
Fiscal Commission in April 1949 to examine afresh the question of pro- 
tection in the general setting of industrial development. The Commission 
looked upon the process of industrialization as “basically a problem 


*During the Third Plan, such joint ventures of the Centre with private interests were 
revived but almost wholly with foreign collaborators in oil-refining and explosives. 
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of the reorganization of the occupational pattern.” Whether and 
how far it should take the form of cottage, small-scale and large-scale 
industries depended, in its view, upon: 

a. the nature of the industry, 

b. the technological character of the industry, 

c. the relative proportions of capital and labour needed for the 
industry, 

d. the extent to which decentralization in production m small units 
is economical on the basis of private and social costs, and 

c. the rate at which it is desired to effect a change in the occupational 
pattern. 

State initiative and assistance, it recommended, should play an im- 
portant part in the promotion of cottage and small-scale industries. 
Where no conflict existed between these sectors, programmes of deselop- 
ment should be framed in consultation with all the interests concerned. 
Where, however, there is competition between large-scale industries, 
on the one hand, and small and collage industries, on the other, and it Is 
established that the latter deserve support against competition from the 
former. Government should take necessary steps to safeguard the posi- 
tion of the latter in consultation with the interests affected till such lime 
as they are able to stand on their legs. 

The Commission recommended the following order of priorities for 
the public sector; 

(i) essential defence industries; 

(iO industries connected with the development of natural 
resources e.g., water power, key minerals like coal and 


petroleum; 

(ill) public utility industries, e g., railways, power generation, 
etc.; and . 

(iv) ■ heavy key and basic industries which, m the absence ol 
. private enterprise, the State may have to initiate and 
develop; 


and for the private sector: , . . ^ 

(i) increase of production in existing undertalings upto the 
maximum of their installed capacity, 

(ii) expansion of existing industries upto t e um so 
demand in their market with special reference wherescr 


(iii) 


(iv) 


dSlpUn. 

mponenTs oi other industries or nhich carry the pro- 

srrprednctiot. a shtgn nearer final 

tablishmcnt of such industries as are related to exist, ng 
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industries and may increase the external economies result- 
ing from the establishment of a group of connected 
industries; and 

(v) establishment of industries catering for a large market, 
internal or external, rather than those satisfying a limited 
or specific demand. 

For the location of relatively ‘foot-loose’ industries, the Commission 
recommended rehance in the first instance upon negative measures to 
prevent further concentration in areas already congested, together with 
simultaneous positive steps to improve the attractiveness of areas 
which were socially more desirable for migration of new or existing 
industries. The Commission ended its general remarks on what it 
considered a realistic note: 

“Having regard to the available capital resources and technical ability, 
we do not think that it is possible to achieve a more intensive pattern 
of large-scale industrialisation than that visualized (by the Com- 
mission) . . except through a measure of austerity or regimentation 
which, in the circumstances of this country, we consider it extremely 
difBcult to enforce.’’ 

On tads' policy proper, the Commission was of the view that protec- 
tion should be related to overall planning of econonuc development to 
avoid unequal distribution of the burdens of tariSs and un-co-ordinated 
growth of industries. It divided industries into three categories: (a) 
defence and other strategic industries, (b) basic and key industries, and 
(c) other industries. It recommended that industries in category (a) 
should be protected regardless of cost on national considerations. 
Regarding basic and key industries in the plan, the Tariff Commission 
to be set up with enlarged powers should decide the form and quantum 
of protection and lay down the terms and conditions for grant of protec- 
tion or assistance and review from time to time the extent to which these 
conditions have been or were being compUed with by the protected 
industries. For the third category, it laid down the following criteria: 

“Having regard to the economic advantages enjoyed by the industry 
or available to it and its actual or probable cost of production, it is likely 
within a reasonable time to develop sufficiently to be able to carry on 
successfully without protection or assistance and/or it is an industry to 
which it is desirable in the national interest to grant protection or 
assistance and, having regard to the direct and indirect advantages, 
the probable cost of such protection or assistance to the conunum'ty 
is not excessive.” 

The Commission also gave liberal clarifications of certain specific issues; 
1. Local availability of raw materials need not be a necessary condi- 
tion for protection so long as there are other countervailing 
, advantages. 
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2. The potential export market can be taken into account. 

3. Ordinarily an industry should be able to satisfy the entire domestic 
demand but this need not be an overriding consideration in the 
short run. 

4. Compensatory protection to industries using the products of 
protected industries should be considered on merits. 

5. Protection to new and embryonic industries prior to their actual 
establishment should be considered in those industries which 
require heavy capital outlay or highly specialized personnel. 

6. Excise duties on protected articles should be generally avoided. 

7. Price fixation of raw materials for protected industries, wherever 
necessary, should be done by the Centre and not by States. 

A portion of the revenues collected from protective duties should be 
set aside in a Development Fund, out of which subsidies in lieu of pro- 
tective tariffs could be given to selected industries. Quantitative restric- 
tions should be used sparingly and temporarily. Subsidies should be 
preferred to tariffs where domestic supply meets only a small portion of 
the domestic demand and where the commodities are essential raw 
materials. The obligations of protected industries should mainly be 
with regard to prices, production, quality of production, adoption oi 
technological improveoieats, research, training of apprentices and higher 
grades of labour and avoidance of anti-social activities. 

As for stores purchases, the Commission suggested a reasonable 
margin of preference for domestic goods so long as they conformed to 
standard specifications, and a higher margin of preference to the 
products of cottage and small industries. 


Industries Act 1951 : Licensing and regulation of important industries 
were the main instruments of centralized social and economic control 
envisaged in the 194S Statement. Private opposition led to delay ^d 
changing of the title of the bill from ‘Industries Control and Regulation 
to ‘Industries Development and Regulation’. The law finally enacted in 
1951 applied initially to 37 industries listed in the first schedule. Its 
important provisions are: , . j 

I. AH existing industrial undertakings in the scheduled mdusls^ 
have to be registered srilh Government within a prescribed 


period. . , . • - 

2. No new industrial unit can be established or substantial ex 

to existing plants made for a fixed investment excee mg s. 
lakhs without a license from the Central Govemment. 

3. Govemment can order an investigation in respect o anj^ 

industry or undertaking if, in its opinion, there 

likely to be an unjustifiable fall in the volume of j ® 

industry or undertaking or if tbere is a marked c enora i 
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quality or an increase in price for which there is no justification; 
a similar investigation can also be ordered in respect of any indus- 
trial undertaking being managed in a manner likely to cause 
serious injury or damage to consumers. 

4. In the event of an industry or undertaking not carrying out the 
directions issued after such an investigation. Government can 
take over its management. 

These powers have to be exercised in consultation with a Central 
Advisory Council. Moreover, Development Councils were to be 
established for maintaining the necessary liaison between the public and 
private sectors, for ensuring that private industry conformed more and 
more to the planned pattern of development, and for building up a 
cadre of specialists in each industrj’. The more important of their 
functions are to: 

(a) recommend targets for production, co-ordinate production 
programmes and review progress; 

(b) suggest norms of efficiency and reduce costs; 

(c) recommend measures for full utilization of capacity and improved 
working of less efficient units; 

(d) assist in distribution of controlled materials and obtaining local 
supplies; 

(e) promote scientific and industrial research and collect statistics; 

(f) investigate possibilities of decentralization of processes and 
development of ancillary, small and cottage industries; 

(g) promote training and retraim'ng of personnel; and 

(h) undertake enquiries for advising Government. 

The Act was amended in 1953 to include more industries. By that 
year, 10 Development Councils had been set up for various industries. 

The glow of exhortations to private industry to place itself under 
social discipline or face the consequences became progressively dunmer 
as the agricultural and price situation continued to grow worse from 
1948 to 1951 and industrial production failed to increase sufiiciently. 
As the First Plan was being drawn up in 1951, the overwhelming degree 
of attention required for agriculture, power, transport and utilization 
of existing industrial capacity led to a gradual change in emphasis from 
control of private enterprise to its harmonious but regulated groNvth as 
an integral part of overall development. The most tangible evidence of 
this change of attitude was provided by the agreements signed in 1951-52, 
after prolonged negotiations, with the three foreign oil companies which 
controlled the distribution of oil products. Standard Vacuum, Burmah- 
Shell and Caltex, for the setting up of petroleum refineries. Govern- 
ment promised to exempt them from certain provisions of the Industries 
Act, promised not to nationalize the refineries for 25 years, guaranteed 
availability of foreign exchange for annual remittance of profits in 
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foreign excliangc, permitted them to import crude from areaik of their 
choice, exempted imports of crude oil from customs duty, authorized the 
companies to sell products at prices equivalent to imported prices and 
decided to assess their machinery imports at a specially low rate of 5| 
per cent ad valorem. Many features of these agreements were to cause 
difficulties and call for frequent readjustments as the international oil 
market became steadily more competitive but their conclusion in 
1951-52 implied that industrial policy was flexible enough to accommo- 
date technically and economically useful exceptions. 


First Fi>e Year Plan: The philosophy of industrial policy in a mixed 
economy was elaborated in the First Plan: 

“It is clear that in the transformation of the economy that is called 
for (under democratic planning) the State will have to play the crucial 
role .... a rapid expansion of the economic and social responsibilities 
of the State will alone be capable of satisfying the legitimate expecta- 
tions of the people. This need not involve complete nationalisation 
of the means of production or elimination of private agencies in 
agriculture or business and industry. It docs mean, however, a progre- 
ssive widening of the public sector and a re-orientation of the private 
sector to the needs of a planned economy.” 

“The distinction between the public and the private sector is one of 
relative emphasis; private enterprise should have a public purpose aM 
there is no such thing under present conditions as completely unregulated 
and free private enterprise. Private enterprise functions within the 
conditions created largely by the State .. The points of interaction bet- 
ween private and public enterprise are multiplying rapitUy-- -the priva e 
and public sectors cannot be looked upon as anything like two separa c 
entities : they are and must function as parts of a single organism. 

For the duration of the First Five Year Plan, Government admittj^ 
that it had no alternative but to give the topmost priority to 
including irrigation and power, largely because of the projec s m , 
but also because, without a substantial increase iri Ihe pro u i 
food and raw materials needed for industry, it wou 
sustain a higher tempo of industrial investment. The ig P 
given to agricultural investment in the State 
investment which the State itself could undertake m m u . 
gress in this field was, therefore, to depend to a grea ex c . 

in the private sector, though in key and basic j fac, 

the State sphere, long-term demands had to be anticipated and in facri 
supply must come first for demand itself to deve op 

la view of the high priority for 
sources even for essential defence indnstncs. 
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priorities were laid down in the First Plan: 

(i) fuller utilization of capacity in producer goods industries like 
jute and plywood, and consumer goods industries like cotton 
textiles, sugar, soap, vcntaspaii, paints and varnishes; 

(ii) expansion of capacity in capital and producer goods industries 
like iron and steel, aluminium, cement, fertilizers, heavy chemi- 
cals, machine tools, etc.; 

(iii) completion of industrial units on which a part of the capital ex- 
penditure has already been incurred; 

(iv) establishment of new plants which would lend strength to the 
industrial structure by rectifying, as far as resources permit, the 
existing lacunae and drawbacks, e.g., manufacture of sulphur 
from gypsum, chemical pulp for rayon, etc. 

Some of the policy questions that were later to assume greater impor- 
tance were touched upon. Regarding the capital rw. consumer goods 
controversy, it was stated that a larger supply of consumer goods had 
to come mainly from fuller utilization of existing capacity which 
could be modernized and made more efficient. As for economies 
of scale in industrial projects (a rather premature issue at the time), 
the Plan recognized that some conflicts of considerations were bound 
to arise but licensing under the Industries Act “should ensure an 
impartial consideration of all the issues involved in a substantial 
expansion of existing units or establishment of new ones.” 

Public sector industrial investment during the First Plan was targeted 
at Rs. 101 crores, the bulk of it in projects directly under the Centre. 
The main components of the programme were an iron and steel project, 
completion and expansion of Sindri fertilizers, integral railway coach 
factory, expansion of Chittaranjan Locomotive Works, machine tools 
and ship-building, besides relatively lighter projects like penicillin, P.D.T., 
and newsprint. Actual investment was Rs. 57 crores. The targets of 
production and actual achievement are given in Table VI 

It was recognized that in the formulation and assessment of the pro- 
grammes in the private sector, “it is necessary to keep in mind the fact 
that, in an economy which is not completely centralized. Government 
can influence but not determine the actual course of investment. Never- 
theless, the programmes of development, as now presented are in the 
nature of best judgements as to what is feasible and desirable.” Against 
the targeted aggregate gross investment of Rs. 463 crores on new pro- 
jects, replacement and modernization in the private sector, actual invest- 
ment came to Rs. 340 crores (Table VII). In cotton textiles and power, 
investment exceeded the targets. Much of the investment was in existing 
units, to which extent there was no question of a more balanced 
regional allocation of industry. 
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TABLE VI 

First Plan: Public Sector Prodnctiou 


Target Actual 

1935—56 


1. Pig iron capacity 

2. Finished steel capacity 

3. Locomotives 

4. Integral coaches 

5. Ships 

6. D.D.T. 

7. Penicillin 

8. Ammonium sulphate 

9. Superphosphate 

10. Newsprint 

11. Cables 

12. Telephones 

13. Exchange lines 

14. Cement 

15. Lathes 


lakh tcwiics 3.55 nil 

lakh tonnes 10 0 35 

no. 92 125 

no. 50 20 

th.GRT 20 13 

tonnes 711 289 

m. roega units 4.8 6.6 

lakh tonnes 3 20 3.31 

th. tonnes 16.76 ml 

th. tonnes 30.5 4 3 

km. 756 845 

th. no. 50 (revised) 50 

Ih. no. 35 (revised) 35 

lakh tonnes 2 1.80 

no. 1,600 (revised 200) 77 


First Plan: Prirale Sector InTestmcnt 


1. Cotton textiles 

2. Petroleum refining 

3. Iron and steel 

4. Enpoeering 

5. Chemicals and plastics 

6. Cement and refractories 

7. Paper 

9. sugar 

9. Power 

10. Jute 

11. Rayon and staple fibre 

12. Others 


Note: Actuals include expenditure on luodemtation and rehabilitation. Target 
figures arc for net investment only. 

‘Excludes Rs. 230 crores for replacement and inodemizalion. 

Village and Small Industries: The villas industry programme in the 
Hm Plan was imbued with a spirit of nationalistic revivalism and 
village self-sufficiency. It was described as having a central place in 
the rural development programme and was based on the feeling twt 
products of large-scale industry had increasingly limited the rocket for 
the products of several classes of rural artisans. In other words, these 
industries were considered as being the victims of competition from 
large industry, A Rs. 7 crore programme was drawn up for 
velopment of such industries as oilseed crushing, soap-malung, ^any 
husking, palm gur, gur and khandsari. leather, wooUen blankets, hand- 
made paper, bee-keeping and cottage matches, besides the provision 
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of facilities for organization, finance, raw materials research, technical 
guidance, supply of equipment, and marketing assistance. Wherever a 
large-scale industry competed with a cottage industry (which was not 
clearly distinguished from a village industry as such), a common produc- 
tion programme was recommended to enable the latter to organize 
Itself. While some criteria for such protection (e.g., comparison of 
efiiciency, scope for development through small-scale methods, employ- 
ment potentials, social considerations, etc.) were laid down, and controls 
tor this purpose over large industry were envisaged, no safeguards, time 
imits or inquiry procedures were laid down as pre-requisites on the 
ana ogy of protection against external competition. No priorities 
inter se were recommended for various industries. One or more of the 
following elements could enter into the framing of common production 
programmes : 

(a) reservation of spheres of production; 

(b) non-expansion of the capacity of a large-scale industr}’; 

(c) imposition of a cess on large-scale industry; 

(d) arrangement for the supply of raw materials’ and 

(e) co-^dination of research, training, etc. 

All India and State Boards were set up for handlooms, khadi and 
VI age industries, sericulture and coir during the First Plan period. 
The production of certain varieties of cloth (mainly dhotis and saris) 
was reserved for handlooms, a cess was levied on all mill cloth to finance 
assistance to handlooms and khadi, mill printing of cloth was limited 
to the best year’s production in the period 1949-54, and the expansion 
0 arge umts capacity for garment-making was restricted. All applica- 
lons or substantial expansion of existing units or for the establishment 
o new arge units in leather footwear and tanning industries were examin- 
e rom the point of view of their effect on cottage and small units; an 
^cise uty was also levied on large-scale leather footwear production, 
the excise rebate for cottage match units was enhanced. A differential 
excise w^ imposed on the washing soap industry and a subsidy given for 
neem an non-edible oils used in making soap. In certain other indus- 
ries, me mg some types of agricultural implements, furniture-making, 
spor s goo s, slates and pencils, bidi, writing i nks , chalks, crayons and 
can es, further expansion of co-operativization was, however, extremely 
poor except in the case of handlooms. 

The main beneficiaries of this policy were handlooms (and even more 
powerlooms) and khadi. The production of handloom cloth was 
have increased from 678 million metres in 1950-51 to 1,325 
mi ion metres in 1955-56 (the latter was probably an over-estimate), while 
he value of khadi went up from Rs. 1.3 crores in 1950-51 to over 
s. 5 crores in 1955-56, when its production was 31 million metres, 
s or small industries, i.e., small-scale units using power and/or 
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functioning as ancillaries to large units, it was recognized that consider- 
able development had taken place in this field without much direction 
or assistance from Government but this growth lacked some of the ele- 
ments that make for efficiency and stability. Apart from providing 
Rs. 15 crores for their development (including handicrafts and hand- 
looms), and seeking to encourage the development of ancillaries, reliance 
was placed upon State purchases. It was agreed that, where basic 
considerations like quality, delivery date, etc., were comparable, the 
products of cottage and small industries would receive preferential 
treatment. In those items in which cottage industry had advantages 
over large-scale industry or had established itself as a supplier on compe- 
titive terms, orders would be placed with cottage and small units to the 
fullest extent before placing any orders with large units. For other 
products, a price preference and suitable relaxation of specifications 
would be allowed on merits. 

Tlie impact of these measures on actual purchases was, however, rather 
small. The total value of purchases made from cottage and small indus- 
tries by the Directorate General of Supplies and Disposals rose from 
Rs. 66 lakhs in 1952-53 to Rs. 105 lakhs in 1954-55. A number of 
emporia and sales depots for handloom, lundtcrafls and village indus- 
tries were established during the Plan period. Total outly on village and 
small industries during the four years 1951-55 amounted to Rs. 15 crores. 

First Plan— Summing Up: Industry was more of an appendage to rather 
than an important central part of the First Plan. Apart from this over- 
riding consideration and a general recognition of the strate^c role of 
industrialization, Government was only groping its way towards an 
understanding of industrial problems and the industrial needs of the 
community, as distinct from the acceptance of the idea of social control 
over the management, expansion and profits of private industry. Many 
of the implications of a mixed economy were as acceptable to private 
industry as to Government but there was no consciousness of the instru- 
ments required to integrate plan priorities with the working ofthe prices 
mechanism which continued to dominate the allocation of resources. 
This consciousness, though not the instruments themselves, was to come 
many years later. Meanwhile, Government relied on such broad 
measures as industrial licensing, uniform tax incentives and concessions 
for power, land, etc. Licensing under the Industries Act, it was soon 
found, belied the great expectations that were set by it, except in so far as, 
together with import restrictions, it created safe and sheltered markets. 

The stepping up of macliinery imports and private investment during 
the latter half of the Plan was not wholly due to un-blocking of sterling 
balances held in London and liberalization of import policy. It re- 
presented in large measure the response of Indian capital and enterprise 
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to larger Government expenditure in the aggregate, larger Government 
and railway purchases, together with faith in the continuity and growth 
of all these and of private investment and consumption. This faith 
proved to be amply justified. 

TABLE vm 

First Plan: Major Industrial Targets and Achievements 


Additonal Production 


Item 

Production 

1950-51 

by Plan-end 

Target 

Achievement 

1. Finished sfeel (lakh tonnes) 

9.95 

6.8 

3.05 

2. Pig iron (lakh tonnes) 

15.95 

12.8 

2.23 

3. Cement (lakh tonnes) 

27.3 

21.4 

19.3 

4. Aluminium (th. tonnes) 

3.75 

8.4 

3.65 

5. Ammonium sulphate (th. tonnes) 

47.0 

411.1 

352.3 

6. Superphosphate (th, tonnes) 

55.9 

127.1 

16.25 

7. Lo<x)motives (no.) 

3 

170 

176 

8. Cotton yam (m. kg.) 

435 

209 

206 

9. Mill cloth (m. metres) 

3,400 

898 

1,165 

10. Handloom cloth (m. metres) 

741 

814 

584 

11. Jute mnfs. (th. tonnes) 

837 

382 

234 

12. Bicj-cles (th. no.) 

97 

433 

416 

13. Sewing machines (th. no.) 

33 

59 

78 

14. Power alcohol (m. litres) 

22.7 

59 

22.7 

15. Sugar (th. tonnes). 

1,118 

406 

772 


1956 Statement: In December 1954, Parliament accepted a socialistic 
pattern of society as the objective of social and economic policy. In 
conformity with this objective, and the Directive Principles of State 
Policy embodied in the Constitution adopted in 1950, and the higher 
aspirations which were justified by the growth achieved during the 
First Plan, it was considered desirable to issue a new Industrial Policy 
Statement in April 1956 (Appendix III). The need to soothe private 
sector fears of nationalization was not altogether absent for (apart from 
the Reserve Bank which was nationalized in 1948), the Imperial Bank 
was taken over by the Reserve Bank in 1955 (seven years after the 
announcement of its proposed nationalization), and air transport and 
life insurance were nationalized in 1953 and early 1956, respectively. 

The new policy was aimed at accelerating the rate of economic gro^vth 
and speeding up industrialization, in particular, through the develop- 
ment of heavy industries and machine making industries, expansion of 
the public sector in industry and trade, and building up of a large and 
growing co-operative sector. The lists of industries in the 1948 resolu- 
tion were elaborated and re-categorized in three schedules: 

tA) Industries the future development of w'hich will be the exclusive 
responsibifity of the State. These included, apart from anna- 
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tnents, atomic energy and transpon, also iron and steel, hea \7 
plant and machinery, coal and other mining, petroleum and 
power. All new units in these industries, except approved cases 
and expansion of existing private units, t^ill be under Stale aus- 
pices or where collaboration with private interests is considered 
necessary, the State will ensure that It can guide and control the 
operations. 

(B) Industries in which the State will increasingly establish new 
undertakings but in which private enterprise will also have the 
opportunity to operate on its own or with State participation, 
e.g., alumimum, machine tools, ferro-allo’s, basic and inter- 
mediate chemicals, essential drugs, fertilizers, synthetic rubber, 
road and sea transport. 

(C) All remaining industries will ordinarily be developed through 
private, including co-opcratisc, initiative but State enterprise will 
not be altogether excluded from this list. 

Unlike the 1948 Statement, which was concerned primarily with the 
imposition of social discipline over the private sector, this resolution set 
out in somewhat great detail the positive role of the State in relation to 
the private sector. Besides ensuring the development of transport, power 
and other services, and providing appropriate fiscal and other con- 
cessions, the State also undertook to provide through instituiions, as 
well as directly, financial aid to industries, especially to enterprises 
organized on co-operative lines for industrial and agricultural purposes. 
The idea of a ten-year reprieve before possible nationalization was dropped 
altogether. After reiterating the need for social and economic controls, 
the resolution explicitly promised freedom to expand and non-discrimina- 
tion between public and private units in the same industry: 

“The Government of India recognise that, it would, in general, be 
desirable to allow such undertakings to develop with as much freedom 
as possible, consistent with the targets and objecthes of the national 
plan. When there exist in the same industry both privately and 
publicly owned units, it would continue to be the policy of the State 
to give fair and non-discriminatory treatment to both of them." 

The Resolution further reiterated the policy of supporting cottage 
and small-scale industries on the grounds stated in the First Plan but, 
after narrating various measures for their protection and assistance, 
it emphasized the need to make these industries self-supporting and 
to bring about a technological iransfonnation in them: 

" the aim of the State policy will be to ensure that the decentralised 

sector acquires sufficient vitality to be self-supporting and its de- 
velopment is integrated wth that of large-scale industry’. The State 
will, therefore, concentrate on measures designed to improve the 
competitive strength of the small-scale producer. For this it is cssen- 
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tial that the technique of production should be constantly improved 

and modernised, the pace of transformation being regulated so as to 

avoid, as far as possible, technological unemployment.” 

Industrial estates were conceived as one of the instruments for the 
development of cottage and small industries, preferably on a co-opera- 
tive basis. 

To anticipate some major developments which took place later during 
the Second and Third Plan periods, it may be stressed here that, not- 
withstanding the ups and downs of development after 1956 and varying 
interpretations of the Resolution in the framing and implementation of 
detailed policies, the broad framework and spirit of the Resolution 
have been implemented faithfully. In Schedule A, existing large coal, 
steel and power units have been permitted and assisted to e.xpand; 
the question of their nationalization which was never seriously under 
consideration ceased to be a practical proposition after World Bank 
loans were granted to private units in these industries, inter alia, on an 
undertaking from Government that they would not be nationalized. 
Government has, at the same time, considerably stepped up its share in 
the output of these three industries. In copper and manganese, exist- 
ing private uiuts, many of them foreign controlled, have continued un- 
disturbed. In all other major industries except ship-building (from 
wliich the private interest concerned was eager to retire for financial 
reasons), where there were no private units to deal with, all new units 
have been under State auspices. A joint Government-Stanvac oil 
exploration project in Bengal — which proved to be a failure — was the 
onl} exception and since then there has been.no foreign equity participa- 
tion in oil exploration. All new oil refineries are either fully Govern- 
ment-owned or are under Government majority control; in both cases, 
internal distribution of products is in the public sector. 

As for Schedule B, in regard to which there has been some mis- 
un erstanding about alleged State withdrawal from certain industries, 
t e Resolution clearly states that private enterprise will also have the 
opportunity to operate on its own. The private sector, in collabora- 
tion with foreign investors in several cases, has gone into aluminium, 
ow grade rnachine tools, ferro-alloys, special steels, synthetic rubber, 
coa carbonization, chemical pulp, and essential drugs. A modicum 
o pri\ate interest in fertilizers, which aroused ideaological controversy 
or some time, almost petered out when the uncertainty of profits and 
foreign collaboration cast its gloom. In the field of basic and inter- 
me late chemicals and essential drugs. Government received a project ■ 
report in or about 1958 from a Russian team, which also offered financial 
an techm’cal asssistance for the setting up of a comprehensive complex 
o p ants. Western private influences had something to do with the 
emasculation of and considerable delay in this series of projects, but the 
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issues were not so simple as made out in certain quarters. The offer 
of Russian assistance did not cover all material, technical and financial 
aspects of the project; some of the processes offered involved either a 
breach of patent rights or the adoption of a relatively inferior technology; 
rapid changes in chemical technology due to the use of petro-chemicals, 
etc., created doubts about the feasibility of some aspects of the project; 
in some cases either the equipment or basic materials or both had to be 
imported from Western sources which were not willing to oblige; finally 
U.S.S.R. itself accepted certain international patent obligations. 

Second Fi>e Year Plan; The principal objectives of the Second Plan 
were • 

(a) a sizeable increase in national income so as to raise the level of 
living in the country; 

(b) rapid jndustrialiutlon with particular emphasis on the develop- 
ment of basic and heavy industries; 

(c) a large expansion of employment opportunities; and 

(d) reduction of inequalities in income and wealth and a more even 
distribution of economic power. 

The basic strategy of the Second Plan was stated lucidly in the Maha- 
lanobis Draft Plan frame. The food and agricultural raw materials 
problem, it was believed, had approached towards a solution; the time 
was, therefore, ripe for a massive push to industrialization. To achieve 
the four-fold objectives of a high rate of gro'vth (defined more in terms 
of investment than output or consumption), high employment potential, 
minimum foreign exchange cost over a period of time, and price stability, 
the Mahalanobis draR proposed concentration on the building up of 
heavy industry. The extra demand for consumer goods resulting from 
this investment was to be met in full by the expansion of cottage indus- 
tries, which were assumed to have low capital and high labour require- 
ments in relation to output. Largescale units in consumer goods 
industries should not expand except to the limit of their existing capacity 
because such expansion would (i) create a demand for foreign exchange 
for the import of the necessary equipment wluch would not he indi- 
genously avilable (the new heavy industry would be building machines 
for machines), and (ii) create excess demand for consumer goods. This 
strategy was spelt out in the Plan itself as follows: 

“ ... .if industrialisation is to be rapid enough, the country must aim at 
developing basic industries and industries which maVc machines to 
make the macliines needed for further development. This calls 
for substantial expansion in iron and steel, non-ferrous metals, coal, 
cement, heavy chemicals, and other industries of basic importance. 
The limitation is. of course, the scarcity of resources and the many 
urgent claims on them. Nevertheless, the criterion is not merely 
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immediate needs but the continuing and expanding needs in the 
coming years as development goes foirvard. India’s known natural 
resources are relatively large, and in many of these fields, as in steel, 
for instance, she is likely to have a comparative cost advantage. It is 
desirable to aim at proceeding farthest in the direction of developing 
heavy and capital goods industries which conform to this criterion. 
Investment in basic industries creates demands for consumer goods, 
but it does not enlarge the supply of consumer goods in the short run; 
nor does it directly absorb any large quantities of labour. A balanced 
pattern of industrialisation, therefore, requires a well-organised effort 
to utilise labour for increasing the supplies of much needed consumer 
goods in a manner which economises the use of capital. A society 
in which labour is plentiful in relation to capital has to develop the 
art and technique of using labour-intensive modes of production 
effectively — and to much social advantage — in diverse fields. In- 
deed, in the context of prevailing unemployment, the absorption of 
labour becomes an important objective in itself. In using labour- 
intensive methods, it may well be that the cost of product is somewhat 
higher. TWs entails a sacrifice which can be reduced through technical 
and organisational improvements. In any case, a measure of sacri- • 
fice in the matter of consumption is inevitable wliile the economy is 
eing strengthened at the base. The sacrifice diminishes as more 
power, more transport, and better tools, machinery and equipment 
become available for increasing the productivity of consumer goods 
m ustries, and in the long run the community gets increasingly large 
returns. Meanwhile, the stress on utilisation of unutilised or under- 
utihsed labour power alleviates the immediate problem of unemploy- 
ment. Another point that may need stressing in this connection 
IS that the use of labour-intensive methods often implies that a smaller 
proportion of the incomes generated is available for saving and re- 
investment. Steps must be taken to ensure that this does not happen 
on any significant scale. 

. conditions have to be created in which modern tecliniques can be 
a opte and introduced more and more in (small and cottage indus- 
tries) and the transition should be orderly . . development along new 
ines as to be the keynote of policy. As national income increases, 
eman s get diversified, and as power, transport and communica- 

* t, scope for small enterprises of various kinds, 

w 1C either cater for new consumer demands or function in a way 
complementary to large-scale industry, increases steadily. From the 
point o view of enlarging employment opportunities as well as of 
increasing production, these new lines of development have to be 
fostered energetically. 

The sector of village and small-scale industry has to be organised 
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more and more on co-operative Bnes so as to enable the small producer 
to secure the advantages of buying raw materials and selhng his pro- 
ducts on a large scale, of getting access to institutional credit and of 
utilising improved methods and techniques. An integral programme 
of production may in some cases work on the basis of differential taxa- 
tion; in others, buying over of the product at stated prices and a state- 
sponsored or co-operative marketing arrangement may be needed.” 

The programme for expansion of industrial capacity was conceived 
in terms of the following priorities: 

1. increased production of iron and steel and of heavy chemicals, 
including nitrogenous fertilizers, and development of heavy 
engineering and machine building industries; 

2. expansion of capacity in respect of other developmental commo- 
dities and producer goods such as aluminium, cement, chemical 
and pulp, dye-stuffs, and phosphatic fertilizers and of essential 
drugs; 

3. modernization and re-equipment of important national indus- 
tries which have already come into existence, such as jute, cotton 
and sugar; 

4. fuller utilization of existing installed capacity in industries where 
there are wide gaps between capacity and production; and 

5. expansion of capacity for consumer goods keeping in view the 
requirements of common production programmes and the pro- 
duction targets for the decentralized sector of industry. 

These priorities were justified at some length; (a) steel determines the 
tempo of progress as a whole and India has a comparative advantage in 
its production, (b) heavy en^neering is a natural corollary to iron and 
steel and internal availability of machinery would remove the difficulties 
and uncertainties of dependence upon c.\ternal aid, (c) fertilizers are 
essential for agricultural development, (d) cement ranks next only to 
iron and steel as a development commodity, and (e) modernization of 
equipment in cotton and jute is necessary for earning foreign exchange, 
but additional production in these industries should be achieved to the 
maximum extent possible through greater use of idle capacity to save 
capital resources. 

The proposed outlay on village and small industries was raised sub- 
stantially to Rs. 200 crorcs, of which Rs. 55 crorcs was specifically for 
small as distinct from cottage and wllagc industries. The amount was 
distributed as sho^vn in Table IX. 

This amount was exclusive of the provision made for these industries 
under rehabilitation of displaced persons (Rs. 1 1 crorcs) and community 
development blocks (Rs. 1.5 lakhs each). The role of the Centre was 
restricted to all-India administrative, research and hire-purchase schemes 
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TABLE IX 

Second Plan Outlay on Village and Small Industries 


(Rs. crorcs) 


1. 

Handlooms 

60 


2. 

Kliadi 

17 


3. 

Village industries 

39 


4. 

Handicrafts 

9 


5. 

Small industries 

55 


6. 

Sericulture and coir 

6 


7. 

General administration and research 

15 



Total: 

200 

(excluding working 
capital requirements) 


costing in all Rs. 25 crores; tlte remaining amount of Rs. 175 crores was 
in the State sector. The problems of small industries, their urban or 
semi-urban location, use of machines, power and modern techniques, 
were viewed in a separate perspective for the first time. Their perfor- 
mance in training for entrepreneurship was strikingly demonstrated by 
the manufacture of bicycle and sewing macliine parts in Ludhiana. A 
working definition for identifying them was laid down: all units or 
establishments having a total capital investment of less than Rs. 5 lakhs 
and employing less than 50 persons when using power or less than 100 
persons when not using power. Facilities for their technical, financial 
and marketing assistance on a basis separate from village and cottage 
industries and handicrafts were recommended for the first time: Small 
Industries Service Institutes and industrial extension centres in each 
State, National Small Industries Corporation for hire-purchase of equip- 
ments and marketing assistance, and industrial estates to discourage 
further concentration of population in large urban centres were designed 
specifically for their development. 

Flanned regional diffusion of industrial activity^ had received little 
attenton in the First Plan. Only marginal deviations could be made 
from the compulsions of economic and technical considerations in the 
case of the larger industries, but the claims of relatively backward areas 
were nevertheless kept in view in the location of public sector projects, 
including steel plants. Regional patterns of development could be 
and were fostered for a wide range of consumer goods and processing 
industries. These included cotton textiles (especially spinning), sugar, 
light engineering such as bicycles, sewing machines, electric motors 
and radio receivers, re-rolling of steel and non-ferrous metals from 
billets and semis, moulded plastics, and processing of drugs in bulk. 
Cotton mills were licensed in Rajasthan, Orissa, Assam and Punjab by 
fixing State quotas and persuading applicants to locate in these Statds. 
New sugar factories (especially co-operatives financed by State Govern- 
ments, Industrial Finance Corporation and State Bank) and distilleries 
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were encouraged in Andhra, Tamil Nadu, Karnataka and Maharashtra, 
steel re-rolling mills in Assam, Madhya Pradesh, Kerala and North 
Bihar, and factories for tyre and tubes, cables and electric lamps in 
Kerala. A synthetic rubber plant based on industrial alcohol was 
established in Uttar Pradesh. The decision to sell steel at a uniform 
price at all railheads was an important step forward in the wider 
dispersal of light engineering industries. 

Industry claimed about 17 per cent of total public outlay in the Second 
Plan, as compared with 8 per cent m the First. In absolute terms, the 
allocation for large-scale industry was raised from Rs. 94 crores in the 
public sector and Rs. 233 crores in the pnvate sector in the First Plan 
to Rs. 620 crores and Rs. 575 crores (latter include mining), respectively. 
Almost the entire public sector outlay, which actually came to Rs. 870 
crores or 56 per cent of total investment in organized industry, was for 
development of basic industries, such as iron and steel, coal, fertilizers, 
heavy engineering and heavy electrical equipment. This helped to 
strengthen the public sector and “also to create conditions conducive to 
a rapid growth of medium and light industries in the private sector.'* 
The net output of factory establishments was to increase by 64 per cent 
and of capital goods by 150 per cent. Measured by the Index of Indus- 
trial Production (1956-100), the actual increase was about 40 per cent 
in the aggregate, 118 per cent for capital goods, 60 per cent for inter- 
mediate and producer goods (including mining and electricity), and 19 
per cent for consumer goods. 

table X 

Second Plan’s .Mator Industrial Tarsels and Arhieiementt 


hem 

Vmt 

hivdiKhon 

largti 

production 

1. Steel tiaished 

m. tonnes 

4 37 

2.23 

2 Fertilizers ; N 

ih. tonnes 

294 6 

111.8 

P 

th. tonnes 

121.9 

55 9 

3 , Textile rsachinery 

Rs. CSOTCS 

n.Q 

90 

4. CenneQt machinery 

Rs crores 

20 

06 

A. Pa;«rjnachmejy 

Rs. crom 

40 


6. Aluminium 

th. tonnes 

25 4 

188 

7. Newsprint 

th. tonnes 

61.0 

25 4 

8. Chemical pulp 

(h. lonnes 

30.5 



th. lonocs 

2J3.7 

147.3 

10. Caustic soda 

ih. tonnes 

137 2 

101.6 

n. D>e-siufT> 


100 

5 2 

12. Cement 


132 

86 


The main industrial targets of the Second Plan which vsere not achiesed 
were those set for iron and steel, fertilizers, certain items of industrial 
machinery (e.g.. paper and cement plant machinery, heavy castings arid 
forgings), aluminium, newsprint, raw films, chemical pulp, soda ash. 
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caustic soda, dye-stuffs and cement — and for most cottage and village 
industries which were to supply the additional consumer goods. The 
shortfalls were concentrated in those very industries which were crucial 
for future growth and price stability. Investment in most cases exceeded 
the targets (Table XI), largely due to price increases but partly also due 
to initial under-estimation of requirements, but production remained in 
arrears. There were specific reasons in each industry for under-fiilfilment 
of production targets, in addition to the shortage of foreign exchange 
that began to be felt acutely after 1957. 

TABLE XI 


Second Plan : Investment In Industry 

(Rs. crores) 




Plan 

estimate 

Actual 

investment 

1. 

Metallurgical industries 

503 

770 

2. 

Engineering, light and heavy 

150 

175 

3. 

Chemical 

132 

140 

4. 

Cement, electric porcelain and refractories 

93 

60 

5. 

Petroleum refining 

10 

30 

6. 

Paper 

54 

40 

7. 

Sugar 

51 

56 

8. 

Textiles: (i) natural fibres 

36 

50 


(ii) rayon 

24 

34 

9. 

Others 

42 . 

115 

10. 

Replacement and modernization 

150 

150 


Total: 

1,244 

1,620 


The Principal Deficiencies and Defects of Industrial Policy as Declared and 
Implemented: The private enthusiasm for industrial expansion that was 
aroused in the latter half of the First Plan received a fresh stimulus 
during the Second Plan from heavy deficit financing, relatively liberal 
import licensing, easier availability abroad of capital goods, and liberal 
distribution of industrial licenses. The wide-spread urge for industrializa- 
tion and the material requisites of well-being was a favourable develop- 
ment but neither at the fiscal and specific level nor within the planiung- 
cum-price mechanism, were there any means in operation for the direc- 
tion of private investment in accordance with plan priorities. Barring 
the expansion of private steel and shipping brought about primarily by 
massive financial assistance and assurance of demand, rather than by 
price incentives, the official attitude in general was that, so long as a 
project was in the Plan, every industry and every industrial license 
granted had an equal priority. Tax concessions like development 
rebate, tax holiday, extra depreciation, etc., were available in identical 
measure to nearly all industries, instead of being graded or differentiated 
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according to priorities. There was, siniilarly, no grading or differentia- 
tion in the provision of finance, power, land, materials, water, etc. 
While it would be quite incorrect to say that the essential industries, 
being subject to price and other controls, lacked incentives to expand 
or could not mobilize capital — since they did in fact expand and raise 
large amounts of capital — there was no self-correcting or plannig 
mechanism for restricting investment or production in relatively less or 
non-essential industries as resources, especially foreign exchange, be- 
came more scarce than anticipated. TUs became quite clear after the 
foreign exchange crisis in 1958: adequate foreign exchange could not be 
found for power and import of components, spare parts and materials for 
essential users but imports of equipment for less essential industries 
were deemed to have high priority just because they were capital goods. 

In the course of licensing industrial projects and later, foreign 
collaboration, sufficient attention was not given to the economics of 
optimum location and scale of production. The underlying belief was 
that economic concentration would be avoided by licensing a relatively 
large number of units in each industry, dispersed over a number of 
regions, each having a separate foreign collaboration from a different 
country as far as possible. Consequently, uoeconomically small units 
proliferated, and burdened the economy with high capital (especially 
foreign exchange) costs and low utilization of capacity as the shortage 
of materials became more pronounced. Bach collaborator tended to 
install a different kind of plant, spare parts of which had to be imported 
for a long time from the country of origin alone, and each made a separate 
charge for imparting his technology and skill. The country paid several 
times over for each such technology and skill, which could have been 
avoided with fewer but larger plants and a policy for the use and transfer 
of trained manpower. In the event, even an increase in the concentration 
of economic power was not avoided. la certain industries like cement, 
on the other hand, the policy of denying substantial expansion to large 
units tended to slow down the growth of output since those who received 
the licenses were in many cases unable to utilize them. 

The Mahalanobis strategy could not be accepted in full, among other 
things, owing to the pressing demands for higher consumption — and 
consequent import of equipment for consumer goods production. Agri- 
cultural failures and higher food prices, and transport bottle-necks led 
to price inflation which, became, paradoxically, the only instrument, 
a crude and indiscriminate one, of restraining consumption, with almost 
no support from fiscal, monetary and direct policies. Even if these 
mishaps had been avoided, the strategy would not have worked so neatly 
as its author postulated for some of its assumptions proved to be un- 
realistic or premature. One of the major premises of lliis strategy was 
that cottage industries were capital-saving. This proved incorrect for 
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it was found in the case of the Ambar Charkha, to take only one example, 
that it required more labour as well as more capital per unit of output 
as compared with mill spinning and the product was not entirely suitable 
for handloom weaving. In spite of rebates, subsidies, freight concessions, 
etc., the products of cottage industries (handlooms excepted) were not 
acceptable to consumers on grounds of both price and quaUty. Given 
the existing technology, there was a limit beyond which the total output 
of each cottage industry could not increase. The organizational effort 
required for improved technology and marketing was also seriously 
under-estimated. And, to top it all, the official predilections in favour 
of khadi tended to distract attention from the promotion of intrinsi- 
cally more promising industries like footwear, coir, bidi, handicrafts, and 
small establishments using power. 

The public sector was expected to and did play a crucial and strategic 
role in raising investment and filling gaps in the industrial structure: 
three steel plants, lignite, ship building, fertilizers, heavy electricals, 
machine tools, antibiotics, cables, railway locomotives and coaches, 
besides large-expansion in coal, railways and power, all these started the 
process of changing the face of the country. But the costs of nearly 
all of them exceeded by far the Plan estimates, and fulfilment of produc- 
tion targets was inordinately delayed, thereby upsetting the foreign 
exchange budget and the production programmes of interrelated indus- 
tries. Equally serious was the failure of the public sector to develop in 
good time a large technical and managerial cadre and sufficient trained 
labour to supply its manpower requirements and, wherever necessary, to 
provide the necessary guidance to the private sector. The development 
of such a cadre was an important part of the Industrial Policy Resolu- 
tion. 

While the plan progressed — and more than 80 per cent of its physi- 
cal targets were achieved — many of the fundamental questions of indus- 
trial planning in a mixed economy were not answered; they were, in 
fact, not raised at all in the context of planning as such. What level 
and structure of direct business taxation would ensure private invest- 
ment in accordance with priorities and also offset the disincentive to 
efficiency and cost reduction brought about b}' a high statutory rate of 
income tax? Should a scarcity premium be attached (by means of 
notional or shadow pricing or through the actual price mechanism) 
to the use of foreign exchange, domestic capital and essential commodities 
and, if so, what should be the mechanism for charging this premium in 
accordance with changing situations and requirements? Granted the 
objectives, strategy and targets for individual industries, what are the 
non-market or quasi-market criteria for determining the priorities bet- 
ween them inter se1 Finally, how is the administration of policy to 
combine negative fiats with positive directions? 
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Third Fhe Year Plan: On the eve of the Third Plan, national income 
(at 1960-61 prices) had gone up over thedecade of planning by 42 per cent 
to Rs. 14,500 crores and per capita income by 16 per cent to Rs. 330. 
Industrial production was 94 per cent higher than in 1950-51. The 
share of public sector industries in the net output of organized manu- 
facturing industries had gone up from I 5 per cent to 8.4 per cent and 
much of this increase had taken place in key industries like steel, coal 
mining and heavy chemicals. Besides thebuilding up of a metallurigical 
and chemical base for future industrialization, considerable progress 
had been made in industries manufacturing consumer durables, in small 
industries and in the modernization and re-equipment of older industries 
like cotton, jute and sugar, part of it from indigenously manufactured 
equipment. 

Far-reaching gains had been secured in the industrial field but these 
were insufficient to make any great impact on the general condition of 
the mass of the population or to alter radically the structure of the 
economy. Over the decade, national income originating in industry at 
current prices rose from Rs. 1,460 crores to Rs. 2440 crores, but as a pro- 
portion of the total, the increase was from 16 to 19 per cent only, and 
from 6 to 9 per cent, if factory establishments alone are taken into account. 
Employment in manufacturing industries rose only 17 per cent but the 
crude index of productivity went up by 49 per cent. 

The principal objective relating to industry in the Third Plan was 
“to expand basic industries like steel, chemicals, fuel and power, and 
establish machine-building capacity, so that the requirements of further 
industrialisation can be met within a period of ten years or so mainly 
from the country’s own resources.” Industrial production was to in- 
crease by 70 per cent over the five years (at a compound annual rate of 
11 per cent) against 30 per cent for national income as a whole About 
29 per cent of total investment, public and private, against 27 per cent in 
the Second Plan, was allocated to industry and minerals. Total invest- 
ment in industry of the public sector was targeted to increase from 
Rs. 960 crores (including Rs. 90 crores actual in village and small indus- 
tries) to Rs. 1,245 crores including Rs. 150 crores for village and small 
industries). In the private sector, the targeted increase was from 
Rs. 850 crores (village and small industries Rs. 175 crores) to Rs. 1,475 
crores, of which Rs. 150 crores were for replacement and modernization 
and Rs. 275 crores for village and small industries. Proposed aggregate 
investment in large-scale industry, thus, amounted to Rs, 2,720 crores 
and in village and small industries to Rs. 425 crores. 

Of basic importance in the Third Plan was the programme for the 
expansion of capital and producer goods industries with special em- 
phasis on machine building, and development of managerial skill, techni- 
cal know-how and designing capacity. In this programme, the public 
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sector was assigned a key role but the private sector was also expected to 
play an important part. The share of the public sector in the net out- 
put of organized manufacturing industries would rise from 8 per cent to 
25 per cent and the bulk of this would comprise capital and producer 
goods in the fields of metallurgy, industrial macliinery, machine tools, 
fertilizers, basic chemicals and intermediates, essential drugs and petro- 
leumrefining. The emphasis was on industries which would help to make 
the economy self-sustaining, and reduce as rapidly as possible the need 
for external assistance to purchase these goods and also permit a broaden- 
ing of the export base. The production of consumer goods was also to 
be expanded substantially, mainly in the private sector. 

The industrial plan for the period 1961-66 was governed by the over- 
riding need to lay the foundation for further rapid industrialization 
over the next 15 years; at the same time, provision was made to the 
extent possible for meeting the demand for other manufactured goods 
over the next five years. Power and fuels, it was anticipated, were 
likely to be inhibiting factors in the first half of the Third Plan, which 
might entail forgoing the adoption of industrial processes which make a 
heavy demand on electric power, notwithstanding their attractiveness. 
(This fear proved misplaced largely because industrial production failed 
to achieve the projected growth rate.) 

Without departing from the 1956 Resolution, the Third Plan laid 
much greater emphasis than before on the “supplementary and comple- 
mentary” nature of the public and private sectors. Specific attention 
was drawn to the entry of the private sector into nitrogenous fertiUzers 
“in a bigger way than in the past.” In pig iron, it was proposed to 
allow private plants with a maximum capacity of 1.016 lakh tonnes 
(raised to 3.048 lakh tonnes in 1964 on reconsideration of economies of 
scale and production requirements) as compared with 15,241 tonnes per- 
mitted till then. Programmes for the manufacture of dye-stuffs, plastics 
and drugs in the private sector were envisaged to be largely comple- 
mentary to the programme for manufacture of primary aromatic com- 
pounds as by-products at steel works and of organic intermediates to be 
undertaken in the public sector. Similarly, public manufacture of bulk 
drugs was to be complemented by subsequent processing in the private 
sector. This change in what may be described as interpretation or imple- 
mentation of industrial policy resulted, in large measure, from the pace 
of industrial growth and diversification, both achieved and proposed, 
and acceptance in general terms by both the sectors of their relative 
places in integrated development. 

Among the general considerations for fixing industrial priorities, the 
Plan emphasized (i) greater and more intensive utilization of existing 
capacity through multi-shift operation and/or installation of balancing 
equipment, (ii) expansion of existing plants in preference to establish- 
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ment of new units in the interests of quicker completion and bringing 
down of the investment cost of output, and (iii) accent on those pro- 
jects which would cam or save foreign exchange and discouragement of 
those heavily dependant upon import of raw materials. Subject to 
these, the following priorities were laid down for programmes and 
projects: 

1. Completion of Second Plan projects which were under implement- 
ation or were deferred in 1957-58 due to foreign exchange difficulties. 

2. Expansion and diversification of the capacity of heavy engineering 
and machine building industries, castings and forgings, alloy tools and 
special steels, iron and steel and ferro-alloys and increasing the output 
of fertilizers and petroleum products. 

3. Increased production of major basic raw materials and producer 
goods like aluminium, mineral oils, dissolving pulp, basic organic and 
inorganic chemicals and intermediates, including petro-chemicals. 

4. Increased production from domestic industries of commodities 
required to meet basic consumer needs like essential drugs, paper, cloth, 
sugar, vegetable oils and housing materials. 

The Plan did not fail to take into account the growing concentra- 
tion of economic power in the private sector as a result of the rapid 
growth of large business groups which had been able to make dispropor- 
tionate Use of the greater and wider opportunities for investment.* 
“Against the background of the goal of a socialist pattern of society,” 
it stated, '‘steps would be taken to safeguard against the concentration 
of development in the hands of a few entrepreneurs “leading to complete 
or partial monopolies.” 

In the Third as in the Second Plan, care was taken, subject to economic 
and technical considerations, to disperse the location of new major 
public projects as well as expansion of existing ones. The claims of 
under-developed regions have also been kept in view in the licensing of 
private industrial projects. The progress, programmes and production 
targets of a number of industries have been examined from time to time 
with a view to securing the location of new capacity on a zonal basis. 
Special attention has been paid in the allocation not merely of cotton 
mills and light engineering industries but also of new industries like 
aluminium, cellulose acetate, artificial fibres, chemical processing, ferti- 
lizers and rubber fjTCS and tubes, to iadustnally backwarti States Uke 
Rajasthan, Uttar Pradesh., Assam and Kerala. It has been accepted as 
a matter of policy that each major public project should act as a nucleus 


*•. . t-sj t.f— . n-.i:— u adniittcd by Government 

I , ’ lie. licensing policy had, in 

• . • ■ ups. (Company AVkj and 

• ••«', . • • some extent brause in the 

private sector these groups alone had the capacity to un^rtakc large new projects, 
but such exclusiv'c ability has been tending to get diluted of late. 



514 


the gazetteer of INDIA 


growth through the estabUshment of industrial estates in its neighbour- 
hood and that fully developed industrial areas with necessary infra- 
structure are provided in selected centres in each State. 

Village and SmaU Industries: The main objectives laid down in the 
villap and small industries programme in the Third Plan were: 

(i) to improve the productivity of the w'orker and reduce produc- 
tion costs by placing relatively greater emphasis on positive 
forms of assistance such as improvement of skill, supply of 
technical advice, better equipment and credit, etc; 

(ii) to reduce progressively the role of subsidies, sales rebates and 
sheltered markets; 

(iii) to promote the growth of industries in rural areas and small 
towns: 

(iv) to promote the development of small-scale industries as ancillaries 
to large industries; and 

(') to organize artisans and craftsmen on co-operative lines. 

TTere has thus been a clear shift in policy away from the negative and 
pro ecti\e attitudes of earlier years in favour of a positive, intrinsically 
economic programme for placing village and small industries on a sound 
pro uctne basis. It is clearly recogm'zed that small industries combine 
e a vant^es of modern technology and the use of power with those 
0 increased employment and greater opportunity for small entrepre- 
neurs as well as for co-operatives. Programmes have been drawn up 
tor the extension of Government guarantees for bank credits to small 
industnes, enlargement of the hire-purchase scheme of the National 
s>man Industnes Corporation, larger Government purchases from small 
and cottage industnes, and for the setting up of 300 new industrial estates 
against 120 sanctioned (and 60 commissioned) during the Second Plan, 
egarding industrial estates, there is still an official belief that they could 
e le ins^ument for dispersion of industries away from congested areas, 
e recor of industrial estates actually in operation, however, indicates 
early tfet most of the successful estates are those which are located 
Close to large industrial centres. 

jj policy is confirmed by the minor increase in the outlay 

oca e or traditional village and cottage industries and the greater 

ncentration p.oposed on small industries and industrial estates: 
(Table XII). 

^ Go\eniment purchases of the products of small-scale industries have 
increased considerably since 1951 (Table XIH). About 70 items are 
reserved for exclusive purchase from this sector. 

Fiscal and Alhed Developments: As foreign exchange difficulties 
ecatne mure serious, returns from investments in public enterprises 
were found smaU and getting delayed, and it was reah'zed that planm'ng 
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TABLE XH 


Outlay on Village and Small Industries : Second and Third Plans 

(Rs. crores) 



Second Plan 
Actual 

Third Plan 

1. Handlooms 



2 Powciloojns m handloom sector 



3. Khadi A. village industries 



4. Sericulture 


7 

5. Coir 



6. Handicrafts 



7. Small industries 

44 

85 

S. Industrial estates 

12 

30 

Total 

180 

264 

TABLE XIII 



Got'emment Purchases of Small Indusirv Products 




(Rs. crores) 



Annual 


Total 

average 


7 

1.4 


21 

4.2 

Third Plan perod (I96l.l3ec. 19M) 

92 

25.5 


and the price mechanism were not Inherently antitheiical but could use- 
fully supplement each other, a number of changes in policy and policy 
administration were effected from 1963 onwards. Some of these con- 
cerned licensing procedures, quicker utilization of foreign aid, and re- 
moval of price and distribution controls on certain essential commodities 
like steel and chemicals had. therefore, a direct bearing on industrial 
policy. Other changes related to tax concessions, export incentives, 
import duties, monetary policy and large-scale financial assistance and 
had, at first sight, only an indirect relationship with industrial policy but 
were, in fact, of fundamental significance for directing private invest- 
jngnt — and for that matter disciplining the managements of public 
enterprises, too — into consistency with plan priorities and the realities 
of pricing of scarce inputs. 

Much of the licensing, estimated at about 80 per cent of the total for 
the Third Plan period, was completed almost cii bhc in or about 1960. 
Measures were taken from 1962 to start weeding out the dormant licenses, 
and to list the industries in which no further licenses would be given. 
At the same time, on the recommendation of the Swaminathan Commi- 
ttee, a list of priority industries was drawn up for prompt clearance of 
licensing and foreign exchange fomiaUties. There was, however, no 
laying down of priorities within this list or assurance of full and prompt 








516 


THE GAZETTEER OF INDIA 


satisfaction of exchange requirements for equipment and materials 
to the industrial units concerned; in some cases, e.g., alloy steel, a high 
priority in licensing was not matched by expeditious approval of liberal 
terms of foreign collaboration which were in fact allowed to some low 
priority industries. The period of validity of licenses for maintenance 
imports was extended to facilitate continuity of supplies. 

The report of the Raj Committee on steel prices and distribution 
marked a basic change in the attitudes towards controls on the prices 
and distribution of scarce essential commodities. The committee ex- 
pressed itself firmly in favour of using the price mechanism for rationing 
and rationalizing demand and as an incentive for regulating the pace of 
investment and pattern of production, and restricting distribution controls 
to the prior satisfaction of priority demands. Price and distribution 
controls on structural steel were lifted in 1964 and on pig iron in 
August 1965, and were replaced by increased excise duties to keep down 
demand. 

From January 1963, the raising of the bank rate and subsequent 
tightening up of credit policies ushered in a policy of dearer money — 
and higher price of capital, whether borrowed or equity. The 
setting up of the Industrial Development Bank of India with 
the promise that this institution would see high priority projects 
through to completion was expected to cushion high priority invest- 
ments against the quantitative impact of restrictive monetary policies. 
The raising of import duties in 1964 and again twice in 1965 as an alter- 
native*to devaluation should give a stimulus to import substitution in 
equipment and materials; their impact on profitability has been cushioned 
by substantial raising of the rate of development rebate over the entire 
period of the Fourth Plan for the essential industries listed in the Finance 
Acts of 1964 and 1965. The absence of any deliberate link between 
this list of essential industries and that operative for licensing purposes 
remains a lacuna. 

For the first time since the ushering in of planning, the structure of 
taxation of industry, both direct and of excise duties, now contains 
differentiated and graded rates on a long-term basis for income tax, 
development rebate, and credits for additional exports and production. 
So far as the fiscal and long-term financial aspects of planned industrial 
policy are concerned, steps have been taken in the direction of integrat- 
ing market criteria and plan priorities. 

Evaluation of Policy: Post-independence industrial policy marks a 
clear break from pre-independence days, though the conscious adoption 
of a mixed economy represents a continuity of British (and pre-British) 
tradition. A public sector existed at the time of independence. In 
British India it was practically confined to major public utilities and 
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ments, atomic energy and transport, also iron and steel, heavy 
plant and machinery, coal and other mining, petroleum and 
power. All new units in these industries, except approved cases 
and expansion of existing private units, will be under Slate aus- 
pices or where collaboration with private interests is considered 
necessary, the State will ensure that it can guide and control the 
operations. 

(B) Industries in which the Slate will increasingly establish new 
undertakings but in which private enterprise will also have the 
opportunity to operate on its own or with State participation, 
e.g., aluminium, machine tools, ferro-alloys, basic and inter- 
mediate chemicals, essential drugs, fertilizers, synthetic rubber, 
road and sea transport. 

(C) Ail remaining industries will ordinarily be developed through 
private, including co-operative, initiative but State enterprise will 
not be altogether excluded from this list. 

Unlike the 1948 Statement, which was concerned primarily with the 
imposition of social discipline over the private sector, this resolution set 
out in somewhat great detail the positive role of the State in relation to 
the private sector. Besides ensuring the development of transport, power 
and other services, and providing appropriate fiscal and other con- 
cessions, the State also undertook to provide through institutions, as 
well as directly, financial aid to industries, especially to enterprises 
organized on co-operative lines for industrial and agricultural purposes. 
The idea of a ten-year reprieve before possible nationalization was dropped 
altogether. After reiterating the need for social and economic controls, 
the resolution explicitly promised freedom to expand and non-discrimina« 
tion between public and private units in the same industry: 

“The Government of Indi.a recognise that, it would, in general, be 
desirable to allow such undertakings to develop with as much freedom 
as possible, consistent with the targets and objectives of the national 
plan. When there exist in the same industry both privately and 
publicly owned units, it would continue to be the policy of the State 
to give fair and non-discriminatory treatment to both of them.” 

The Resolution further rwicrated the policy of supporting cottage 
and small-scale industries on the grounds stated in the First Plan but, 
after narrating various measures for their protection and assistance, 
it emphasized the need to make these industries self-supporting and 
to bring about a technological transformation in them: 

“ the aim of the State policy will be to ensure that the decentralised 

sector acquires sufficient vitality to be self-supporting and its de-- 
velopmcnt is integrated wth that of large-scale industry. The State 
will, therefore, concentrate on measures designed to imp^o^e the 
competitive strength of the small-scale producer. For this it is essen- 
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tial that the technique of production should be constantly improved 
and modernised, the pace of transformation being regulated so as to 
avoid, as far as possible, technological unemployment.” 

Industrial estates were conceived as one of the instruments for the 

development of cottage and small industries, preferably on a co-opera- 
tive basis. 


To anticipate some major developments which took place later during 
the Second and Third Plan periods, it may be stressed here that, not- 
withstanding the ups and downs of development after 1956 and varying 
interpretations of the Resolution in the framing and implementation of 
detailed policies, the broad framework and spirit of the Resolution 
have been implemented faithfully. In Schedule A, existing large coal, 
st^eel and power umts have been permitted and assisted to expand; 
the question of their nationalization which was never seriously under 
consideration ceased to be a practical proposition after World Bank 
oans were granted to private units in these industries, inter alia, on an 
undertaking from Government that they would not be nationalized, 
overiment has, at the same time, considerably stepped up its share in 
e ou put o these three industries. In copper and manganese, exist- 
of them foreign controlled, have continued un- 
^ industries except ship-building (from 

I ^ P'''''^te interest concerned was eager to retire for financial 
^onsj, where there were no private units to deal with, all new units 

PYnIn State auspices. A joint Government-Stanvac oil 

, ion project in Bengal which proved to be a failure — was the 
tinn since then there has been no foreign equity participa- 

oration. All new oil refineries are either fullj' Govem- 
under Government majority control; in both cases, 
internal distnbution of products is in the public sector 

. /‘^hedule B, in regard to which there has- been some mis- 
fT ^ ^ alleged State withdrawal from certain industries, 

nnnn ^ carly states that private enterprise wiU also have the 

frnn f °"^n. The private sector, in collabora- 

low OT-lri investors in several cases, has gone into alurm'nium, 

cnal /-a if loe tools, ferro-alloys, special steels, synthetic rubber, 
of rin’v f chenucal pulp, and essential drugs. A modicum 

for enm fertilizers, which aroused ideaological controversy 

forpitm f n™if’ ^ petered out when the uncertainty of profits and 
mediafp ^ oration cast its gloom. In the field of basic and inter- 
rennrt jn^ s and essential drugs. Government received a project 

and tpchn°^ about 1958 from a Russian team, which also offered financial 
of niantc foi" Setting up of a comprehensive complex 

emicTiIat- pnvate influences had something to do with the 

emasculation of and considerable delay in this series of projects, but the 
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issues were not so simple as made out in certain quarters. The offer 
of Russian assistance did not cover all material, technical and financial 
aspects of the project; some of the processes offered involved either a 
breach of patent rights or the adoption of a relatively inferior technology; 
rapid changes in chemical technology due to the use of petro-chcmicals, 
etc., created doubts about the feasilnlity of some aspects of the project; 
in some cases either the equipment or basic materials or both had to be 
imported from Western sources which were not willing to oblige; finally 
U.S.S.R. itself accepted certain international patent obligations. 

Second Five Year Plan; The principal objectives of the Second Plan 
were: 

(a) a sizeable increase in national income so as to raise the level of 
living in the country; 

(b) rapid industrialization with particular emphasis on the develop- 
ment of basic and heavy industries; 

(c) a large expansion of employment opportunities; and 

(d) reduction of inequalities in income and wealth and a more even 
distribution of economic power. 

The basic strategy of the Second Plan was stated lucidly in the Maha- 
lanobis Draft Plan frame. The food and agricultural raw materials 
problem, it was believed, bad approached towards a solution; the time 
was, therefore, ripe for a massive push to industrializatjou. To achieve 
the four-fold objectives of a high rat© of growth (defined more in terms 
of investment than output or consumption), high employment potential, 
minimum foreign exchange cost over a period of time, and price stability, 
the Mahalanobis draft proposed concentration on the building up of 
heavy industry. The extra demand for consumer goods resulting from 
this investment was to be met in full by the expansion of cottage indus- 
tries, which were assumed to have low capital and high labour require- 
ments in relation to output. Largescale units in consumer goods 
industries should not expand except to the limit of their existing capacity 
because such expansion would (i) create a demand for foreign exchange 
for the import of the necessary equipment which would not be indi- 
genously avilable (the new heavy industry would be building machines 


developing basic industries and industries which make machines to 
make the machines needed for further development. This calls 
for substantial expansion in iron and steel, non-ferrous metals, coal, 
cement, heavy chemicals, and other industries of basic importance. 
The limitation is, of course, the scarcity of resources and the many 
urgent claims on them. Nevertheless, the criterion is not merely 
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immediate needs but the continuing and expanding needs in the 
coming years as development goes forward. India’s known natural 
resources are relatively large, and in many of these fields, as in steel, 
for instance, she is likely to have a comparative cost advantage. It is 
desirable to aim at proceeding farthest in the direction of developing 
heavy and capital goods industries which conform to this criterion. 
“Investment in basic industries creates demands for consumer goods, 
but it does not enlarge the supply of consumer goods in the short run; 
nor does it directly absorb any large quantities of labour. A balanced 
pattern of industrialisation, therefore, requires a well-organised effort 
to utilise labour for increasing the supplies of much needed consumer 
goods in a manner which economises the use of capital. A society 
in wluch labour is plentiful in relation to capital has to develop the 
art and technique of using labour-intensive modes of production 
effectively — and to much social advantage — in diverse fields. In- 
deed, in the context of prevailing unemployment, the absorption of 
labour becomes an important objective in itself. In using labour- 
intensive methods, it may well be tliat the cost of product is somewhat 
higher. This entails a sacrifice which can be reduced through technical 
and organisational improvements. In any case, a measure of sacri- 
fice in the matter of consumption is inevitable wlule the economy is 
being strengthened at the base. The sacrifice diminishes as more 
power, more transport, and better tools, machinery and equipment 
become available for increasing the productivity of consumer goods 
industries, and in the long run the community gets increasingly large 
returns. Meanwhile, the stress on utilisation of unutilised or under- 
utilised labour power alleviates the immediate problem of unemploy- 
ment. Another point that may need stressing in this connection 
is that the use of labour-intensive methods often implies that a smaller 
proportion of the incomes generated is available for saving and re- 
investment. Steps must be taken to ensure that this does not happen 
on any significant scale. 

“ conditions have to be created in which modern techniques can be 

adopted and introduced more and more in (small and cottage indus- 
tries) and the transition should be orderly . . development along new 
lines has to be the keynote of policy. As national income increases, 
demands get diversified, and as power, transport and communica- 
tions are developed, the scope for small enterprises of various kinds, 
which either cater for new consumer demands or function in a way 
complementary to large-scale industry, increases steadily. From the 
point of view’ of enlarging employment opportunities as well as of 
increasing production, these new lines of development have to be 
fostered energetically. 

“The sector of village and small-scale industry has to be organised 
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more and more on co-operative lines so as to enable the small producer 
to secure the advantages of buying raw materials and selling his pro- 
ducts on a large scale, of getting access to institutional credit and of 
utilising improved methods and techniques. An integral programme 
of production may in some cases work on the basis of differential taxa- 
tion; in others, buying over of the product at stated prices and a state- 
sponsored or co-operative isaTketing arrangement may be needed,” 

The programme for e-tpansion of industrial capacity was conceived 
in terms of the following priorities: 

1. increased production of iron and steel and of heavy chemicals, 
including nitrogenous fertilizers, and development of heavy 
en^neering and machine building industries; 

2. expansion of capacity in respect of other developmental commo- 
dities and producer goods such as aluminium, cement, chemical 
and pulp, dye-stuffs, and phosphatic fertilizers and of essential 
drugs; 

3. modernization and re-equipment of important national indus- 
tnes which have already come into existence, such as jute, cotton 
and sugar; 

4. fuller utilization of existing installed capacity in industries where 
there are wide gaps between capacity and production; and 

5. expansion of capacity for consumer goods keeping in view the 
requirements of common production programmes and the pro- 
duction targets for the decentralized sector of industry. 

These priorities were justified at some length: (a) steel determines the 
tempo of progress as a whole and India has a compatative advantage in 
its production, (b) heavy engineering is a natural corollary to iron and 
steel and internal availability of machinery would remove the difficulties 
and uncertainties of dependence upon external aid, (c) fertilizers are 
essential for agricultural development, (d) cement ranks next only to 
iron and steel as a development commodity, and (e) moderm’zation of 
equipment in cotton and jute is necessary for earning foreign exchange, 
but additional production in these industries should be aeJu’eved to the 
maximum extent possible through greater use of idle capacity to save 
capital resources. 

The proposed outlay on village and small industries was raised sub- 
stantially to Rs. 200 crores, of which Rs, 55 crorcs was specifically for 
small as distinct from cottage and village industries. The amount was 
distributed as shown in Tabic IX. 

This amount was exclusive of the provision made for these industries 
under rehabilitation of displaced persons (Rs. 11 crores) and community 
development blocks (Rs. 1.5 lakhs each). The role of the Centre was 
restricted to all-India administrative, research and hire-purchase schemes 
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TABLE IX 

Second Plan Outlay on Village and Small Industries 

(Rs. crores) 


1. 

Handlooms 

60 

2. 

KJiadi 

17 

3. 

Village industries 

39 

4. 

Handicrafts 

9 

5. 

Small industries 

55 

6. 

Sericulture and coir 

6 

7. 

General administration and research 

15 


Total; 200 (excluding working 

capital requirements) 


costing in all Rs. 25 crores; the remaining amount of Rs. 175 crores was 
in the State sector. The problems of small industries, their urban or 
semi-urban location, use of machines, power and modern techniques, 
were viewed in a separate perspective for the first time. Their perfor- 
mance in training for entrepreneurship was strikingly demonstrated by 
the manufacture of bicycle and sewing machine parts in Ludhiana. A 
working definition for identifying them was laid down: all units or 
establishments having a total capital investment of less than Rs. 5 lakhs 
and employing less than 50 persons when using power or less than 100 
persons when not using power. Facilities for their technical, financial 
and marketing assistance on a basis separate from village and cottage 
industries and handicrafts were recommended for the first time; Small 
Industries Service Institutes and industrial e.xtension centres in each 
State, National Small Industries Corporation for hire-purchase of equip- 
ments and marketing assistance, and industrial estates to discourage 
further concentration of population in large urban centres were designed 
specifically for their development. 

Planned regional diffusion of industrial activity had received little 
attenton in the First Plan. Only marginal deviations could be made 
from the compulsions of economic and technical considerations in the 
case of the larger industries, but the claims of relatively backward areas 
were nevertheless kept in view in the location of public sector projects, 
including steel plants. Regional patterns of development could be 
and were fostered for a wide range of consumer goods and processing 
industries. These included cotton textiles (especially spinning), sugar, 
light engineering such as bicycles, sewing machines, electric motors 
and radio receivers, re-rolling of steel and non-ferrous metals from 
billets and semis, moulded plastics, and processing of drugs in bulk. 
Cotton mills were licensed in Rajasthan, Orissa, Assam and Punjab by 
fixing State quotas and persuading applicants to locate in these States. 
New sugar factories (especially co-operatives financed by State Govern- 
ments, Industrial Finance Corporation and State Bank) and distilleries 
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were encouraged in Andhra, Tamil Nadu, Karnataka and Maharashtra, 
steel re-roUing mills in Assam, Madhya Pradesh, Kerala and North 
Bihar, and factories for tyre and tubes, cables and electric lamps in 
Kerala. A synthetic rubber plant based on industrial alcohol was 
established in Uttar Pradesh. The decision to sell steel at a uniform 
price at all railheads \vas an important step forward in the wider 
dispersal of light engineering industries. 

Industry claimed about 17 per cent of total public outlay in the Second 
Plan, as compared with 8 per cent in the First. In absolute terms, the 
allocation for large-scale industry was raised from Rs. 94 crores in the 
public sector and Rs. 233 crores in the piivate sector in the First Plan 
to Rs. 620 crores and Rs. 575 crores (latter include mining), respectively. 
Almost the entire public sector outlay, which actually came to Rs. &70 
crores or 56 per cent of total investment in organized industry, was for 
development of basic industries, such as iron and steel, coal, fertilizers, 
heavy engineering and heavy electrical equipment. This helped to 
strengthen the public sector and “also to create conditions conducive to 
a rapid growth of medium and light industries in the private sector." 
The net output of factory establishments was to increase by 64 per cent 
and of capital goods by 150 per cent. Measured by the Index of Indus- 
trial Production (1956-100), the actual increase was about 40 per cent 
in the aggregate, 118 per cent for capital goods, 60 per cent for inter- 
mediate and producer goods (including mining and electricity), and 19 
per cent for consumer goods. 


Second Flan*! 

TABLE X 

j Major Indostriat Tarsrb and Achlnemmls 

firm 

l/mi 

Froduction 

Actual 

production 

I. Sleet fimvhed 

m. (onoes 

4 37 

Z2i 

2. Feftiliiers : N 

Ih. tonnes 

2«.6 

111.8 

P 

th. tonnes 

121.9 

55.9 

3. Tcalile machinery 

R$. aorcs 

17.0 

90 

4. Cement machinery 

Rs. crores 

2.0 

06 

5. Paper machinery 

Rs. crores 



6. Ahimin/um 

rh. fooflcs 

ZS.4 

18.S 

7. Ne'vsprint 

th. tonnes 

61.0 

254 

8. Chemical pulp 

Ih. loitnes 




Ih. tonnes 



10. Caustic soda 

th. tonnes 

137.2 

101.6 

11. Dve-stuffs 

m. kg 

100 

5.2 

12. Cement 

m. tonnes 




The main industrial targets of the Second Plan which were not achieved 
were those set for iron and steel, rertilizers, certain items of industrial 
machinery (e.g., paper and cement plant machinery, heavy castings and 
forgings), aluminium, newsprint, raw films, chemical pulp, soda ash. 
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caustic soda, dye-stuffs and cement — and for most cottage and village 
industries which were to supply the additional consumer goods. The 
shortfalls were concentrated in those very industries which were crucial 
for future growth and price stability. Investment in most cases exceeded 
the targets (Table Xf), largely due to 'price increases but partly also due 
to initial under-estimation of requirements, but production remained in 
arrears. There were specific reasons in each industry for under-fulfilment 
of production targets, in addition to the shortage of foreign exchange 
that began to be felt acutely after 1957. 


TABLE XI 

Second Plan : Investment In Industry 

(Rs. crores) 




Plan 

estimate 

Actual 

investment 

1. 

Metallurgical industries 

503 

770 

2. 

Engineering, light and heavy 

150 

175 

3. 

Chemical 

132 

140 

4. 

Cement, electric porcelain and refractories 

93 

60 

5. 

Petroleum refining 

10 

30 

6. 

Paper 

54 

40 

7. 

Sugar 

51 

56 

8. 

Textiles: (i) natural fibres 

36 

50 


(ii) rayon 

24 

34 

9. 

Others 

42 

115 

10. 

Replacement and modernization 

150 

150 


Total: 

1,244 

1,620 


The Principal Deficiencies and Defects of Industrial Policy as Declared and 
Implemented: The private enthusiasm for industrial expansion that was 
aroused in the latter half of the First Plan received a fresh stimulus 
during the Second Plan from heavy deficit financing, relatively liberal 
import licensing, easier availability abroad of capital goods, and liberal 
distribution of industrial licenses. The wide-spread urge for industrializa- 
tion and the material requisites of well-being was a favourable develop- 
ment but neither at the fiscal and specific level nor witliin the planning- 
cum-price mechanism, were there any means in operation for the direc- 
tion of private investment in accordance with plan priorities. Barring 
the expansion of private steel and shipping brought about primarily by 
massive financial assistance and assurance of demand, rather than by 
price incentives, the official attitude in general was that, so long as a , 
project was in the Plan, every industrj' and every industrial license 
granted had an equal priority. Tax concessions like development 
rebate, tax holiday, extra depreciation, etc., were available in identical 
measure to nearly all industries, instead of being graded or differentiated 
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according to priorities. There was, similariy, no grading or differentia- 
tion in the provision of finance, power, land, materials, water, etc. 
While it would be quite incorrect to say that the essential industries, 
being subject to price and other controls, lacked incentives to expand 
or could not mobilize capital — since they did in fact expand and raise 
large amounts of capital — there was no self-correcting or plannig 
mechanism for restricting investment or production in relatively less or 
non-essential industries as resources, especially foreign exchange, be- 
came more scarce than anticipated. This became quite clear after the 
foreign exchange crisis in 1958: adequate foreign exchange could not be 
found for power and import of components, spare parts and materials for 
essential users but imports of equipment for less essential industries 
were deemed to have high priority just because they were capital goods. 

In the course of licensing industrial projects and later, foreign 
collaboration, sufficient attention was not given to the economics of 
optimum location and scale of production. The underlying belief was 
that economic concentration would be avoided by licensing a relatively 
large number of units in each industry, dispersed over a number of 
regions, each having a separate foreign collaboration from a different 
country as far as possible. Consequently, uneconomically small units 
proliferated, and burdened the economy vvith high capital (especially 
foreign exchange) costs and low utib'zacion of capacity as the shortage 
of materials became more pronounced. Each collaborator tended to 
install a different kind of plant, spare parts of which had to be imported 
for a long time from the country of origin alone, and each made a separate 
charge for imparting his technology and skill. The country paid several 
times over for each such technology and skill, which could have been 
avoided with fewer but larger plants and a policy for the use and transfer 
of trained manpower. In the event, even an increase in the concentration 
of economic power was not avoided. In certain industries like cement, 
on the other hand, the policy of denying substantial expansion to large 
units tended to slow down the growth of output since those who received 
the licenses were in many cases unable to utilize them. 

The Mahalanobis strategy could not be accepted in full, among other 
things, owing to the pressing demands for higher consumption — and 
consequent import of equipment for consumer goods production. Agri- 
cultural failures and higher food prices, and transport bottle-necks led 
to price inflation which, became, paradoxically, the only instrument, 
a crude and indiscriminate one, of restraining consumption, with almost 
no support from fiscal, monetary and direct policies. Even if these 
mishaps had been avoided, the strategy would not have worked so neatly 
as its author postulated for some of its assumptions proved to be un- 
realistic or premature. One of the major premises of this strategy was 
■that cottage industries were capital-saving. This proved incorrect for 
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it was found in the case of the Ambar Charkha, to take only one example, 
that it required more labour as well as more capital per unit of output 
as compared with mill spinning and the product was not entirely suitable 
for handloom weaving. In spite of rebates, subsidies, freight concessions, 
etc., the products of cottage industries (handlooms excepted) were not 
acceptable to consumers on grounds of both price and quality. Given 
the existing technology, there was a limit beyond which the total output 
of each cottage industry could not increase. The organizational effort 
required for improved technology and marketing was also seriously 
under-estimated. And, to top it all, the official predilections in favour 
of khadi tended to distract attention from the promotion of intrinsi- 
cally more promising industries like footwear, coir, bidi, handicrafts, and 
small establishments using power. 

The public sector was expected to and did play a crucial and strategic 
role in raising investment and filling gaps in the industrial structure; 
three steel plants, ligm'te, ship building, fertilizers, heavy electricals, 
machine tools, antibiotics, cables, railway locomotives and coaches, 
besides large expansion in coal, railways and power, all these started the 
process of changing the face of the country. But the costs of nearly 
all of them exceeded by far the Plan estimates, and fulfilment of produc- 
tion targets was inordinately delayed, thereby upsetting the foreign 
exchange budget and the production programmes of interrelated indus- 
tries. Equally serious was the failure of the pubh'c sector to develop in 
good time a large technical and managerial cadre and sufficient trained 
labour to supply its manpower requirements and, wherever necessary, to 
provide the necessary guidance to the private sector. The development 
of such a cadre was an important part of the Industrial Policy Resolu- 
tion. 

While the plan progressed — and more than 80 per cent of its physi- 
cal targets were achieved — many of the fundamental questions of indus- 
trial planning in a mixed economy were not answered; they were, in 
fact, not raised at all in the context of planning as such. What level 
and structure of direct business taxation would ensure private invest- 
ment in accordance with priorities and also offset the disincentive to 
efficiency and cost reduction brought about by a high statutory rate of 
income tax? Should a scarcity premium be attached (by means of 
notional or shadow pricing or through the actual price mechanism) 
to the use of foreign exchange, domestic capital and essential commodities 
and, if so, what should be the mechanism for charging this premium in 
accordance with changing situations and requirements? Granted the 
objectives, strategy and targets for individual industries, what are the 
non-market or quasi-market criteria for determining the priorities bet- 
ween them inter sel Finally, how is the administration of policy to 
combine negative fiats with positive directions? 
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Tliird Fhe Year Plan: On the eve of the Third Plan, national income 

(at 1960-61 prices)had gone up over thcdecade of planning by 42 per cent 

to Rs. 14,500 crores and per capita income by 16 per cent to Rs. 330. 
Industrial production was 94 per cent higher than in 1950-51. The 
share of public sector industries in the net output of organized manu- 
facturing industries had gone up from 1.5 per cent to 8.4 per cent and 
much of this increase had taken place in key industries steel, coal 
mining and heavy chemicals. Besides ihebuilding up of a metallurigical 
and chemical base for future industrialization, considerable progress 
had been made in industries manufacturing consumer durables, in small 
industries and in the modernization and re-equipment of older industries 
like cotton, jute and sugar, part of it from indigenously manufactured 
equipment. 

Far-reaching gams had been secured in the industrial field but these 
were insufficient to make any great impact on the general condition of 
the mass of the population or to alter radically the structure of the 
economy. Over the decade, national income originating in industry at 
current prices rose from Rs. 1,460 crores to Rs. 2440 crores, but as a pro- 
portion of the total, the increase was from 16 to 19 per cent only, and 
from 6 to 9 per cent, if factory establishments alone are taken into account. 
Employment in manufacturing industries rose only 17 per cent but the 
crude index of productivity went up by 49 per cent. 

The principal objective relating to industry in the Third Plan was 
"to expand basic industries like steel, chemicals, fuel and power, and 
establish machine-building capacity, so that the requirements of further 
industrialisation can be met within a period of ten years or so mainly 
from the country’s own resources." Industrial production was to in- 
crease by 70 per cent over the five years (at a compound annual rate of 
11 per cent) against 30 per cent for national income as a whole. About 
29 per cent of total investment, public and private, against 27 per cent in 
the Second Plan, was allocated to industry and minerals. Total invest- 
ment in industry of the public sector was targeted to increase from 
Rs. 960 crores (including Rs. 90 crores actual in village and small indus- 
tries) to Rs. 1,245 crores (including Rs. 150 crores for village and small 
industries). In the private sector, the targeted increase was from 
Rs. 850 crores (village and small industries Rs. 175 crores) to Rs. 1,475 
crores, of which Rs. 150 crores were for replacement and modcriuzation 
and Rs. 275 crores for village and small industries. Proposed aggregate 
investment in large-scale industry, thus, amounted to Rs. 2,720 crores 
and in village and small industries to Rs. 425 crores. 

Of basic importancein the Third Plan was the programme for the 
expansion of capital and producer goods industries with special em- 
phasis on machine building, and development of managerial skill, techni- 
cal know-how and designing capacity- In this programme, the public 
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sector was assigned a key role but the private sector was also expected to 
play an important part. The share of the public sector in the net out- 
put of organized manufacturing industries would rise from 8 per cent to 
25 per cent and the bulk of this would comprise capital and producer 
goods in the fields of metallurgj', industrial machinery, machine tools, 
fertilizers, basic chemicals and intermediates, essential drugs and petro- 
leum refining. The emphasis was on industries which would help to make 
the economy self-sustaining, and reduce as rapidly as possible the need 
for external assistance to purchase these goods and also permit a broaden- 
ing of the export base. The production of consumer goods was also to 
be expanded substantially, mainly in the private sector. 

The industrial plan for the period 1961-66 was governed by the over- 
riding need to lay the foundation for further rapid industrialization 
over the next 15 years; at the same time, provision was made to the 
extent possible for meeting the demand for other manufactured goods 
over the next five years. Power and fuels, it was anticipated, were 
likely to be inliibiting factors in the first half of the Third Plan, which 
might entail forgoing the adoption of industrial processes which make a 
heavy demand on electric power, notwithstanding their attractiveness. 
(This fear proved misplaced largely because industrial production failed 
to achieve the projected growth rate.) 

Without departing from the 1956 Resolution, the Third Plan laid 
much greater emphasis than before on the “supplemcntarj' and comple- 
mentary” nature of the public and private sectors. Specific attention 
was drawn to the entry of the private sector into nitrogenous fertilizers 
“in a bigger way than in the past.” In pig iron, it was proposed to 
allow private plants with a maximum capacity of 1.016 lakh tonnes 
(raised to 3.048 lakh tonnes in 1964 on reconsideration of economies of 
scale and production requirements) as compared with 15,241 tonnes per- 
mitted till then. Programmes for the manufacture of dye-stuffs, plastics 
and drugs in the private sector were envisaged to be largely comple- 
mentary to the programme for manufacture of primary aromatic com- 
pounds as b}"-products at steel works and of organic intermediates to be 
undertaken in the public sector. Similarly, public manufacture of bulk 
drugs was to be complemented by subsequent processing in the private 
sector. This cliange in what may be described as interpretation or imple- 
mentation of industrial policy resulted, in large measure, from the pace 
of industrial growth and diversification, both achieved and proposed, 
and acceptance in general terms by both the sectors of their relative 
places in integrated development. 

Among the general considerations for fixing industrial priorities, the 
Plan emphasized (i) greater and more intensive utilization of existing 
capacity through multi-shift operation and/or installation of balancing 
equipment, (ii) expansion of existing plants in preference to establish- 
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ment of new units in the interests of quicker completion and brin^'ng 
down of the investment cost of output, and (iu) accent on those pro- 
jects which would cam or save foreign exchange and discouragement of 
those heavily dependant upon import of raw materials. Subject to 
these, the following priorities tverc laid down for programmes and 
projects : 

1. Completion of Second Plan projects which were under implement- 
ation or were deferred in 1957-58 due to foreign exchange difficulties. 

2. Expansion and diversification of the capacity of heavy en^neering 
and machine building industries, casting and for^gs, alloy tools and 
spedal steels, iron and steel and ferro-alloys and increasing the output 
of fertilizers and petroleum products. 

3. Increased production of major basic raw materials and producer 
goods like aluminium, mineral oils, dissolving pulp, basic organic and 
inorganic chemicals and intermediates, including pctro-chemicals. 

4. Increased production from domestic industries of commodities 
required to meet basic consumer needs like essential drugs, paper, cloth, 
sugar, vegetable oils and housing materials. 

The Plan did not fail to take into account the growing concentra- 
tion of economic power in the private sector as a result of the rapid 
growth of large business groups which had been able to make dispropor- 
tionate use of the greater and wider opportunities for investment.* 
“Against the background of the goal of a socialist pattern of society," 
it stated, “steps would be taken to safeguard against the concentration 
of development in the hands of a few ^n/repreneurs "leading to complete 
or partial monopolies." 

In the Third as in the Second Plan, care was taken, subject to economic 
and technical considerations, to disperse the location of new major 
public projects as well as expansion of existing ones. The claims of 
under-developed regions have also been kept in siew in the licensing of 
private industrial projects. The progress, programmes and production 
targets of a number of industries have been examined from time to time 
with a view to securing the location of new capacity on a zonal basis. 
Special attention has been paid in the allocation not merely of cotton 
mills and light engineering industries but also of new industries like 
aluminium, cellulose acetate, artificial fibres, chemical processing, ferti- 
lizers and rubber t)Tes and tubes, to industriaffy backward States like 
Rajasthan, Uttar Pradesh., Assam and Kerala. It has been accepted as 
a matter of policy that each major public project should act as a nucleus 


♦In i slatement laid before Parliament, it was imphdily adrruited by Go'em^nt 
that during the calendar >«ars I960 and 1961. at any rate, licensing policy had. in 
effect, operated to the advantage of targe business groups. (Comrany r<ews and 
Notes, May 16, 1963, p. Tbis was tpewtabie to some extent because m tbe 
pnvate sector these groups aJone had the capacity to undertale large iKwr projects, 
but such exclusive ability has been lending to get diluted of late. 
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growth through the establishment of industrial estates in its neighbour- 
hood and that fully developed industrial areas with necessar}' infra- 
structure are provided in selected centres in each State. 

Village and Small Industries: The main objectives laid down in the 
village and small industries programme in the Third Plan were: 

(i) to improve the productivity of the worker and reduce produc- 
tion costs by placing relatively greater emphasis on positive 
forms of assistance such as improvement of skill, supply of 
technical advice, better equipment and credit, etc; 

(ii) to reduce progressively the role of subsidies, sales rebates and 
sheltered markets; 

(iii) to promote the growth of industries in rural areas and small 
towns; 

(iv) to promote the development of small-scale industries as ancillaries 
to large industries; and 

(v) to organize artisans and craftsmen on co-operative lines. 

There has thus been a clear shift in policy away from the negative and 

protective attitudes of earlier years in favour of a positive, intrinsically 
economic programme for placing village and small industries on a sound 
productive basis. It is clearly recogm'zed that small industries combine 
the advantages of modern technology and the use of power with those 
of increased employment and greater opportunity for small entrepre- 
neurs as well as for co-operatives. Programmes have been drawn up 
for the extension of Government guarantees for bank credits to small 
industries, enlargement of the hire-purchase scheme of the National 
Small Industries Corporation, larger Government purchases from small 
and cottage industries, and for the setting up of 300 new industrial estates 
against 120 sanctioned (and 60 commissioned) during the Second Plan. 
Regarding industrial estates, there is still an ofiBcial beUef that they could 
be the instrument for dispersion of industries away from congested areas. 
The record of industrial estates actually in operation, however, indicates 
clearly that most of the successful estates are those which are located 
close to large industrial centres. 

This shift in policy is confirmed by the minor increase in the outlay 
allocated for traditional village and cottage industries and the greater 
concentration proposed on small industries and industrial estates: 
(Table XII). 

Government purchases of the products of small-scale industries have 
increased considerably since 1951 (Table XIII). About 70 items are 
reserved for exclusive purchase from this sector. 

Fiscal and Allied Developments: As foreign exchange difficulties 
became more serious, returns from investments in public enterprises 
were found small and getting delayed, and it was reah'zed that planmng 
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TABLE Xlt 


Outlay on Village and Small IndusMea : Second and Third Plans 

(Rs. crores) 



Second Plan 
Actual 

ThirdPlan 

1. Handlooms 



2. Powerlooms in handloom sector 



3. Khadi & village industries 



4. Sericulture 

3 

7 

5. Coir 



6. Handicrafts 

5 

9 

7. Small industries 

44 

8S 

8. Industrial estates 

12 

30 

Total 

180 

2«A 

TABLE Xtll 



GoTcmment Purchases of Small Industry Products 




(Rs. crores) 



Annual 


Total 

average 


7 

14 


21 

4.2 

Third Plan penod (1961‘Deg. 1964) 

92 

2S.S 


and the pctce mechaoiiia were not inherently antithetical but could use* 
fully supplement each other, a number of changes in policy and poUcy 
administration were effected from 1963 onwards. Some of these con- 
cerned licensing procedures, quicker utilization of foreign aid, and re- 
moval of price and distribution controls on certain essential commodities 
like steel and chernicals had, therefore, a direct bearing on industrial 
policy. Other changes related to tax concessions, export incentives, 
import duties, monetary policy and lai^-scale financial assistance and 
had, at first sight, only an indirect relationship with industrial policy but 
were, in fact, of fundamental significance for directing private invest- 
nient — and for that matter disciplining the managements of public 
enterprises, too — into consistency with plan priorities and the realities 
of pricing of scarce inputs. 

Much of the licensing, estimated at about 80 per cent of the total for 
the Third Plan period, was completed almost e/i bhe in or about I960. 
Measures were taken from 1962 to start weeding out the dormant licenses, 
and to list the industries in which no further licenses would be given. 
At the same time, on the recommendation of the Swaminathan Commi- 
ttee, a list of priority industries was drawn up for prompt clearance of 
licensing and foreign exchange formalities. There was, however, no 
laying down of priorities within this list or assurance of full and prompt 
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satisfaction of exchange requirements for equipment and materials 
to the industrial units concerned; in some cases, e.g., alloy steel, a high 
priority in licensing was not matched by expeditious approval of liberal 
terms of foreign collaboration which were in fact allowed to some low 
priority industries. The period of validity of licenses for maintenance 
imports was extended to facilitate continuity of supplies. 

The report of the Raj Committee on steel ‘prices and distribution 
marked a basic change in the attitudes towards controls on the prices 
and distribution of scarce essential commodities. The committee ex- 
pressed itself firmly in favour of using the price mechanism for rationing 
and rationalizing demand and as an incentive for regulating the pace of 
investment and pattern of production, and restricting distribution controls 
to the prior satisfaction of priority demands. Price and distribution 
controls on structural steel were lifted in 1964 and on pig iron in 
August 1965, and were replaced by increased excise duties to keep down 
demand. 

From January 1963, the raising of the bank rate and subsequent 
tightening up of credit policies ushered in a policy of dearer money — 
and higher price of capital, whether borrowed or equity. The 
setting up of the Industrial Development Bank of India with 
the promise that this institution would see liigh priority projects 
through to completion was expected to cushion high priority invest- 
ments against the quantitative impact of restrictive monetary policies. 
The raising of import duties in 1964 and again twice in 1965 as an alter- 
native- to devaluation should give a stimulus to import substitution in 
equipment and materials; their impact on profitability has been cushioned 
by substantial raising of the rate of development rebate over the entire 
period of the Fourth Plan for the essential industries listed in the Finance 
Acts of 1964 and 1965. The absence of any deliberate link between 
this list of essential industries and that operative for licensing purposes 
remains a lacuna. 

For the first time since the ushering in of planning, the structure of 
taxation of industry, both direct and of excise duties, now contains 
differentiated and graded rates on a long-term basis for income tax, 
development rebate, and credits for additional exports and production. 
So far as the fiscal and long-term financial aspects of planned industrial 
policy are concerned, steps have been taken in the direction of integrat- 
ing market criteria and plan priorities. 

Evaluation of Policy: Post-independence industrial policy marks a 
clear break from pre-independence days, though the conscious adoption 
of a mixed economy represents a continuity of British (and pre-British) 
tradition. A public sector existed at the time of independence. In 
British India it was practically confined to major public utilities and 
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supply of a part of Government requirements of defence and industrial 
goods. A few Princely States like Mysore, Travancore, Hyderabad and 
some small states in Uttar Pradesh, Saurashtra and Madhya Pradesh 
had ventured directly or indirectly into the production of a limited variety 
of consumer and producer goods. Tlus species of public sector was 
not part of any overall programme of industrial development; it was 
largely the result of various and vaguely strategic considerations. 

The Industrial PoLcy Statements of 1948 and 1956 demarcated the roles 
of the public and private sectors and also promised official blessings 
for co-operativization and cottage and small industries. Industry, espe- 
cially factory industry, has yet to- acquire a dominant position in the 
economy, in terms of both output and employment, but it has climbed 
to a plateau from which further ascent is assured. 

The plan emphasis on heavy industry since 1956 is based on a strategy 
of development which suits the country’s requirements. No feasible 
alternative has been at the expense of agriculture in the sense that finan- 
cial or physical resources which could or should have been devoted to 
agricultural development have been diverted to industry. A substan- 
tially higher rate of growth in industrial production, especially of capital 
and producer goods, as compared with agriculture, is fundamental to the 
process of development for reasons which are primarily empirical, not 
ideological. 

The annual rate of growth of population increased from 1.33 per cent 
in 194N51 to 2.16 per cent in 1951-dl, and lias risen further since then. 
The projected rate of increase of national income has, therefore, to be 
stepped up adequately to raise per capita Income in the short run as well 
as to provide the sinews of faster growth in future. This could be 
brought about by concentrating on the production of consumer goods, 
which would raise the standard of liring immediately, but this strategy 
is self-defeating because it does not provide the resources and equip- 
ment for sustained growth from within. Given the magnitude of India’s 
requirements, foreign exchange is and will remain the most scarce input 
in the near future. Exclusive emphasis on consumer goods and neglect 
of heavy industry would necessitate continued import of even agri- 
cultural inputs like fertilizers and agricultural machinery and involve 
subsequently a demand for foreign exchange for the import of cqxup- 
ment to manufacture these items; even for purely industrial inputs the 
dependence upon aid would be prolonged, and most industry would 
continue to remain material-based. The principal deficit items in the 
economy are metals, machinery and chemicals and it is only when these 
are progress! vely manufactured the d^ndence upon aid can be reduced 
substantially. 

An industrial licence is necessary under the Industries (Dcrelopment 
and Regulation) Act 1951 for setting up new or additional industrial 
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capacity in scheduled industries covered by the Act. The exemption 
limit for fixed investment was Rs. 5 laklis till the Third Plan when it 
was raised to Rs.lO lakhs, and further to Rs. 25 lakhs in 1964. The 
ostensible purposes of industrial licensing are: (a) to fimit industrial 
capacity within the target set by the plans; and (b) to direct investment 
in industries according to plan priorities. The policy of industrial 
licensing has gone through various phases. From 1951 to 1958, licens- 
ing tended to be restricted within the plan targets, mainly because the 
tempo of industrial development was not very rapid and the demand 
for licences was not overwhelming; imports were allowed reasonably 
freely and new industrial projects had to face competition from imported 
goods, unless they obtained tariff protection. The second phase lasted 
from 1958 to 1961, when the foreign exchange crisis first had its effect. 
Imports, especially of materials and components, were restricted and 
Government decided to liberalize the issue of licences, whenever a case 
for import substitution was made. Licences were issued far in excess 
(in some cases 25 per cent but normally 10 per cent) of capacity targets 
in several industries. For example, in paper, spun pipe, steel tube, and 
many other industries, the licences issued by the end of I960 were far in 
excess of the capacity targets set for 1965-66, on the ground that many 
licensees often failed to establish capacity. The effect of this policy 
was to make investment plans more akin to those in a free market 
economy but without being subjected to market discipline. In the 
third phase, beginning with 1962, industrial licensing again became 
strict, mainly owing to the growing stringency of foreign exchange, and 
revocation of licences was initiated. The number of licences issued was 
1,363 per year during 1959-61, 1,104 in 1962, 976 in 1963 and 782 in 
1964. There were 315 revocations in 1962, 204 in 1963 and 202 in 1964. 

Generous and en bloc licensing during the period 1958-1961 for Second 
and Third Plan capacity targets, together with restrictive import licens- 
ing which reduced statutory protection to insignificance (Appendix 
IV for the list of protected industries as of March 1963), imposed great 
strains on foreign exchange resources and the order books of domestic 
machinery manufacturers. No explicit criteria have been laid down to 
guide licensing policies, except for the banned, restricted and priority 
lists published since 1962. Some conclusions can, however, be drawn 
from the decisions made: 

1. In some industries where, economies of scale operate, certain 
minimum size is laid down, e.g., paper in the First and Second 
Plan Industrial Programmes, but in most other industries where 
also economies of scale operate, there has been no much insis- 
tence. 

2. Since regional decentralization is favoured, applications for 
location in back\vard areas receive preferential treatment. 
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3. Licences are issued to new entrepreneurs in preference to existing 
business houses in order to broaden the entrepreneurial base. 

4. To reduce monopoly power, Ucenccs arc given to those applicants, 
including some from large business houses, who do not have any 
estabhshment in a particular industry, e.g., Birla in cement and 
aluminium. 

5. Government has fostered consortia for the manufacture of com- 
plete industrial plants, e.g., cement, sugar and paper but the 
licences arc issued for specilic plant manufacturing only, not for 

. general fabrication, so that, even if their capacity is versatile and 
idle, they cannot change over to the manufacture of other plant. 

6. To reduce the strain on foreign exchange, licensees have been 
required in some cases to manufacture the required components 
or intermediates, e.g., pulp for paper, compressors for refrigera- 
tors and air-conditioners, intermediates for chemicals and phar- 
maceuticals, glass tubes for incandescent lamps, plastic materials 
for polystyrene, apart from the more generalized version of this 
applied to automobiles, machine tools, etc. This has led in many 
cases to uneconomical vertical integration and development of 
captive supplies at the expense of the hoal consumer. 

7. Export obligations have been imposed on certain licensees as a 
condition for the release of foreign exchange for the import of 
plant and raw materials, and to cover the liabilities arising out of 
foreign collaboration. 

The impact of licensing on the pace and pattern of growth has been, 
as observed earlier, uneven and quite often unrelated to priorities. 
Though investment opportunities have been far larger than the nternal 
and external resources available, no criteria have been laid down for 
undertaking the manufacture of specified items according to their suit- 
ability for economic manufacture. Consequently, in many industries, 
the cost of manufacture has been avoidably higher than international 
levels. Quite often, when an item comes to be domestically manu- 
factured, users can continue to live off their old stocks, as happened 
in the case of polystyrene in 1958, PVC in 1962, synthetic rubber and 
ball-bearings in 196^65. Over-licensing and en bhe Plan licensing, 
instead of phased issues, have tended to slow down the actual utiliza- 
tha ofltcciices dvs to fears of oyer-prodaction, Jnslead of the normally 
expected plan criteria of maximum value added or maximum net foreign 
exchange saved or maximum employment provided, there have been, 
by and large, only ad hoc decisions taken “on the merits of each pro- 
posal,” which inevitably lead to delays. 

To return to the course of licensing policy between 1966 and 1968, 
Government exempted a number of industries from the licensing pro- 
visions of the Act. The exempted industries were those which did not 
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involve any substantial import of components or raw materials. At 
the same time, industries in respect of which protection to cottage and 
small industries was important, were not delicensed. 

In 1966, Government made an announcement of policy designed to 
facilitate further utilization of installed capacity. Licenced or registered 
industrial undertakings v/ere told they were free to diversify their produc- 
tion upto 25 per cent of the licenced or registered capacity without 
formally obtaining an industrial licence. But this was subject to certain 
conditions: no additional plant and machinery was installed except 
minor balancing equipment obtained indigenously; no additional foreign 
exchange expenditure was involved; and the items into which produc- 
tion was diversified were not reserved for the small scale sector. In a 
clarification in December 1967, Government said if the industries which 
had diversified their production, were priority industries, even imports 
of raw materials could be allowed for the purpose. In diversifying 
production, however, there should be no additional demand for indi- 
genous raw materials. 

In the early sixties, a number of studies were conducted which re- 
vealed that there had been a growing tendency towards concentration 
of economic power in the hands of the captains of industry in the pro- 
cess of industrial development. The background to these studies was 
the reference made by the then Prime Minister, Jawaharlal Nehru in the 
Lok Sabha on August 22, 1960, moving that the Third Five Year Plan 
draft outline be taken into consideration, he said, “It is said that the 
National Income over the First and Second Plans has gone up by 42 
per cent. A legitimate query is made: where has this gone? To some 
extent of course, you can see where it has gone. I sometimes do address 
large gatherings in the wllages and I can see that they are better fed and 
better clothed, they build brick houses . . Nevertheless, this does not 
apply to everybody in India. Some people have hardly benefited. 
Some people may even be facing various difficulties. The fact remains, 
however, that this advance in our National Income, in our per capita 
income has taken place; and I think it is desirable that we should en- 
quire more deeply as to where this has gone and appoint some expert 
committee to enquire into how exactly this additional income that has 
come to the country or per capita has spread.” 

Accordingly, a committee headed by P. C. Mahalanobis was 
appointed in October 1960. One of its terms of reference v/as 
“to ascertain the extent to wliich the operation of the economic system 
has resulted in concentration of w’ealth and means of production”. 

In its Report submitted in February 1964, the Committee, among 
other things observed “that the working of the planned economy has 
contributed to the gro\vth of big companies in Indian industry. The 
growth of the private sector in industry and especially of the big com- 



INDUSTtllES 


521 

panics has been facilitated by the financial assistance rendered by public 
institutions like the Industrial Finance Corporation, the National Indus- 
trial Development Corporation, etc.” The Committee referred to 
various other measures including tax incentives and pointed out that 
big enterprises were evidently in a better position to take advantage of 
such facilities. In the use of bank credit, for industrial expansion, the 
main beneficiaries have been the big and medium enterprises. The 
Committee’s conclusion wasr “Despite all the countervailing measures 
taken . . concentration of economic power in the private sector is more 
than what could be justified as necessary on functional grounds.” The 
Committee pointedly said that industrial licensing was an important 
instrument for preventing the emergence of industrial monopolies 
“though this objective has to be constantly balanced against the equally 
imperative need of promoting eflic/ency and productivity.” The 
Committee drew attention to its own limitations and emphasized the 
importance of collecting “more comprehensive and detailed information 
regarding the many aspects and ramifications of economic power and 
Controls in the private sector” In order to formulate an appropriate 
policy. 

Government, therefore, appointed the Monopolies Inquiry Com* 
mission headed by K.C. Das Gupta, a judge of the Supreme Court in 
April 1964. It was asked “to enquire into the existence and efiect of 
concentration of economic power in private hands.” 

The Coaimission, distiaguishing between “productwise concentra- 
tion” and "countrywise concentration”, pointed out that "the planned 
economy which the Government decided to accept for the country as 
the quickest way to achieve industrialisation on the right lines has proved 
to be a potent factor for further concentration.” An important reason 
for concentration, in the opinion of the Commission was that “big busi- 
ness was at an advantage in securing the licences for starting new indus- 
tries or for expanding the existing capacity. We are convinced that the 
system of controls in the shape of industrial licensing, however nece- 
ssary from other points of view, has restricted the freedom of entry into 
industry and, so helped to produce concentration.” The Commission 
also spoke of the advantage which business had over small people in 
obtaining assistance from banks and other financial institutions as an- 
other helpful factor in the growth of concentration. 

At the instance of the Planning Oimmissjon, Prof. R. K. Kazan 
reviewed the operation of the industrial licensing system over the First 
and Second Plan periods and made an Interim Report in December 1966, 
One of his conclusions was that the large and medium business groups 
enjoyed a higher ratio of approval in licensing applications as compared 
to others and that their share in theinvestment applied for and approved 
had fended fo rise o>’er the decade. Ibis was specially true about certain 
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business houses and he named the House of Birlas as the mncf fm 
portant of them. Duriag a debate on IbU Report ta ?L RairsUh; 
m May 1967, the Minister for Industrial Det'elopment announced that 
a committee tvould be appointed to go into the basic qu^Z "f the 

by somTof tLT”""® T"'” advantage obtained through it 

oy some ot the larger industrial houses. 

giv?n\'';oCtat“oZfc™r"Vzi^^^^^ 
iaiS.:;,zr “T':; =v-~=rt:i„ 

arger mdustnal houses had in fact secured undue advantages over 
was sufiSTu^Satfon ZrThZ“''^ 

tP 

had resumed t ^nancial institutions 

The Industrial I ‘ ^ Preference to the larger industrial houses. 
iuTts rfpoT ^^^-ittee, as it was called, 

and 1966 and toT /" P^"°d between 1956 

and during the FiTst^pfan subsequent to 1966 

Commission nnft fh vi • ^^^'^"'hile, the Administrative Reforms 

of industrial licens' Commission also went into various aspects 

changes. Takintr recommended certain important 

Dutt Committee twr ° account as also the recommendations of the 
ar^lncS n mirrrt ‘^^"vas) Government 

avoiding concent industrial development but 

opportunities and'^^scope for providing adequate 
presents an efTeetigr rnediura and small entrepreneurs. It re- 

fer greater lihemr ° r" Pragmatic compromise between the necessity 
medium entremp ^ encourage small and 

industrial ho^eTfS ^ 

to^s. T^Se°^ licensing has been raised from Rs. 25 lakhs 

a licence by a maximum^r^'Tc^”*^ substantial e.xpansion without 
Certain clacctfipH ^ ‘^rore subject to certain conditions, 

special products for^ whSh eligible for this exemption: (1) certain 

products reservpfl f * ensing is considered always necessary', 

SriaveTeln ir H the W’ sector, 

(2) the larger induct essential needs of the economy; 

suitable directions- and expansion need to be channelled m 

criteria particuSl’v f ^ exemptions have to be related to certain 

enrena, particularly foreign exchange. Viewed in this context, the new 
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licensing policy seeks to provide a framework for accelerated industrial 
growth consistent with social justice and overall socio-economic 
objectives. 

'The broad features of this modified licensing policy arc: 

1. There is a list of ‘core’ indostries consisting of basic, critical 
and strategic industries in the economy. Detailed industry plans would 
be drawn up for them and essential inputs provided on a priority basis. 
A list of broad groups of industries has been drawn up for inclusion in 
the ‘core’ sector for the Fourth Plan. These are: 

(1) Agro industries and inputs: 

(a) Fertilizers — Nitrogenous and Phosphatic 

(b) Tractors and power tillers, pesticides (basic chemicals only) 

(c) Rock Phosphate and pyrites 

(2) Iron and Steel: 

(a) Iron ore 

(b) Pig iron and steel 

(c) Alloy and special steels 

(3) Non-Ferrous Wctais 

(4) Petroleum: 

(a) Oil exploration and production 

(b) Petroleum refining 

(c) Selected petro chemicals: 

(i) Integrated petro-cheroical complexes 

(ii) D.MX 

(iii) Caprolactum 

(iv) Acrilonitfic 

(v) Synthetic rubber 

(5) Coking coal 

(6) Heavy Industrial machinery: 

(i) Paper machinery 

(ii) Chemical machinery 

(iii) Specialized machine Cools 

(iv) Rubber machinery 

(v) Printing machinery 

(7) Ship-building and dredgers 

(8) Newsprint 

(9) Electronics: 

Selected electronic components which are deemed to be in the 
‘core’ sector are: 

(i) Resistance, fixed and variable. 

(ii) Condensers or capadtors, fixed and variable. 

(iii) Semi-conductors, including diodes, thick film, thin 
film and integrated dreuils. 

(iv) Connectors, switches and relays. 
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(v) Transmitting and receiving tubes including cathode-ray 
tubes. 

(vi) Sophisticated micro-wave components and antennas. 

(vii) Ferrites and magnets. 

(viii) Thirmisters and varisters. 

2. In addition to the ‘core’ sector, all new investment propositions 
of over Rs. 5 crores wiU be considered to be in the ‘heavy investment’ 
sector. Except for industries reserved for the public sector, under- 
takings belonging to the larger industrial houses together with foreign 
concerns and subsidiaries or branches of foreign companies would be 
expected to participate in and contribute to the estabUshment of indus- 
tries in the ‘core’ and ‘heavy investment’ sectors. 

3. In the ‘middle’ sector involving investments ranging from Rs. 1 
crore to Rs. 5 crores, licences will be given liberally to undertakings 
outside the larger industrial houses. Applications with foreign exchange 
imphcations will, however, be subject to careful scrutiny. Applications 
irom the larger business houses or from enterprises controlled by them 
and branches or subsidiaries of foreign companies would be considered 
or expansion where it is found necessary to develop a minimum econo- 

mic eve which would ensure greater cost elBciency or if the industries , 
are estabhshed in industrially under-developed areas. The larger 
industnal houses and foreign companies would also be licensed in the 
nn e sector if a substantial export commitment of 60 per cent or more 
ot the new or additional production is given. The obligation will have 
o e ac eve in 3 years. A similar obligation minimum of 75 per cent 
has been laid down for the small scale sector as well. 

New undertakings or substantial expansion of units requiring 
investment of Rs. 1 crore or less wiU not need a licence under the Indus- 
tnes development and Regulation) Act. This exemption is, however, 
avadable only to undertakings or categories of undertakings whichlave 
exis mg assets of less than Rs. 5 crores and which (a) do not belong to 
e larger industrial houses, (b) do not need Rs. 10 lakhs or more than 
per cent y way of foreign exchange for import of machinery and 
equipment, whichever is less, and do not require foreign exchange except 
or the mar&nal import of raw materials, components and the like, 
are no oreign companies or branches or subsidiaries of foreign 
ompames (sue companies being those where more than 50 per cent of 
^i up capital js in the hands of non-Indians or non-residents), and 
^ included in the category of dominant undertakings. 

. ' . ® ®^i®^ing policy of reservation for the small scale sector will 

nrea extended. In respect of agro industries, 

preference will be given to co-operatives. 

Jnf’p concept recommended by the Industrial Licens- 

ing Policy Inquiry Committee has been accepted. In future, it is in- 
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tended that there would be greater participation in management, parti- 
cularly at policy levels, by public financial institutions in the case of 
major projects involving substantial assistance from them. These 
financial institutions would be able to exercise option for converting 
bonus into equity either wholly or partly within a specified time. 

7. The role of the public sector has been reoriented to cover major 
production gaps likely to develop in the economy, particularly in short 
gestation and quick yielding projects, including consumer industries 
and intermediates. 

8. The new licensing polity lays great stress on the development 
of export oriented industries. It is recognized as part of Government 
policy that industrial capacity has to be consciotisly built up in those 
fields in which India has a comparative advantage and where favourable 
trends are emerging in the international markets. 

ni. Growth of Industries since Independence 
Large Scale Industries: Industrial progress in the first two Five-Year 
Plans (1951-61) has been described as tbe beginning of an industrial 
revolution in India. Growth and diversification of industry were quite 
remarkable and particularly rapid during the Second Plan period. 
Measured by the index of industrial production (1956—100) output 
grew at an annual average rate 0(6.3 percent between 1951 and 1955 and 
8.3 per cent during 1955*60. The average rate for the next four yean 
(19M-64) was 8.6 per cent. With 1956 as base, production of capital 
goods rose from 45 in 1951 to 264 in 1964, that of intermediate goods 
(including fuel and power) from 71 to 212 while consumer goods, which 
have a weightage of as much as 53 per cent, rose from 79 to 136 only. 
In overall terms, organized industrial production had practically doubled 
during the decade. The index of industrial production had risen from 
100 in 1950-51 to 194 in 1960-61, 

In this ten-year period, three new steel mills, each with about a 
million tonne capacity were completed in the public sector and two 
existing steel works in the private sector had been doubled so as to bring 
their ingot capacity to two and one million tonnes, respectively. 

The foundations had been laid of heavy electrical and heavy machine 
tool industries, heavy machine building and other heavy engineering 
equipment. Production of machinery for the cement and paper indus- 
tries had begun for the first time. There were spectacular increases on a 
wide front in the field of chemical industries leading not only to larger 
units and greatly increased production of basic chemicals such as nitro- 
genous fertilizers, caustic soda, soda ash and sulphuric acid, but also 
to the manufactures of several new products as for example: urea, am- 
monium phosphate, penicillin, ^thctic fibres, industrial explosives, 
polythalyne, newsprint and dye-stuffs. The production of many other 
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industries increased substantially. Of these may be mentioned bicycles, 
sewing machines, telephones, electrical goods and appliances, textile 
and sugar machinery, petroleum, non-metallic minerals, footwear, etc. 

In spite of these far-reaching gains and impressive growth, the achieve- 
ments have not been adequate enough to make any great impacts on the 
general condition of the masses of the population or radically to alter 
the structure of the economy. Compared with the targets set, there 
have been some large shortfalls. The combined output of steel by the 
three new public sector steel plants was only 0.6 million tonnes in 
1960-61 as against the target of 2 million tonnes. Similarly in the 
private sector. Tata Steel Mill the actual output of saleable steel for 
the Second Plan period was only 4.5 million tonnes as against 
5.2 million tonnes forecast by the Tariff Commission. In the field of 
fertilizers there were delays in the completion of the projects followed 
by teething troubles. Delays occured in the Electrical Plant at Bhopal 
mainly due to foreign exchange difficulties. The Heavy Machinery, the 
Mining Machinery and the Foundry Forge Projects were far behind 
schedule in the initial stages of construction. These and other projects 
showed that the gestation period, especially in heavy engineering 
industries, was generally longer than expected. 

The main industrial targets which have not been achieved were those 
set for iron and steel, fertilizers, certain items of industrial machinery 
such as paper and cement plant machinery, heavy castings and forgings, 
aluminium, newsprint, raw fibres, chemical pulp, soda ash, caustic soda, 
dye-stuffs and cement. The shortfalls were in those very industries 
which were of crucial importance and whose economies of benefits were 
taken into account at the beginning of the Third Five Year Plan 
(Table XIV). 


TABLE XIV 

Production Targets for 1960-61 and Performance 



Unit 

Production 

Targets 

Production 

Actually 

1. Finished steel 

million tonnes 

4.3 

2.2 

2. Nitrogeneous fertilizers 

000 tonnes 

295.0 

112.0 

3. Phosphatic fertilizers 

000 tonnes 

122.0 

56.0 

4. Textile machinery 

Rs. crores 

17.0 

9.0 

5. Cement machinery 

Rs. crores 

2.0 

0.6 

6. Paper machinery 

Rs. crores 

4.0 

— 

7. Aluminium 

000 tonnes 

25.0 

18.5 

8. Newsprint 

000 tonnes 

61.0 

25.0 

9. Chemical pulp 

000 tonnes 

30.0 

— 

10. Soda ash 

000 tonnes 

234.0 

147.0 

11. Caustic soda 

000 tonnes 

137.0 

100.0 

12. Dye-stuffs 

million 

22.0 

11.5 

13. Cement 

million tonnes 

13.0* 

8.5 


*R 9 Vifed to 10 — 11 million tonnes in May 1958. 
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Most of the other targets of capacity and production were approxi- 
mately fulfilled and in some cases exceeded as, for example, power driven 
pumps, diesel engines, electric motors, ACSR cables, electric fans, radio 
receiving sets and sugar. 

The Planning Commission, reported that, broadly speaking, industrial 
advance had been in keeping with the avowed object of enabling 
the economy to reach, as soon as possible, the stage of self sustaining 
growth, for, despite the shortfalls, notable progress had been achieved 
in the capital goods industries- 

Set-back in Groirtb: A period of eight years comprising the Third 
plan and three Annual Plans impressed a markedly uneven industrial 
growth. In the first four years, conditions were relatively favourable 
but the following three years were a period of considerable stress and 
strain in the economy. The growth rate declined first slowly and then 
steeply till it reached a stage of virtual stagnation. The index of indus- 
trial production (1960 as base) stood at 8.2 per cent in 1961-62, 9.6 per 
cent in 1962-63, 9.2 per cent in 1963*64 and 8.8 per cent in 1964-65. De- 
terioration set in thereafter and the index fell to 5.3 per cent in 1965*66, 
0.2 per cent in 1966-67, and 0.5 per cent in 1967-68. The set-back, 
among other causes, was due to low rales of growth in textiles and food 
industries on the one hand and metals and machinery industries on the 
other. In many of these industries, there ivas a fall in absolute output. 
In 1968-69, however, there was a sharp recovery and industrial produc- 
tion recorded a rise of 6.2 per cent. 

Of the several causes that led to the decline from 1964-65, the most 
important were the dislocation caused by the India-Pakistan confiict 
in 1965 and two successive draughts. Many industries were se\‘crely 
affected by the shortage of raw materials and components because of 
the stoppage of external aid in 1965. Although aid was resumed later 
on and the import policy for raw materials liberalized after devaluation, 
new factors added to the difficulties. The two bad agricultural years 
led to considerable decline in savings, investments and purchasing 
power. Agricultural raw materials for industrial production were in 
short supply. 

On the other hand, completion of projects added to capacity. But 
subdued demand accumulated the unutilized capacity in many indus- 
tries, especially in the capital goods industries. Although imported 
raw material position was easy, depressed demand prevented full exploita- 
tion of industrial potential. Tte inflationary environment and the 
increase in the cost of projects as a result of devaluation led to serious 
problems. To some e.xtent. the position was relieved by a determined 
effort to find markets abroad. 

Agricultural production improved in 1967-68 and consequently Indus- 
trial production and investment showed an upward trend. The improve- 
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ment in agriculture was maintained in 1968-69 and capacity utilization 
in many industries also improved. Production in some industries Eke 
machine tools and cables remained at comparatively low levels but the 
better utilization of capacity in them is dependent on the increase in the 
tempo of investment. 

Despite these set-backs, there has been much contribution to a diversi- 
fied industrial structure. Substantial capacity has been created in many 
new lines. Several large projects initiated earEer, have gone into pro- 
duction and this has helped in the expansion of capacity, through indi- 
genous effort in vital sectors Eke iron and steel, mining and power 
generation. Virtual self-sufficiency has been achieved in the supply of 
equipment and roUing stock for rail and road transport and communica- 
tion. There has been appreciable increase in the production capacity 
of steel and non-ferrous metals. Capacity is being expanded in petro- 
leum, fertiEzer and petro-chemical industries. In many industries, it 
would be possible by a fuller utilization of existing capacity to achieve 
higher levels of production in the Fourth Plan. Design and engineering 
capabilities have been expanded. Process technology has been either 
acquired or developed to enable the planning, designing and construc- 
tion of industrial projects with maximum indigenous efforts in fields 
Eke fertilizers, rayon and dissolving pulp. 

The industrial poEcy over the years has undoubtedly fostered growth 
and has created a strong and sophisticated industrial base. At the same 
time certain inherent shortcomings and difficulties have surfaced. Ex- 
perience has shown that it was not possible to ensure adequate phasing 
of targets of production laid down in the Plans and to review them 
periodically for adjustments as changing situations required. Conse- 
quently in certain industries capacity in excess of requirements was 
created while in some others capacity fell short of needs. The bunching 
of Ecensing and inadequate implementation led to imbalances in some 
sectors of industry. In some cases, though licences were issued to the 
full extent of requirements and sometimes even more, actual manu- 
facturing capacity that was created fell far short. DetaUed controls put 
considerable strain on admirustrative machinery and also delayed im- 
plementation and did not always secure the desired objectives. 
The private sector displayed inadequate cost consciousness and had no 
appreciation of the imperative of reducing costs because of the existence 
of a sellers’ market in India. 

Recent Industrial Production Trends: In 1970-71, the economy generaEy 
maintained its overall momentum of growth. In certain areas, the 
economy showed an encouraging improvement over the previous years’ 
performance. In other areas, however, there were signs of certain 
disturbing trends emerging. 

The national income in real terms grew at an estimated rate of 5 to 
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5.5 per cent for the second successive year strictly in line with the Fourth 
Plan target. To a large extent, this rise was due to a 6 per cent growth 
rate achieved in agriculture, and in turn, to an 8 per cent growth rate in 
foodgrains production (109.5 million tonnes). Wholesale prices conti- 
nued to be under pressure throughout the year and reached an increase 
of 3.1 per cent during 1970-71, slightly lower than 4 per cent recorded 
during the previous year. This stabilizing trend was reflected in a wel- 
come decline of 2.4 per cent in the prices of foodgrains and of 5.1 per 
cent in the prices of industrial raw materials. 

Exports during the year registered an 8.3 per cent increase as against 

4.1 per cent in 1969-70. Imports, hoivevcr, increased by 2.9 per cent 
during the year as against a steep decline of 17.1 per cent in the previous 
year. 

The general index of industrial production at 180.8 for the year 1970 
reveals a rise of 4.8 per cent over the previous year as compared with 

7.1 per cent rise in the 1969 over that of 1968. It would appear that 
industrial revival that succeeded the recession years of 1966-68 has since 
been followed by a deaccelerating industrial trend in 1970. 

The index of industrial production in 1970 by groups and sub-groups 
shows that apart from “electricity generated” which showed a rise of 
11 per cent and “mining and quarrying” which managed to main- 
tain its production levels, the major group “manufacturing” showed a 
growth rate of 4.4 per cent. 

The major growth leaders in the group “manufacturing” recorded 
an increase of between 12 and 19 per cent. These are manufacturers of 
aluminium, copper, food, miscellaneous and electrical machinery. 

Industrial groups that have maintained a reasonably healthy growth 
rate, between 4 and 10 per cent include jute textiles, chemical manu- 
facture, non-metallic minerals, paper products, beverages and tobacco, 
petroleum refinery products, non-electric machinery, written textiles 
and metal products. 

Areas where production levels have either declined or have just been 
maintained include iron and steel, cotton textiles, footwear, wood and 
cork products, leather and fur products, rubber products and transport 
equipment.* 

■ • • • • ■ 


Similarly, the item •‘iron and sled” carries a weight of 6 per cent m the general 
index and a percentage decline of 6 9 per cent m production has alTccted the 
production of a number of steel based iMUstiies. 

In the of items such as “footaw" and “robber products”, the rclathe 
stagnation or decline in produclon could be ascribed to statistical reasons. Some 
of the industrial units borne on the regtstt« of DGTD ha\c been transferred 
to those of the small scale sector. 
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Remedial Measures: Several steps have been taken to improve the 
rate of industrial production. Licensing of capacity, both for setting 
up new capacity and for expansion of existing units, has been accelerated. 
Procedure has been streamlined to permit consideration of future 
applications. The total number of industrial licences and letters of 
intent (as stated earlier) has gone up. In addition, the facility to set up 
industrial um’ts without industrial licensing for um'ts upto Rs. 1 
crore of investment (as also expansion schemes involving upto Rs. 1 
crore per unit with capital of less than Rs. 5 crores) subject to certain 
constraints of foreign exchange is expected to lead to the creation of 
additional capacity and thus lead to rapid growth of industrial produc- 
tion. 

The pace of licensing of import of capital goods has also been speeded 
up as the figures below will show: 

TABLE XV 
Value of Import Licence 

(Rs. crores) 


1964—65 

303.39 

1965—66 

170.22 

1966-67 

412.46 

1967—68 

164.67 

1968—69 

83.83 

1969—70 

73.20 

1970-71 

127.09 


Further, licensing of import of industrial raw materials has been 
significantly stepped up. The total volume of import licensing has 
gone up by 27 per cent in 1969-70 as compared to 1968-69. During 
1970-71, import licencing increased by a further 35.5 per cent. The 
policy on import of steel has been specially liberalized to meet the 
shortage. 

In the small scale sector, the policy of licensing of imported raw 
materials has been particularly liberalized. Entitlement of non-ferrous 
metals, for example, was increased by 50 per cent across the board in 
1970-71. Also small scale units have been allowed an increased en- 
titlement by 25 per cent of import of all categories of mild steel. The 
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growth of the total volume of import Ii^nsing for the small scale sector 
is given in the table below: 


TABLE XVI 

Import UctBcti fw SmaO Scale Sector, 196t*71 


{Rs. in crores) 

1964—65 

17.64 

1965—66 

4.40 

1966—67 

74.09 

t967— 6« 

49.77 

1968—69 

36.72 

1969—70 

65.57 

1970—71 

83.26 


These figures are exclusive of release to the small scale sector through 
canalizing agencies like the State Trading Corporation, the Minerals 
and Metals Trading Corporation and Hindustan Steel. 


Sioall Scale Industriesj There was some development of modern small 
scale industries, especially in engineering, during the Second World War 
but, after the cessation of hostilities, the units could not adapt them* 
selves to the changed needs. Some degree of revival took place during 
the First Plan period: manufacture of sewing machines, bicycles and 
storage batteries was taken up and capacity was expanded in certain 
other items like agricultural machinery, leather lanning, radio receivers, 
bifurcated rivets, furniture, small tools, sports goods, etc., in which the 
expansion of large Industry was restrict^ partly as a measure of policy. 
Development was more rapid during the Second Plan, when many units 
came to produce articles requiring a high degree of technical skill like 
plastics and some chemicals. Production of radio amplifiers, transistor 
radios, radio components, tape recorders, simple optied lenses, etc., was 
taken up. As small scale industry look increasingly to import substitu* 
tion, there was even a demand for foreign collaboration in such items 
as minor electrical apparatus, electronic instruments, water meters, 
engine valves, textile accessories, clock-work, toys, tungsten carbide 
dies and non-enpneering items like glass fibre, adhesives, glass tubes, 
laminating processes, etc. Government approved phased common 
production programmes in some industries like refrigerators, water 
coolers, air conditioners, photo flash bulbs, clocks and watches, and 
scientific instruments. 

The maximum growth of small scale industries has taken place largely 
over the last decade. They comprise enterprises with an investment 
of Rs. 7.5 lakhs in machinery and equipment. They use modem equip- 
ment and techniques of production and management. Not only have 
small scale industries groivn in numbers, the products of many of them 
conform to standards and specifications prescribed by the Defence 
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Services, railways and several large scale industries. A number of 
small scale units supply parts and components to large industries engaged 
in the manufacture of machine tools, bicj'cles, automobiles, coach build- 
ing and other railway equipments, and electronic and electrical appliances 
and machinery. Products of some of these industries are exported. 
Several new items, parts and components requiring high technology and 
precision are made in this sector thus minimizing their imports. 

Small scale industries have been assigned a vital role in our develop- 
ment strategy for three main reasons wliich have assumed social and 
economic importance in recent years. Firstly, this sector can provide 
employment opportunities for surplus labour force at a relatively smaller 
capital cost. Secondly, small scale industries are useful and effective 
for mobilizing untapped scarce resources of capital and entrepreneurial 
skill. Thirdly, these industries are expected to ensure the diffusion of 
productive industrial activity in order to (a) accord concentration of 
industry leading to flow of population to metropolitan cities causing 
socio-economic and political maladies of concentration, (b) create em- 
ployment opportunities in areas where large additions to labour force 
accrue year after year and foster balanced development of all parts of the 
country and (c) promote progressive rural economy tlirough the establish- 
ment of economic and functional links between the rural or semi-urban 
areas and the cities. 

In 1960-61, there were 36,109 small scale industrial establishments in 
the country (Table XVII). As the decade progressed they increased 
more than five times and in 1969-70 they stood at nearly two lakh units: 
machines valued at over Rs. 40 crores were supplied on hire-purchase 
terms in 1969-70 (Table XVIII). As at the end of March 1970, 
ten thousand parties were given liire-purchase facilities — indigenous 
machinery worth Rs. 16.6 crores and imported Rs. 23.6 crores. 
More than 19,000 small scale units have been listed for exclusive pur- 
chase by Government of 166 items made by the small scale sector. 
Between 1956 and 1959 the number of such reserved items was barely 
16 (Table XIX). The value of contracts given to the small scale sector 
by the Directorate General of Supply and Disposal at the end of 
March 1970 was made Rs. 182 crores spread over fifteen years. In 
addition the railways purchases made for Rs. 16 crores. 

As at the end of March 1970, the Small Scale Sector (both factory and 
non-factory) gave employment to 63 lakh people for a gross output 
valued at Rs. 3,670 crores and an investment of Rs. 450 crores. 

By the end of March 1970, there were 389 industrial estates all over 
the country. In 1960-61 there were only 66. Of the 389 industrial 
estates 303 were functioning and they contained 5,413 work-sheds. 
Their output in the year 1969-70 was worth Rs. 100 crores and employed 
over 96 thousand people. 
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TABLE XVII 
Registered SouS Scale Units 


Year 

No. of Units 

I96t 

36,109 


52,241 




92,583 


1.06,883 


1,21,619 


1,36,273 


1.61,865 


1.78.210 

1970 


1971(31.3.71> 

2,14,004 


TABLE XVm 

Hire-purchase Assistance Siafe/Terrilory-itise as en 31. 3. 1970 

(Rs crores) 


1. Southern Region 

14.45 

2. Western Region 

9.64 

Tamil Nadu 

5J2 

Maharashtra 

6.54 

Andhra Pradesh 

2.03 

Gujarat 

1.71 

Kerala 

2.30 

Madhya Pradesh 

1.28 

Mysore 

Pondicherry 

4.75 

005 

Goa 

0.11 

3. Eastern Region 

5.92 

4. Northern Region 

10.19 

West Bengal 

4.73 

Delhi 

3.20 

Bihar 

0.55 

Uttar Pradesh 

3.70 

Assam 

039 

Punjab 

2.07 

Orissa 

0,22 

Jammu and Kashmir 

0.1S 

Manipur 

002 

Rajasthan 

0.74 

Tripura 

001 

Haryana 

0.20 


Grand Total i+2 + 3 + 4 : Rs. dOWcroiM. 


TABLE XtX 

Items for Exclusire Purrtiase t»y GoTmunent from Small Scale Sector 
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The spectacular progress of small scale industries is a tribute to the 
initiative and grit of the newly rising class of entrepreneurs from hitherto 
trading and agricultural interests and the systematic and positive efforts 
of Government to encourage them. Their growth has been greatly 
assisted by the availability of financial assistance from the National 
Small Industries Corporation, the State Bank of India, the fourteen 
nationalized banks, State Financial Corporations and State Governments. 

The NSIC scheme for hire-purchase of machinery was introduced in 
1956 and came into operation in 1957-58. Under the scheme NSIC 
supplies, plant and equipment against a small earnest money deposit, 
the balance being recovered in instalments spread over a period of 
7 to 10 years on a lower rate of interest than the prevalent bank 
or market rate. The formalities of assessing the creditworthiness of 
the applicant and asking him to provide sureties are dispensed with. 

Another important sphere of activity of NSIC is the training of arti- 
sans and skilled workers at its Prototype Production and Training Centres 
where they are provided with free hostel accommodation and are paid 
stipends for the duration of their traim'ng. More than 4,000 trainees 
have so far passed out of these training centres after rigorous in-plant 
training in several engineering trades. 

A special scheme has been in force for over a year to encourage exports 
in the small scale sector. Manufacturing units exporting more than 10 
per cent of their production are eligible for priority issue of licences 
and for preferred sources of supply for import of raw materials and 
components. Under this scheme, 447 units qualified for preferential 
treatment in the year 1970-71. They had produced goods worth 
Rs. 66.47 crores and the value of their exports was Rs, 22.25 crores 
during the previous year. Of this export total, as much as one quarter 
was contributed by 10 units. Twenty-nine units had exported their 
entire production during the year. These industries are tabulated below; 

TABLE XX 

Industry Number of Units 


Curry powder, pickles, pine-apple juice and jam 1 

Woollen hosiery and knitwear 3 

Readymade garments 3 

Printed boolS, periodicals, journals, etc. 1 

Drugs and pharmaceuticals, medicines etc. 1 

Agarbatties and ditoop 4 

Brass utensils, brass artware and sports cups 8 

Agricultural machinery and implements 1 

Car radios, aerials, amplifiers, etc. 1 

Automobile parts and accessories 2 

Surgical instruments and equipments 1 

Plastic products, plastic bangles, imitation jewellery etc, 1 

Sports goods 2 


INDUSTRIES 


535 


In the final analysis, 69 units out of the total 447 units exported over 
80% of Iheir production, 86 units between 50 and 80 per cent and the 
remaining 292 units bctwen 10 and 50%. 

Auxniary Industries; The auxiliary programme has gained momentum 
in recent years as feeders for the larger units. They need sophisticated 
plant and machinery to meet the requirements of the units they serve. 
In view of this, the upper limit of investment for auxiliaries has been 
fixed at Rs. 10 lakhs for plant and machinery. In 1970-71 there were 
10,000 such units supplying parts and components regularly to about 
200 large industries. The total investment in these small auxiliary 
industries is estimated at Rs. 300 crores and the value of their products 
at Rs. 32 crores in 1970-71. There were about 600 auxiliaries feeding 
the sutomabUe industry alone. About 980 types of end products required 
for 1 6 large industrial groups arc covered by auxiliaries. 

In addition, nearly 280 units were engaged in production for feeding 
21 public sector undertakings and the value of their output was Rs. 7.35 
crores. Fifty-one units were effectively functioning in one centre of 
Hindustan Machine Tools supplying 50 per cent of components. In 
terms of import substitution the output of auxiliary industries was 
valued at Rs. 1.32 crores. Auxiliaries have provided employment to 
about one hundred thousand persons. The centres of concentration of 
auxiliary units are in Bangalore, Bombay, Delhi, Ranchi and Madras 
and scattered in other parts of the country. 

There are roughly 1,W large scale units in the private sector and 60 
established in the public sector which still remain to be tapped by auxi- 
liary industries in the small scale sector. 

Groups of Industiies Supplied by AaxBisry Units 

1. Industrial machinery. 

2. Agricultural and earth-moving machinery. 

3. Machine tools. 

4. Industrial, scientific and mathematical instruments (mechanical). 

5. Locomotives and rolling stock, ships and aircrafts. 

6. Bicycles. 

7. Boilers and steam generating plants, 

8. Steam enpnes, turbine and internal combustion engines. 

9. Automobiles. 

10. Commercial office and house-hold equipment. 

11. Electrical machinery, equipment and appliances. 

12. Tele-communication equipment. 

13. Industrial instruments (elcctiical). 

]4, Radio and electronic equipment. 

15. Air conditioners and cold storage equipment including refrigera- 
tors. 

16, Minerals, oil and petroleum industry. 
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Indostrial Co-operafives: Cottage and small industries in the co-opera- 
tives sector have been given an important place in the overall scheme 
of industrial development. They get various types of assistance by 
way of imported and scarce indigenous raw materials, finance for block 
and working capital and participation of State Governments in their 
share capital. 

The number of co-operatives in the industrial sector in 1970 was 
estimated at 51,000 with a membership of 37 lakhs and a working capital 
of about Rs. 370 crores. One hundred and sixty-five were in the 
medium and large industrial sector — 68 textile mills, 84 sugar factories, 
6 vegetable oil and vauaspati factories, 4 milk product institutions and 
3 manufacturing other food articles. 

Of the total, 47,970 were industrial co-operatives organized by artisans, 
craftsmen, workers, etc. These institutions either undertook produc- 
tion and sale activities or offered supply, sale and other services to their 
members. Membership of such societies totalled 31.86 lakhs and the 
number of employed were 8.10 laklis. These societies had a working 
capital of Rs. 164.81 crores. During the year ended June 30, 1969, 
sales totalled Rs. 143.24 crores. Thirteen thousand three hundred and 
fourteen societies were working at a profit which amounted to Rs. 3.68 
crores. 

The National Federation of Industrial Co-operatives, registered in 
March 1966, helps in buying and selling raw materials, components, 
parts and equipments for the use of industrial co-operatives and market- 
ing of products. The Federation had (1969) a barter deal with the 
U.S.S.R. for the import of 5,000 tonnes of Sunflower Seed Oil worth 
Rs. 1. 1 3 crores. [n return, woollen and nylon knitwears have been 
exported. Musical Instruments are exported to U.K. 

Khadi and Village Industries: Since the beginm'ng of planned develop- 
ment in India, village industries have been given a central place in rural 
programmes. The First Plan says that the development of village 
industries should be as much a matter of State action, as the. increase of 
agricultural production. One cannot be separated from the other. 
It argues that products of large scale industries have increasingly limited 
the market for several classes of rural artisans. Their occupations 
now give them only partial employment, so that they tend to join the 
ranks of agricultural workers. The Frst Plan estimated an expendi- 
ture roughly of Rs. 7.25 crores on selected village industry schemes 
which would give employment for over 16 lakh persons including, full- 
time and part-time workers and students. The Plan envisaged a Khadi 
and Village Industries Board which, would take on these programmes in 
consultation with State Governments and organizations engaged in this 
field. 
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In drawing up the Second Plan, considerable thought was given to 
the idea of decentralized spinning in rural homes proWding adequate 
quantities of quality yarn for handlooms which were othenvise depend- 
ing on mill yam. Also this would considerably increase the scope for 
rural employment. The Khadi and Village Industries Board launched 
a pilot scheme on the basis of the Ambar Charkha, a three unit spinning 
set consisting of a carding machine, a drawing machine and a four- 
spindle spinning wheel costing in all about Rs. 100. With this longer 
programme in view the Board drew up a tentative programme for the 
manufacture and introduction of 25 lakh multi-spindle charkhas over a 
period of five years offering prospects of part-time and full-time em- 
ployment to about 50 lakh persons. The expectation that the Ambar 
Charkha might play a larger part in the future development of khadi 
was not entirely fulfilled for two reasons: work on the new charkha 
was new to the spinners who had been accustomed to the traditional 
wheel and in the initial stages, the Ambar Charkha in quality was cot 
upto the mark- Meanwhile the khadi and Village Industries Board 
was replaced by the Commission created by an Act of Parliament in 
1956. 

The Third Plan programme to introduce 3 lakh Ambar Charkhas 
did not materialize and only 15,534 were introduced jn the first two 
years of the Plan. There wzs no significant increase in the number in 
subsequent years. The reason was that the Commission t^as engaged 
ID designing and developing an improved model of charkha. 

The total production of all varieties of khadi, including woollen and 
silk, increased from 538 lakh square metres in 960-61 to 849 lakh square 
metres in 1965-66 but declined to 600 lakh square metres in 1968-69. 
In the following year, 1969-70, it went up agmn to 622 lakh square 
metres. Its value was Rs. 2,564 lakhs as against Rs. 2,338 lakhs the 
previous year. The khadi industry provides employment for about 11 
lakh persons of which more than 9 lakhs arc spinners. 

The village industries employ 9 lakh persons including part-time 
workers. Production in 1969-70 was valu^ at Rs. 78 crores showing 
a sli^t fall of Rs. 3.50 crores of the value of production of the previous 
year. The sales in 1969-70 were, however, showed an edge over those of 
1968-69. 

The Khadi and Village Industries Commission has been spreading 
out its acthities in the hill border areas and in places with large popula- 
tion belonging to the weaker sections of society. The main objecthc 
is to strengthen and stabilize their economy. The programme consists 
of popularization of improved equipment and implements in place of 
traditional ones, supply of essential consumer commodities through the 
doelopment of khadi and village industries and organization of insti- 
tulions/co-operatives of local people and artbans and training and 
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organizing markets for the surplus production after meeting local 
needs. 

Pioneering work has been done in some vulnerable areas like the 
Rajasthan international border, Himalayan border areas of Pithorgarh, 
Uttar Kashi and Himachal Pradesh, and certain pockets in Kutch, 
Manipur and Tripura, N.E.F.A. and Nagaland. 

As a result, a number of institutions consisting of local people and 
artisans has been set up; and they are progressively prepared to take up 
development work on a planned basis. Similarly, in the hill areas and 
tribal belts of Madhya Pradesh, Gujarat and Uttar Pradesh and the 
Andaman and Nicobar Islands, the results have been encouraging. 

Handlooms and Powerlooms: The share of handlooms and power- 
looms in total cloth output has increased considerably since 1948 and 
its contribution at present is half the entire production. Their total - 
number in this decentralized sector was 1,409,068 in 1969 as against 
1,323,618 in 1961. There is a heavy concentration of handlooms in 
Andhra Pradesh and Tamil Nadu. 

Production in 1969, rose to 4,430 million metres from 2,942 
million metres in 1961 and 1,300 million metres in 1951. (Table XXI) 
Dhotis, sarees and towelling cloth account for more than 50 per cent 
of handloom output. More than two-thirds of their demand for yarn 
is for counts above 20s. 


TABLE XXI 

Composition of Cloth Outputs 


(Million Metres) 


Year 

Total Cloth 

Handlooms and 


Output 

Powerlooms 

1948 

5,100 

1,151 

1951 

5,051 

1,300 

1961 

7,657 

2,942 

1969 

8,613 

4,430 


The figures include output of cloth — both cotton and non-cotton. 
Non-cotton cloth includes man-made fabrics besides woollen, worsted 
and wearable fabrics. 

Indian export of handloom goods during 1970-7 1 was over Rs. 25.62 
crores. Non-traditional markets alone purchased goods of the value 
of more then Rs, 16 crores. Handloom products are exported to 
more than 100 countries. 


INDUSTRIES 


539 


Rural And Urban Household Industry: For the first time, an attempt 
was made in the Indian Census of 1961 to collect economic data on the 
basis of households in addition to the information collected about each 
individual citizen, in a piedominanlly agricultural country, most of 
the population is in the rural areas where much of the produce is con- 
sumed by the population. Information purely on the basis of indi- 
viduals tends to go slightly out of focus, it was explained, unless such 
information was supplemented by data on the economic activities of the 
household as an entity. 

Earlier, in 1958-59, the National Sample Survey, in one of the rounds, 
had collected some data on household industries. It had found that 
135,000 households were engaged in unregistered manufacturing 
activity. 

The data collected in the 1961 Census, based on 20 per cent sample 
revealed that there were 16,750,585 households in the country. Of these, 
13,707,407 were rural households and the re^t urban. Households 
engaged neither in cultivation nor in industry numbered 6,318,108 and 
more than half of them were rural. Rural households engaged in culti- 
vation only were 8,554,821 and this formed an overwhelming majority 
of a total of 8,792,764. Similarly households engaged in industry only 
were 592,400 out of a total of 788,703. The rest were urban households. 
A total of 85I>0(0 households were engaged both in cultivation and 
industry. Of this 831,010 were rural households and a bare 20,000 
urban. 


TABLE XXII 

Workers Engaged in llousebold Industry' 
(All Industries) 



Houftholds 

FamJy ff'orkerJ 



Mm 

Women 


Rural 

1,423,410 

2,209.828 

1,372.733 

238,095 

Urban 

216,303 

272,245 

147.814 

39,363 


1,«39,713 

2,482,073 

1,520,547 

277,458 


Households, both rural and urban, were engaged in 367 industries 
classified into 20 major groups. These are: (1) field produce and 
plantation crops; (2) forestry and logpng; (3) fishing; (4) loestock 
and hunting; (5) mining and quarrying; (6) food-stufTs; (7) beverages; 
(8) tobacco products; (9) textiles — cotton, jute, woollen, silk and mis- 
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cellaneous; (10) manufacture of woodand wooden products; (11) paper 

and paper products; (12) printing and publishing; (13) leather and 
leather goods; (14) rubber, petroleum and coal products; (15) chemicals 
and chemical products; (16) non-metalUc mineral products other than 
petroleum and coal; (IT) basic metals and their products except 
machinery and transport equipments; (18) machinery (all kinds other 
than transport) and electrical equipments; (19) transport equipments; 
(20) miscellaneous manufacturing industries. 

IV. Gronth of Corporate Sector 

Joint Stock companies came into existence in 1845 when an act was 
passed to incorporate the Assam Company with an authorized capital 
of Rs. 50 lakhs. The Companies Act followed in 1 850, but the principle 
of limited liability was introduced only in 1857. Banking and insurance 
companies received the privilege of limited liability three years later. 
The growth of the corporate sector Was, however, very slow till the boom 
after the First World War. In 1900, there were only 1,340 companies 
with a paid-up capital of Rs. 34.70 crorcs (Table XXIV). Of these, 
152 \vero cotton mills with a share capital of Rs. 11.67 crores, and 129 
were tea plantations with a sliare capital of Rs. 3.25 crores (there 
were, besides, a number of sterling tea companies but data for these are 
not available readily in a comparable form). There were also 21 jute 
mill companies with a share capital of Rs. 2.68 crorcs. 

By 1919, the total number of companies rose to 2,789 and their share 
capital crossed the Rs. 100 crores mark for the first time to reach the 
figure of Rs. 106.6 crores. The industry-wise distribution remained 
broadly unchanged, except for the growth of coal mines and' rice and 
flour mills. Thereafter, growth was rapid (by contemporary standards) 
upto 1925; the number of companies in that year reached 5,204 and their 
share capital amounted to Rs. 275.5 crores, in spite of the winding up 
(liquidation) of 1,836 companies with a share capital of Rs. 39 crorcs 
during the period, mainly in 1922-25. In the ensuing slump that lasted 
through 1938, the number of companies increased consistently (except 
for a decline between 1937 and 1938) but their share capital remained 
sluggish. There were 10,657 companies in 1938, more than twice the 
number in 1925, but their share capital was Rs. 279 crorcs only.* This 
sluggishness notwithstanding there was some gronlh in banking and 
insurance, cotton, jute, coal and inland navigation; thanks to protection, 
the number of sugar companies increased from 20 in 1919 to 172 


•Liquidations were a prominent feature from 1917-18 ihrough 1930.3! during which 
period the paid-up capital of companies that wcol into liquidation exceeded in every 
>ear the paid-up capital of new companies teetered. 
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in 1939 and their share capital expanded from Rs. 82 lakhs to 
Rs. 11.18 crores; interest came to be evinced in paper and rubber 
plantations also. 

The corporate sector has not looked back since then. By 1947, there 
were 21,853 companies with a share capital of Rs. 479 crores which, 
on the eve of the First Five Year Plan in 1951, rose to 28,432 companies 
and Rs. 775 crores, respectively. At the end of March 1956, which 
marked the end of indifferent and decentralized administration of the 
Companies Act, the number of companies stood at 29,874 and their 
share capital aggregated Rs. 1,024 crores. Proliferation of bogus en- 
tities during the Second World War and unsettled conditions of the late 
forties led to considerable seepage of water into the corporate sector. 
Out of nearly 13,000 companies which ‘ceased to work’ (as defined by 
the Company Law Administration) between April 1956 and March 1962.. 
more than one-half were struck off by Registrars of Companies for 
non-fulfilment of various statutory obligations. Between 1965 and 
1970, 3,455 companies ceased to work. At the end of March 1970, 
there were 28,948 companies with a paid-up capital of Rs. 3,754.7 crores. 
While traditional industries like cotton, jute, sugar, etc., retain their 
importance, engineering and chemicals are assuming greater signi- 
ficance. Moreover, there is an increasing tendency towards diversi- 
fication within the large companies. 

Following British law and practice, companies in India are either 
public or private. The latter have a minimum of two shareholders and 
a maximum of fifty; their shares cannot be offered to the public nor 
are the shares freely transferable; under the Companies Act, 1956, are 
exempt from restrictions regarding appointment and remuneration of 
managerial personnel, etc., applicable to public companies but they 
must insert ‘private’ after their name. Public companies must have a 
minimum of seven shareholders; their shares can be offered to the public 
but there is no statutory obligation upon them to do so by prospectus 
or otherwise. 

More than three-fourths of the companies registered in India are 
private. At the end of March 1970, the total number of non-Govern- 
ment companies was 28948 with a total paid-up capital of Rs. 3,754.7 
crores. Of these 6172 were public companies whose paid-up capital 
was Rs. 1,658.8 crores. Private companies numbered 22,776 whose 
total paid-up capital was Rs. 2,095.9 crores (Table XXVI). Their 
relative importance in share capital is not equally impressive and would 
have been even less so but for the fortuitous registration of most 
Government companies as private companies. Curiously enough, the 
predominance of private companies is a post-1946 phenomenon; till 
1946, the majority of companies were public, though most of these 
were closely owned. In fact, during the first two decades of the present 
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Compames Registered and at Work in India since 1900 


(Paid-up Capital in Rs. Crores) 
Nunaer of Cotnpanies Paid-up Capital 


TABLE XXV 

Number and Paid-up Capital of Compaiues in Important 
Industrial Groups 
(As OD 31 $t Marcb, 1964) 



TABLE XXVI Paid up 

PublicandPriTateConipaides 1917*70 Capital in Rs. crores 


Ai enlist Afarck 

Publie Companitf 

Private Companies 

No. 

Paid-ap capital 

No. 

Paid-up capital 


2,306 

85.0 

207 

5.8 


3.000 

lOt.6 

668 



6.839 

213.2 

4,255 



10,129 

323.1 

7,214 



12,568 

566.5 

15,964 



9473 

69a4 

20,2» 



7,188 

84as 

19,709 



5,968 

I.I64.9 

20.489 


1970 

6,172 

1.658.8 

22;776 
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centurj' (data are availableonly from 1917 onwards) there were very 
few private companies. The preference for private companies that 
has been so much in evidence since 1946 is, perhaps, only partly 
attributable to the desire to avoid the greater statutory regulation of 
public companies; mainly, the private company appears to have 
become the favourite vehicle of trading and urban financial activity 
and nascent industrial enterprise. 

The number and relative importance of Government companies have 
increased substantially since the beginning of planning. This category 
of companies was recognized for the first time in the Companies Act 
1956, section 617 of which defined a Government company as one in 
which 51 per cent or more of the share capital is held by Government. 
Understood in tlris sense, there were 36 Government compames with a 
share capital of Rs. 26 crores in 1951 and 61 with a share capital of Rs. 66 
crores at the end of March 1956. They accounted for about 3 per cent 
of the share capital of all companies in 1951 and a little more than 6 
per cent in 1956. Their growth since then has been impressive. At 
the end of 1969-70, there were 282 government companies with a share 
capital of Rs. 1,790.6 crores (Table XXVII), 


TABLE XXVII 

Government Companies at Work 1951-70 


As on 315/ 
March 

Public Cos. 

Private Cos. 


Total 

No. 

Share capital 

No. 

Share capital 

No. 

Share capita! 



(Rs. Cr.) 


(Rs. Cr.) 


(Rs. Cr.) 

1951 





- - 

36 

26 

1956 

— 


— 



61 

. 66 

1961 

39 

33 

103 

514 

142 

547 

1970 

81 

130.2 

201 

1660.4 

282 

1790.6 


Finally, to complete this introduction, reference may be made to 
foreign companies. These are companies registered outside India but 
with a place of business in India and should be clearly distinguished 
from foreign-controlled companies which are registered in India. The 
number of foreign companies at work increased from 579 in 1913 to 
901 in 1933, declining to 819 in 1955, and further to 561 in March 1970. 
(Table XXVIII). The decline is attributable entirely to the weeding out 
of non-reporting branches of foreign companies. Most of these 
companies are engaged in tea plantation, insurance,, trade, business, 
services and transport; 390 of them are of U.K. origin and 72 of U.S. 
origin. 
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TABLE XXVm 

Foreign Companies Wotklog in India 


1913 
1923 
1933 
1939 
1943 
1947 
1 930 
1933 
I960 
1963 
1970 


V. Industrial Management 

£ariy History; The management of public industrial companies in 
India has, in most cases, been in the hands of managing agents since 
the beginning of industrialization. As in Malaya, Hong Kong, the 
former Treaty Ports of the pre-Communist China, and Indonesia, this 
institution was the product of gradual evaluation. The manapng 
sSency developed on the ruins of the agency house system (founded by 
M'Servants of (he East India Company) wWch failed in 1833. It grew 
out of the enterprise of European individuals who carne to Calcutta as 
representatives of trading companies. They found the country lacWng 
in industrial leaders, since imports from Britain had crippled the master 
craftsmen and traders; money'lenders and big landowners had neither 
the inclination not the experience to go into modern industry. The 
prospects of local processing and rudimentary manufacture for expwt 
were attractive because of the availability of raw materials and cheap 
labour. With the opening of the Suez Canal and laying of railways, 
the Indian market also appeared on the business horizon. Exploitation 
of the prospects required capital, contacts with suppliers of equipment 
and buyers of produce, and skilled labour; these the Eurojwan icptescn- 
tatives were well-qualified to supply or procure. Their mercantile 
experience and connections proved invaluable; the deficiency of technical 
expertise was made up by hiring it from Britain. The field open to each 
(fitrepreneur was wide; mistakes could be made without burning of 
fingers. Entrepreneurs moved from jute into coal, from tea into steamers, 
from these into some kind of engineering, to find a market for one in t e 
other. The Industrial Commission of 1916-18 noted: 

“A characteristic feature of organised industry and commerce m a 
the chief Indian centres is the presence of the large agency rms, 
which, except in the case of Bombay, are mainly European. In a i 
lion to a partidpating in the export and import trade, thej nance 
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and manage industrial ventures all over the country and often have 
several branches in the large towns. The importance of these agency 
houses may be gauged from the fact that they control the majority of 
the cotton, jute and other mills, as well as of the tea gardens and the 
coal mines. This system originated and has still continued owing to 
the ability of these houses to furnish financial help to industries; it 
also owes its existence to some extent to the diflSculty, in the case of 
companies under European control, of finding among the relatively 
small class of leading men of business available in India, directors, 
especially managing directors, who will remain in the country long 
enough to guarantee continuous supervision ... An agency firm as a 
rule comprises several partners, some of whom are in India, while the 
others attend to the firm’s affairs in London or elsewhere. There is 
no doubt but that the system is in many ways well adapted to present 
conditions in India, and has a far greater list of successes to its credit 
than can be shown by ordinary company management under individual 
managing directors.” 

In Calcutta, the system, thus, combined ownership mainly by resi- 
dents in Britain with management by partners and assistants in India. 
Although family influences predominated and the partnership was carried 
on from generation to generation, the more enterprising and ambitious 
of the junior assistants could look forward to becoming partners ulti- 
mately. Managing agents did the preliminary work of starting new 
concerns, promoted joint stock companies, employed their own funds 
or arranged for finance by acting as guarantors, and also managed the 
concerns. Besides these promotional, financing and managerial func- 
tions, they acted as agents for sales and purchases. The more important 
managing agencies also carried on export and import trade, insurance, 
banking and various kinds of agency business. 

On the West Coast, the managing agents were, with some exceptions, 
Indian. The first written managing agency agreement was between 
the Bombay Spinning and Weaving Company and Cowasjee Nanabhoy 
Davar concluded on July 7, 1854; under the agreement he was appointed 
manager and broker for life, on a remuneration of 5 per cent of the sale 
proceeds of yarn. It can be safely presumed that the managing agency 
arrangements in Calcutta were imitated in Bombay by Indian merchants, 
who made fortunes from the opium trade with China and later, during the 
American Civil War, from the export of raw cotton to Lancashire; the 
latter alone was said to have earned Rs. 51 crores worth of gold and 
silver, Cowasjee Davar and Manockjee Petit in Bombay and Ranchhod 
Das Chotalal in Ahmedabad, and those who followed them raised most 
of the capital from their own resources but also secured substantial 
monetary and other assistance from agents of British machinery suppliers 
and friends. Though the mill companies were public, they had very 
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few shareholders. In Ahmedabad, where, unlike Bombay, most of the 
bigger managing agents were by tradition bankers, rather than traders, 
funds were raised in the form of deposits; too; the larger suppliers of 
capital got a share in the managing agency remuneration, contingent 
upon taking up a specified part of the share capital of the managed 
company— a rudimentary form of underwriting. In both these centres, 
capital was also raised from potential selling agents, etc., m consideration 
of future contracts. Commission to a^ots of machinery suppliers was 
often paid for in shares. The managers and technicians were generally 
British tiU the twenties. The privilege of sharing the fruits of managing 
agency was, however, normally restricted to members of the founding 
family with financiers as the only co-sharers, if any. From the thirties and 
forties onwards, some Indian manapng agents in these centres and in 
Delhi, Kanpur, etc., began to give a share in the managing agency com- 
mission also to senior employees. 


Shareholdings: The common practice with managing agents (leaving 
aside the fly-by-night variety found in all countries) was to promote 
and set up a concern and, when it was reasonably well establish^ either 
to make it a public company and throw open its share capital to the 
public or otherwise dispose of their holdings. Care was taken at all 
times to retain permanent management rights; in most cases, adequate 
share capital was also retained in order to frustrate any move to oust 
them. What little evidence there is of shareholdings by managing agents 
in the first half of this century indicates that, whatever the position might 
have been in the I9th century, the well known managing agents held only 
a small part of the share capital of the companies under their manage- 
ment, and the proportion tended to decline even before 1939. But it 
was felt that the holdings of leading managing agents in the cotton and 
jute companies under their raanagemenl were tending to shrink. 

In the twenties, the holdings of managing agents in managed com- 
panies were small and in many cases the holdings belonged to the 
partners/directors of the managing agents. The Bombay Sharehofders 
Association testified on the basis of shareholding data before the Tariff 
Board in 1932 that managing agent had ceased to be the principal share- 
holders in Bombay Cotton mills. A representative of Martin & Co. 
staled that his firm did not hold even 20 per cent of the companies under 
their managing agency because they prided themselves on the fact that 
they were successful agents. Managing agents were, therefore, not, in 
general, inclined to lock up their resources but took the earliest oppor- 
tunity to free their funds for investment in other directions. Th# Tariff 
Board of 1932 observed; 

“Where-the managing agent represents a high standard of ability and 

sense of responsibility, it may make Uttle difference to the company 
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to what extent the managing agent is interested in the share capital 
of the company. The better class of managing agent works partly 
for the remuneration fixed for him under his agreement but partly 
also out of regal d for liis leputation and out of a sense of pride iii the 
tradition of management associated with his concern.” 

Control and Remuneration: Leaving aside their role as financiers (dealt 
with separately), it is clear that, as their direct contribution to share 
capital tended to decline, they sought security in permanent and compre- 
hensive rights of management. These rights were assured through 
agreements in which managing agents acted in a dual capacity as 
managers and as shareholders. Until 1913, the law did not require an 
elected board of directors. When the law made elections mandatory, 
the outside directors depended for their continuance upon the loyalty 
they showed to the managing agents. Thus, although the managed 
companies were joint stock concerns with boards of directors, they were 
more akin to partnerships with outside shareholders as sleeping partners. 
As the holders of considerable shares (either in their own names or 
through partners and associated companies), it was in the managing 
agents’ interest that the companies be managed efficiently and fair 
dividends be paid. But managing agents were paid in a number of other 
ways, too: commissions on profits, purchases, sales and insurance, 
remuneration to relatives and associates, etc. 

Remuneration of Managing Agents: Managing agency by itself secured 
a certain value because of its rights and privileges apart from its ability 
to show profit in the concerns managed; the dividend earnings of agents 
were subordinate to their earnings in other forms. As the managers- 
cum-key owners were not chiefly interested in returns on investment, 
the general inducement to invest and public confidence in investment 
were adversely affected. Managing agency rights became a negotiable 
asset. In every boom period, the rights in many companies were trans- 
ferred at fabulous prices and capitalized at inflated values; during slumps, 
transfers took, place because the managing agents as distinct from the 
managed companies were in trouble and could no more raise finances 
on their guarantees. Even the Tatas handed over the majority control 
in the managing agency of their electric companies in the 1920s to an 
American syndicate without the prior sanction of the shareholders of the 
companies. 

Originally, the common method of remuneration to managing agents 
was a commission on output. When ring spindles replaced mules in 
cotton mills, this sytem led to abuses. J. N. Tata was the first in 1886 
to change over to a commission on profits. Till 1946, however, 
Ahmadabad cotton mills and Calcutta jute mills generally gave a com- 
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supply of a part of Government requirements of defence and industrial 
goods. A few Princely States like Mysore, Travancorc, Hyderabad and 
some small states in Uttar Pradesh, Saurashtra and Madhya Pradesh 
had ventured directly or indirectly into the production of a limited variety 
of consumer and producer goods. This species of public sector was 
not part of any overall programme of industrial development; it was 
largely the result of various ad hoe and vaguely strategic considerations. 
The Industrial Policy Statements of 1948 and 1956 demarcated the roles 
of the public and private sectors and also promised official blessings 
for cO'Operativization and cottage and small industries. Industry, espe- 
cially factory industry, has yet to acquire a dominant position in the 
economy, in terms of both output and employment, but it has climbed 
to a plateau from which further ascent is assured. 

The plan emphasis on heavy industry since 1956 is based on a strategy 
of development which suits the country’s requirements. No feasible 
alternative has been at the expense of agriculture in the sense that finan- 
cial or physical resources which could or should have been devoted to 
agricultural development have been diverted to industry. A substan- 
tially higher rate of growth in industrial production, especially of capital 
and producer goods, as compared with agriculture, is fundamental to the 
process of development for reasons which are primarily empirical, not 
ideological. 

The annual rate of growth of population increased from 1,33 per cent 
in 1941-51 to 2.16 per cent in 1951-61, and has risen further since then. 
The projected rate of increase of national income has, therefore, to be 
stepped up adequately to raise per capita income in the short run as well 
as to provide the sinews of faster growth in future. This could be 
brought about by concentrating on the production of consumer goods, 
which would raise the standard of living immediately, but this strategy 
is self-defeating because it docs not provide the resources and equip- 
ment for sustained growth from mthin. Given the magnitude of India’s 
requirements, foreign exchange is and will remain the most scarce input 
in the near future. Exclusive emphasis on consumer goods and neglect 
of heavy industry would necessitate continued import of oven agri- 
cultural inputs like fertilizers and agricultural machinery and involve 
subsequently a demand for foreign exchange for the import of equip- 
ment to manufacture these items; ex'en for purely industrial inputs the 
dependence upon aid would be prolonged, and most industry would 
continue to remain material-based. The principal deficit items in the 
economy are metals, machinery and chemkals and it is only when these 
are progressively manufactured the dependence upon aid can be reduced 
substantially. 

An industrial licence is necessary under the Industries (Development 
and Regulation) Act 1951 for setting up new or additional industrial 
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capacity in scheduled industries covered by the Act. The exemption 
limit for fixed investment was Rs. 5 laklis till the Third Plan when it 
was raised to Rs.lO lakhs, and further to Rs. 25 lakhs in 1964. The 
ostensible purposes of industrial licensing are: (a) to limit industrial 
capacity within the target set by the plans; and (b) to direct investment 
in industries according to plan priorities. The policy of industrial 
licensing has gone through various phases. From 1951 to 1958, licens- 
ing tended to be restricted within the plan targets, mainly because the 
tempo of industrial development was not very rapid and the demand 
for licences was not overwhelming; imports were allowed reasonably 
freely and new industrial projects had to face competition from imported 
goods, unless they obtained tariff protection. The second phase lasted 
from 1958 to 1961, when the foreign exchange crisis first had its effect. 
Imports, especially of materials and components, were restricted and 
Government decided to liberalize the issue of licences, whenever a case 
for import substitution was made. Licences were issued far in excess 
(in some cases 25 per cent but normally 10 per cent) of capacity targets 
in several industries. For example, in paper, spun pipe, steel tube, and 
many other industries, the licences issued by the end of 1960 were far in 
excess of the capacity targets set for 1965-66, on the ground that many 
licensees often failed to establish capacity. The effect of this policy 
was to make investment plans more aWn to those in a free market 
economy but without being subjected to market discipline. In the 
third phase, beginning with 1962, industrial licensing again became 
strict, mainly owing to the growing stringency of foreign exchange, and 
revocation of licences was initiated.' The number of licences issued was 
1,363 per year during 1959-61, 1,104 in 1962, 976 in 1963 and 782 in 
1964. There were 315 revocations in 1962, 204 in 1963 and 202 in 1964. 

Generous and en bloc licensing during the period 1958-1961 for Second 
and Third Plan capacity targets, together with restrictive import h'cens- 
ing which reduced statutory protection to insignificance (Appendix 
rv for the list of protected industries as of March 1963), imposed great 
strains on foreign exchange resources and the order books of domestic 
machinery manufacturers. No explicit criteria have been laid down to 
guide licensing policies, except for the banned, restricted and priority 
lists published since 1962. Some conclusions can, however, be drawn 
from the decisions made: 

1. In some industries where economies of scale operate, certain 
minimum size is laid down, e.g., paper in the First and Second 
Plan Industrial Programmes, but in most other industries where 
also economies of scale operate, there has been no much insis- 
tence. 

2. Since regional decentralization is favoured, applications for 
location in backward areas receive preferential treatment. 
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3. Licences are issued to new entrepreneurs in preference to existing 
business houses in order to broaden the entrepreneurial base. 

4. To reduce monopoly pon'er, licences arc given to those applfrants, 
including some from large business houses, who do not have any 
establishment in a particular industry, e.g., Birla in cement and 
aluminium. 

5. Government has fostered consortia for the manufacture of com- 
plete industrial plants, e^., ceineat, sugar and paper but the 
licences are issued for specific plant manufacturing only, not for 
general fabrication, so that, even if their capacity is versatile and 
idle, they cannot change over to the manufacture of other plant. 

6. To reduce the strain on foreign exchange, licensees have been 
required in some cases to manufactuie the required components 
or intermediates, e.g., pulp for paper, compressors for refrigera- 
tors and air-conditioners, intermediates for chemicals and phar- 
maceuticals, glass tubes for incandescent lamps, plastic materials 
for polystyrene, apart from the more generalized version of this 
applied to automobiles, machine tools, etc. This has led in many 
cases to uneconomical vertical integration and development of 
captive supplies at the expense of the fijnal consumer, 

7. Export obligations have been imposed on certain licensees as a 
condition for the release of foreign exchange for the import of 
plant and raw materials, and to cover the liabilities arising out of 
foreign collaboration. 

The impact of licensing on the pace and pattern of growth has been, 
as observed earlier, uneven and quite often unrelated to priorities. 
Though investment opportunities have been far larger than the ntemal 
and extenial resources available, no criteria have been laid down for 
undertaldng the manufacture of specified items according to their suit- 
ability for economic manufacture. Consequently, in many Industries, 
the cost of manufacture has been avoidably higher than international 
levels. Quite often, when an item comes to be domestically manu- 
factured, users can continue to live off their old stocks, as happened 
in the case of polystyrene in 1958. PVC in 1962, synthetic rubber and 
ball-bearings in 1964-65. Over-licensing and en bloc Plan licensing, 
instead of phased issues, have tended to slow down the actual utiliza- 
tion of licences due to fears of o>cr-prod«ction. Instead of the normally 
expected plan criteria of maximum value added or maximum net fotsiga 
exchange saved or maximum employment provided, there have been, 
by and large, only ad hoe decisions taken “on the merits of each pro- 
posal," which inevitably lead to delays. 

To return to the course of licensing policy between 1966 and 1968, 
Government exempted a number of indiistnes from the licensing pro- 
visions of the Act. The exempted indnstries were those which did cot 
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involve any substantial import of components or raw materials At 
the same time, industries in respect of which protection to cottage and 
small industries was important, were not delicensed. . 

In 1966, Government made an announcement of policy designed to 
facilitate further utilization of installed capacity. Licenced or registered 
industrial undertakings were told they were free to diversify their produc- 
lon upto per cent of the licenced or registered capacity without 
formally obtaining an industrial licence. But this was subject to certain 
conditions: no additional plant and machinery was installed except 
minor balancing equipment obtained indigenously; no additional foreign 
exchange expenditure was involved; and the items into which produc- 
lon was diversified were not reserved for the small scale sector. In a 
clanfication in December 1967, Government said if the industries which 
a nersified their production, were priority industries, even imports 
n ^ could be allowed for the purpose. In diversifying 

uc ion, owever, there should be no additional demand for indi- 
genous raw materials. 

ri sixties, a number of studies were conducted which re- 

ea e t at t ere had been a growing tendency towards concentration 
0 economic power in the hands of the captains of industry in the pro- 

development. The background to these studies was - 
T Minister, Jawaharlal Nehru in the 

on August 22, I960, moving that the Third Five Year Plan 
Tvi-jf ^ mken into consideration, he said, “It is said that the 

■ nf-r ^ome over the First and Second Plans has gone up by 42 
cgitimatc quer>' is made: where has this gone? To some 
i^ rr ° you can see where it has gone. I sometimes do address 

hSl f ^ that they are better fed and 

^ t ° ^ 1 build brick houses . . Nevertheless, this does not 

<?nmp ^ ^''cry ody in India. Some people have hardly benefited, 
hpw even be facing various difficulties. The fact remains, 

^ ut this advauce in our National Income, in our per capita 
nin’ ^ place, and I think it is desirable that we should en- 

eeply as to where this has gone and appoint some expert 

rnin t ° enquire into how exactly this additional income that has 
come to the country or per capita has spread.” 

Committee headed by P. C. Mahalanobis was 
... ^ ctober 1960. One of its terms of reference was 

hac ^^^it ^ ^ e.xtent to which the operation of the economic system 

as resulted in concentration of wealth and means of production”. 

otfipr^v submitted in February 1964, the Committee, among 

contrihi the planned economy has 

erowHi r ti, ° ^ growth of big companies in Indian industry. The 
growth of the private sector in industry and especially of the big com- 
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panics has been facilitated by the financial assistance rendered by public 
institutions like the Industrial Finance Corporation, the National Indus- 
trial Development Corporation, etc." The Committee referred to 
various other measures including tax incentives and pointed out that 
big enterprises were evidently in a better position to take advantage of 
such facilities. In the use of bank credit, for industrial expansion, the 
main beneficiaries have been the big and medium enterprises. The 
Committee’s conclusion was: “Despite all the countervailing measures 
taken . . concentration of economic power in the private sector is more 
than what could be justified as necessary on functional grounds.” The 
Committee pointedly said that industrial licensing was an important 
instrument for preventing the emergence of industrial monopolies 
“though this objective has to be constantly balanced against the equally 
imperative nc&d of promoting efficiency and productivity,” The 
Committee drew attention to its own limitations and emphasized the 
importance of collecting “more comprehensive and detailed information 
regarding the many aspects and ramifications of economic power and 
controls m the private sector” in order to formulate an appropnatc 
policy. 

Government, therefore, appointed the Monopolies Inquiry Com- 
mission headed by K.C. Das Gupta, a judge of the Supreme Court in 
April 1964. It was asked “to enquire into the existence and effect of 
concentration of economic power in pnvate hands.” 

The Commission, distinguishing between “productwise concentra- 
tion” and "countrywise concentration”, pointed out that "the planned 
economy which the Government decided to accept for the country as 
the quickest way to achieve industrialisation on the right lines has proved 
to be 3 potent factor for further concentration.’’ An important reason 
for concentration, in the opinion of the Commission was that “big busi- 
ness was at an advantage in securing the licences for starting new indus- 
tries or for expanding the existing capacity. We are convinced that the 
system of Controls in the shape of indusir/al licensing, however nece- 
ssary from other points of view, has restricted the freedom of entry into 
industry and so helped to produce concentration.” The Commission 
also spoke of the advantage which busings had over small people in 
obtaining assistance from banks and other financial institutions as an- 
other helpful factor in the growth of concentration. 

At the instance of the Planning Commission, Prof. R. K. Hazari 
reviewed the operation of the industrial licensing system over the First 
and Second Plan periods and made an Interim Report in December 1966. 
One of his conclusions was that the large and medium business groups 
enjoyed a higher ratio of approval in licensing applications as compared 
to others and that their share in the investment applied for and approved 
had tended to rise o\er the decade. Tins was specially true about certain 
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business houses and he named the House of Birlas as the most im- 
portMt of them. During a debate on this Report in the Rajya Sabha 
m May 1967, the Minister for Industrial Development announced that 
a committee would be appointed to go into the basic question of the 
functiomng of hcensing system and any advantage obtained through it 
by some of the larger industrial houses. 

The Committee headed by S. Dutt and appointed in July 1967, was 
given a four-point terms of reference. It was asked to enquire into 
be working of the industrial hcensing system to ascertain whether the 
larger industrial houses had in fact secured undue advantages over 
others, whether they were disproportionately large and whether there 
T The second point was the extent to 

^ conformity with the Government’s 

us ry o cy esoJution 1956, Thirdly, the Committee was asked to 
inquire whether the basic policies of the public financial institutions 
had resulted in any undue preference to the larger industrial houses, 

® ° ustna Licensing Policy Inquiry Committee, as it was called, 

covered the period between 1956 
extent necessary developments subsequent to 1966 
and dunng the First Plan. Meanwhile, the Administrative Reforms 
oi^issjon an the Planning Commission also went into various aspects 
censing policy and recommended certain important 
n ^ these into account as also the recommendations of the 

u on^ttee (which spread over a very wide canvas) Government 

announced a modified Licensing Policy in February 1970. The new 
polKjr aims at accelerating the pace of industrial development but 
avoi mg imncentration of economic power and proriding adequate 
opportunities and scope for medium and small entrepreneurs. It re- 
r en an e eotiye and pragmatic compromise between the necessity 
or ^ea er eralization on the one hand so as to encourage small and 
me Him entrepreneurs and on the other, the need for regulation and 

^ special categories of undertakings such as the larger 

industrial houses, foreign concerns etc. 

The exemption fimit for licensing has been raised from Rs. 25 lakhs 
■ CTore. There is provison for substantial expansion without 
a y a maximum of Rs. 1 crore subject to certain conditions, 

certain classified industries are not efigible for this exemption: (1) certain 
pecia pro nets for which licensing is considered always necessary', 
^ssen'ed for the small sector and items in the ‘core’ sector, 
n\ fi, 1 ^'^^ planned to meet the essential needs of the economy; 

1 "L- ^ industrial houses and compam'es with foreign majority 

expansion need to be channelled in 
e actions, and (3) exemptions have to be related to certain 
ena, pa icu arly foreign exchange. Viewed in this context, the new 



rNDUSTRIES 


523 


licensing policy seeks to provide a framework for accelerated industrial 
growth consistent with social justice and overall socio-economic 
objectives. 

The broad features of this modified licensing policy are: 

1. There is a list of ‘core’ industries consisting of basic, critical 
and strategic industries in the economy. Detailed industry plans would 
be drawn up for them and essential inputs provided on a priority basis. 
A list of broad groups of industries has been drawn up for inclusion in 
the ‘core’ sector for the Fourth Plan. These are; 

(1) Agro industries and inputs: 

(a) Fertilizers — Nitrogenous and Phosphatic 

(b) Tractors and power tillers, pesticides (basic chemicals only) 

(c) Rock Phosphate and pyrites 

(2) Iron and Steel: 

(a) Iron ore 

(b) Pig iron and steel 

(c) Alloy and special steels 

(3) Non-Ferrous Metals 

(4) Petroleum: 

(a) Oil e:tploratioa and production 

(b) Petroleum refining 

(c) Selected petro chemicals: 

(i) Integrated petro-chemical complexes 

(ii) D.M.T. 

Ciii) Caprolactum 

(iv) Acrilonitric 

(v) Synthetic rubber 

(5) Coking coal 

(6) Heavy Industrial machinery: 

(i) Paper machinery 

(ii) Chemical machinery 

(iii) Specialized machine tools 

(iv) Rubber machinery 

(v) Printing machinery 

(7) Ship-building and dredgers 

(8) Newsprint 

(9) Electronics: 

Selected electronic components which are deemed to be in the 
‘core’ sector are: 

(i) Resistance, fixed and variable. 

(ii) Condensers or capadtors, fixed and variable. 

(iii) Semi-conductors, tnduding diodes, thick film, thin 
film and integrated circuits. 

(iv) Connectors, switches and relays. 
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(v) Transmitting and receiving tubes including cathode-ray 
tubes. 

(vi) Sophisticated micro-wave components and antennas. 

(vii) Ferrites and magnets. 

(viii) Thirmisters and varisters. 

2. In addition to the ‘core’ sector, all new investment propositions 
of over Rs. 5 crores will be considered to be in the ‘heavy investment’ 
sector. Except for industries reserved for the public sector, under- 
takings belonging to the larger industrial houses together with foreign 
concerns and subsidiaries or branches of foreign companies would be 
expected to participate in and contribute to the establishment of indus- 
tries in the ‘core’ and ‘heavy investment’ sectors. 

3. In the ‘middle’ sector involving investments ranging from Rs. 1 
crore to Rs. 5 crores, licences will be given liberally to undertakings 
outside the larger industrial houses. Applications with foreign exchange 
implications will, however, be subject to careful scrutiny. Applications 
from the larger business houses or from enterprises controlled by them 
and branches or subsidiaries of foreign companies would be considered 
for expansion where it is found necessary to develop a minimum econo- 
mic level which would ensure greater cost efficiency or if the industries 
are established in industrially under-developed areas. The larger 
industrial houses and foreign companies would also be licensed in the 
middle sector if a substantial export commitment of 60 per cent or more 
of the new or additional production is given. The obligation will have 
to be achieved in 3 years. A similar obligation minimum of 75 per cent 
has been laid down for the small scale sector as well. 

4. New undertakings or substantial expansion of units requiring 
investment of Rs. 1 crore or less will not need a licence under the Indus- 
tries (Development and Regulation) Act. This exemption is, however, 
available only to undertakings or categories of undertakings which have 
existing assets of less than Rs. 5 crores and which (a) do not belong to 
the larger industrial houses, (b) do not need Rs. 10 lakhs or more than 
10 per cent by way of foreign exchange for import of machinery and 
equipment, whichever is less, and do not require foreign exchange except 
for the marginal import of raw materials, components and the like, 

(c) are not foreign companies or branches or subsidiaries of foreign 
companies (such companies being those where more than 50 per cent of 
paid-up capital is in the hands of non-Indians or non-residents), and 

(d) are not included in the category of dominant undertakings. 

5. The existing policy of reservation for the small scale sector will 
be maintained and its area extended. In respect of agro industries, 
preference will be given to co-operatives. 

6. The ‘joint’ sector concept recommended by the Industrial Licens- 
ing Policy Inquiry Committee has been accepted. In future, it is in- 
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tended that there would be greater parttripation in management, parti- 
cularly at policy levels, by public financial institutions in the case of 
major projects involving substantial assistance from them. These 
financial institutions would be able to exercise option for converting 
bonus into equity either wholly or partly within a specified time. 

7. The role of the public sector has been reonented to cover major 
production gaps hkely to develop in the economy, particularly in short 
gestation and quick yielding projects, including consumer industries 
and intermediates. 

8. The new hcensing policy lays great stress on the development 
of export oriented industries. It is recognized as part of Government 
policy that industrial capacity has to be consciously built up in those 
fields m which India has a comparative advantage and where favourable 
trends are emerging in the international markets. 

m. Growth of Industries since Independence 
Large Scale lodostries: Industrial progress in the first two Five-Year 
Plans (1951-61) has been described as the beginning of an industrial 
revolution in India. Growth and diversification of industry were quite 
remarkable and particularly rapid during the SMond Plan period. 
Measured by the index of industrial production (1956—100) output 
grew at an annual average rate of6.3 per cent between 1951 and 1955 and 
8.3 per cent during 1955-60. The average rate for the next four years 
(19^64) was 8 6 per cent. With 1956 as base, production of capital 
goods rose rrom 45 in 1951 to 264 in 1964, that of intermediate goods 
(including fuel and power) from 71 to 212 while consumer goods, which 
have a weightage of as much as 53 per cent, rose from 79 to 136 only. 
In overall terms, organized industrial production bad practically doubled 
during the decade. The index of industrial production had risen from 
100 in 1950-51 to 194 in 1960-61, 

In this ten-jear period, three new steel mills, each with about a 
million tonne capacity were completed in the public sector and two 
existing steel works in the private sector had been doubled so as to bring 
their ingot capacity to two and one million tonnes, respectively. 

The foundations had been laid of heavy electrical and heavy machine 
tool industries, heavy machine building and other heavy engineering 
equipment. Production of machinery for the cement and paper Indus- 
tries had begun for the first time. There were spectacular increases on a 
wide front in the field of chemical industries leading not only to larger 
units and greatly increased production of basic chemicals such as nitro- 
genous fertilizers, caustic soda, soda ash and sulphuric acid, but also 
to the manufactures of several new products as for example; urea, am- 
monium phosphate, penicillin, synthetic fibres, industrial explosives, 
polythalyne, newsprint and dye-stuffs. The production of many other 
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industries increased substantially. Of these may be mentioned bicycles, 
sewing machines, telephones, electrical goods and appliances, textile 
and sugar machinery, petroleum, non-metallic minerals, footwear, etc. 

In spite of these far-reaching gains and impressive growth, the achieve- 
ments have not been adequate enough to make any great impacts on the 
general condition of the masses of the population or radically to alter 
the structure of the economy. Compared with the targets set, there 
have been some large shortfalls. The combined output of steel by the 
three new public sector steel plants was only 0.6 million tonnes in 
1960-61 as against the target of 2 million tonnes. Similarly in the 
private sector Tata Steel Mill the actual output of saleable steel for 
the Second Plan period was only 4.5 million tonnes as against 
5.2 million tonnes forecast by the Tariff Commission. In the field of 
fertilizers there were delays in the completion of the projects followed 
by teething troubles. Delays occured in the Electrical Plant at Bhopal 
mainly due to foreign exchange difficulties. The Heavy Maclunery, the 
Mining Machinery and the Foundry Forge Projects were far behind 
schedule in the initial stages of construction. These and other projects 
showed that the gestation period, especially in heavy engineering 
industries, was generally longer than expected. 

The main industrial targets which have not been achieved were those 
set for iron and steel, fertilizers, certain items of industrial maclunery 
such as paper and cement plant machinery, heavy castings and forgings, 
aluminium, newsprint, raw fibres, chemical pulp, soda ash, caustic soda, 
dye-stuffs and cement. The shortfalls were in those very industries 
which were of crucial importance and whose economies of benefits were 
taken into account at the beginning of the Third Five Year Plan 
(Table XTV). 

TABLE XIV 


Production Targets for 1960-61 and Performance 



Unit 

Production 

Targets 

Production 

Actually 

I. Finished steel 

million tonnes 

4.3 


2. Nitrogeneous fertiliiers 

000 tonnes 

295.0 


3. Phosphatic fertilizers 

000 tonnes 

122.0 


4. Textile machinery 

Rs. crores 

17.0 


5. Cement machinery 

Rs, crores 

2.0 


6. Paper machinery 

Rs. crores 

4.0 


7. Aluminium 

000 tonnes 

25.0 

1».D 

8. Newsprint 

000 tonnes 

61.0 

25.0 

9. Chemical pulp 

000 tonnes 

30.0 


10. Soda ash 

000 tonnes 

234.0 


11. Caustic soda 

000 tonnes 

137.0 


12. Dye-stufiEs 

million 

22.0 


13. Cement 

million tonnes 

13.0* 



*R*Tited to 10 — 11 million tonnes in May 1958. 
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Most of the other targets of capacity and production were approxi- 
mately fulfilled and in some cases exceeded as. for example, power driven 
pumps, diesel engines, electric motors, ACSR cables, electric fans, radio 
receiving sets and sugar. 

The Planning Commission reported that, broadly speaking, industrial 
advance had been in keeping with the avowed object of enabling 
the economy to reach, as soon as possible, the stage of self sustaining 
growth, for, despite the shortfalls, notable progress had been achieved 
in the capital goods industries. 

Set-back in Growth: A period of eight years comprising the Third 
Plan and three Annual Plans impressed a markedly uneven industrial 
growth. In the first four years, conditions were relatively favourable 
but the following three years were a period of considerable stress and 
strain in the economy. The growth rate declined first slowly and then 
steeply till it reached a stage of virtual stagnation. The index of indus- 
trial production (1960 as base) stood at S.2 pet cent in 1961-62, 9.6 per 
cent in 1962-63, 9.2 per cent in 1963-64 and 8.8 per cent in 1964-65. De- 
terioration set in thereafter and the index fell to 5.3 per cent in 1965-66, 
0.2 per cent in 1966-67, and 0.5 per cent in 1967*68. The set-back, 
among other causes, was due to low rates of growth in textiles and food 
industries on the one hand and metals and machinery industries os the 
other. In many of these industries, there was a fall in absolute output. 
In 1968*69, however, there was a sharp recovery and industrial produc* 
tlon recorded a rise of 6.2 per cent. 

Of the several causes that led to the decline from 1964*65, the most 
important were the dislocation caused by the India-Pakistan conflict 
in 1965 and two successive draughts. Many industries were severely 
affected by the shortage of raw materials and components because of 
the stoppage of external aid in 1965. Although aid was resiuned later 
on and the import policy for raw materials liberalized after devaluation, 
new factors added to the difficulties. The two bad agricultural years 
led to considerable decL'oe In savings, investments and purchasing 
power. Agricultural raw materials for industrial production were in 
short supply. 

On the other hand, completion of projects added to capacity. But 
subdued demand accumulated the unutilized capacity in many indus- 
tries, especially in the capital goods industries. Although imported 
raw material position was easy, depressed demand prevented full exploita- 
tion of industrial potential. The inflationary environment and the 
increase in the cost of projects as a result of devaluation led to serious 
problems. To some extent, the position was rebeved by a determined 
effort to find markets abroad. 

Agricultural production improved in 1967-68 and consequently indus- 
trial production and investment showed an upward trend. The improve- 
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ment in agriculture was maintained in 1968-69 and capacity utilization 
in many industries also improved. Production in some industries like 
machine tools and cables remained at comparatively low levels but the 
better utilization of capacity in them is dependent on the increase in the 
tempo of investment. 

Despite these set-backs, there has been much contribution to a diversi- 
fied industrial structure. Substantial capacity has been created in many 
new lines. Several large projects initiated earh'er, have gone into pro- 
duction and this has helped in the expansion of capacity, through indi- 
genous effort in vital sectors like iron and steel, mining and power 
generation. Virtual self-sufficiency has been achieved in the supply of 
equipment and rolling stock for rail and road transport and communica- 
tion. There has been appreciable increase in the production capacity 
of steel and non-ferrous metals. Capacity is being expanded in petro- 
leum, fertilizer and petro-chemical industries. In many industries, it 
would be possible by a fuller utilization of existing capacity to achieve 
higher levels of production in the Fourth Plan. Design and engineering 
capabilities have been expanded. Process technology has been either 
acquired or developed to enable the planning, designing and construc- 
tion of industrial projects with maximum indigenous efforts in fields 
like fertilizers, rayon and dissolving pulp. 

The industrial policy over the years has undoubtedly fostered growth 
and has created a strong and sophisticated industrial base. At the same 
time certain inherent shortcomings and difficulties have surfaced. Ex- 
perience has shown that it was not possible to ensure adequate phasing 
of targets of production laid down in the Plans and to review them 
periodically for adjustments as changing situations required. Conse- 
quently in certain industries capacity in excess of requirements was 
created while in some others capacity fell short of needs. The bunching 
of licensing and inadequate implementation led to imbalances in some 
sectors of industrj'. In some cases, though licences were issued to the 
full extent of requirements and sometimes even more, actual manu- 
facturing capacity that was created fell far short. Detailed controls put 
considerable strain on administrative machinery' and also delayed im- 
plementation and did not always secure the desired objectives. 
The private sector displayed inadequate cost consciousness and had no 
appreciation of the imperative of reducing costs because of the existence 
of a sellers’ market in India. 

Recent Industrial Prodnction Trends: In 1970-71, the economy generally 
maintained its overall momentum of growth. In certain areas, the 
economy showed an encouraging improvement over the previous years’ 
performance. In other areas, however, there w'ere signs of certain 
disturbing trends emerging. 

The national income in real terms grew at an estimated rate of 5 to 
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5.5 per cent for the second successive year strictly in line with the Fourth 
Plan target. To a large extent, this rise was due to a 6 per cent growth 
rate achieved in agriculture, and in turn, to an 8 per cent growth rate in 
foodgrains production (109.5 million tonnes) Wholesale prices conti- 
nued to be under pressure throughout the year and reached an increase 
of 3.1 per cent during I97ft-71, shghtly lower than 4 per cent recorded 
during the previous year. This stabilizing trend was reflected m a wel- 
come decline of 2.4 per cent in the prices of foodgrains and of 5.1 per 
cent in the prices of industrial raw materials. 

Exports during the year registered an 8.3 per cent increase as against 

4.1 per cent in 1969-70. Imports, however, increased by 2.9 per cent 
during the year as against a steep decline of 17.1 per cent in the previous 
year. 

The general index of industnal production at 180.8 for the year 1970 
reveals a rise of 4.8 per cent over the previous year as compared with 

7.1 per Cent rise in the 1969 over that of 1968. It would appear that 
industrial revival that succeeded the recession years of 1966-68 has since 
been followed by a deaccelerating industnal trend in 1970. 

The index of industrial production in 1970 by groups and sub-groups 
shows that apart from "electricity generated" which showed a rise of 
11 per cent and "mining and quarrying” which managed to main- 
tain its production levels, the major group ‘‘manufacturing” showed a 
growth rate of 4.4 per cent. 

The major growth leaders in the group “manufacturing” recorded 
an increase of between 1 2 and 19 per cent. These are manufacturers of 
aluminium, copper, food, miscellaneous and electrical machinery. 

Industrial groups that have maintained a reasonably healthy growth 
rate, between 4 and 10 per cent include jute textiles, chemical manu- 
facture, non-mctallic minerals, paper products, beverages and tobacco, 
petroleum refinery products, non-electric machinery, written textiles 
and metal products. 

Areas where production levels have either declined or have just been 
maintained include iron and steel, cotton textiles, footwear, wood and 
cork products, leather and fur products, rubber products and transport 
equipment.* 


•A'a/f.- 
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rate of industnaJ production. Licensing of capacity, both for settine 
pfocedur^^r^^r"^ for expansion of existing units, has been accelerated 
itnnVr Streamlined to permit consideration of future 

USelrrlrri Ucences and letters of 

crnrf industrial licensing for units upto Rs. 1 

° ^ovestment (as also expansion schemes involving upto Rs. 1 

cons^rablfc^^f capital of less than Rs. 5 crores) subject to certain 
adSnai “Change is expected to lead to the creation of 

tion capacity and thus lead to rapid gro\vth of industrial produc- 

iin of import of capital goods has also been speeded 

up as the figures below will show: 


TABLE XV 
Value of Import Licence 

(Rs. crorcs) 


1964—65 

303.39 

1965—66 

170.22 

1966—67 

412.46 

1967—68 

164.67 

1968—69 

83.83 

1969—70 

73.20 

1970-71 

127.09 


^^®°sing of import of industrial raw materials has been 
total volume of import licensing has 
7070 77 ^ 1969-70 as compared to 1968-69. During 

iy/u-/l, import ficencing increased by a further 35.5 per cent. The 

Smrtagr specially liberalized to meet the 

In the small scale sector, the poh’cy of h'censing of imported raw 
materials has been particularly liberalized. Entitlement of non-ferrous 
metals for example was increased by 50 per cent across the board in 

thu f u 7 c scale units have been allowed an increased en- 
titlement by 25 per cent of import of aU categories of mild steel. The 
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growth of the total volume of import licensing for the small scale sector 
is given in the table below: 


table XVI 

Import LiccDcts tor Smitt Scate Sector. 196441 


(Rs. in crores) 

1964-^5 

17.64 

1965—66 

4.40 

1966—67 

74.09 

1967—68 

49.77 

1968—69 

36.72 

1969—70 

65 57 

1970-71 

83.26 


These figures are exclusive of release to the small scale sector through 
canalizing agencies like the State Trading Corporation, the Minerals 
and Metals Trading Corporation and Hindustan Steel. 


Small Scale Industries: There was some development of modern small 
scale industries, especially in engineering, during the Second World War 
but, after the cessation of hostilities, the vmts could not adapt thezS' 
selves to the changed needs. Some degree of revival took place during 
the First Plan period: manufacture of sewing machines, bicycles and 
storage batteries was taken up and capacity was expanded in certain 
other items like agricultural machinery, leather tanning, radio receivers, 
bifurcated rivets, furniture, sutail tools, sports goods, etc., in which the 
expansion oflarge industry was restricted partly as a measure of policy. 
Development was more rapid during the Second Plan, when many units 
came to produce articles requiring a high degree of technical skill like 
plastics and some chenucals. Production of radio amplifiers, transistor 
radios, radio components, tape recorders, simple optical leases, etc^ was 
taken up. As small scale industry took increasingly to import substitu* 
lion, there was even a demand for foreign coUaboration in such items 
as minor electrical apparatus, electronic instruments, water meters, 
engine valves, textile accessories, clock-work, toys, tungsten carbide 
dies and non-en^neering items like glass fibre, adhesives, glass tubes, 
laminating processes, etc. Government approved phased common 
production programmes in some industries like refrigerators, water 
coolers, air conditioners, photo flash bulbs, clocks and watches, and 
scientific instruments. 

The maximum growth of small scale industries has taken place largely 
over the last decade. They comprise enterprises with an investment 
of Rs. 7.5 lakhs in machinery and equipment. They use modern equip- 
ment and techniques of production and management. Not only have 
small scale industries grown In numbers, the products of many of them 
conform to standards and specifications prescribed by the Defence 
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Services, railways and several large scale industries. A number of 
small scale units supply parts and components to large industries engaged 
in the manufacture of machine tools, bicycles, automobiles, coach build- 
ing and other railway equipments, and electronic and electrical appliances 
and machinery. Products of some of these industries are exported. 
Several new items, parts and components requiring high technology and 
precision are made in this sector thus minimizing their imports. 

Small scale industries have been assigned a vital role in our develop- 
ment strategy for three main reasons which have assumed social and 
economic importance in recent years. Firstly, this sector can provide 
emp oyment opportunities for surplus labour force at a relatively smaller 
capital cost. Secondly, small scale industries are useful and effective 
or mobilizing untapped scarce resources of capital and entrepreneurial 
^ these industries are expected to ensure the diffusion of 

pro uctive industrial activity in order to (a) accord concentration of 
in ustry leading to flow of population to metropolitan cities causing 
socio-economic and political maladies of concentration, (b) create em- 
ployment opportunities in areas where large additions to labour force 
accrue year after year and foster balanced development of all parts of the 
country and (c) promote progressive rural economy through the establish- 
ment of economic and functional links between the rural or semi-urban 
areas and the cities. 


In 1960-61, there were 36,109 small scale industrial establishments in 
e country (Table XVII). As the decade proeressed they increased 
more than five times and in 1969-70 they stood arnearly two lakh units: 
mac mes valued at over Rs. 40 crores were supplied on hire-purchase 
terms m 1969-70 (Table XVIII). As at the end of March 1970, 
en thousand parties were given hire-purchase facilities — indigenous 
machinery worth Rs. 16.6 crores and imported Rs. 23.6 crores. 

ore t an 19,000 small scale units have been listed for exclusive pur- 
chase fay Government of 166 items made by the small scale sector. 

1959 the number of such reserved items was barely 
( a le XIX), The value of contracts given to the small scale sector 
by the Directorate General of Supply and Disposal at the end of 
arc 1970 was made Rs. 182 crores spread over fifteen years. In 
addition the railways purchases made for Rs. 16 crores. 

As at the end of March 1970, the Small Scale Sector (both factory and 
non-factory) gave employment to 63 lakh people for a gross output 
valued at Rs. 3,670 crores and an investment of Rs. 450 crores. 

By the end of March 1970, there were 389 industrial estates all over 
the counto'. In 1960-61 there were only 66. Of the 389 industrial 
states 303 \yere functioning and they contained 5,413 work-sheds. 
Their output in the year 1969-70 was worth Rs. 100 crores and employed 
over 96 thousand people. 
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investment comes largely from international combines which do not 
rely on the managing agency system. 

The Monopolies Inquiry Commission, in its report (1965) while 
agreeing that the managing agency system played an important part in 
quickening industrial development, it produced a high degree of con- 
centration of power in the hands of a few family groups. The Com- 
mission explained why it was not making any recommendation regarding 
abolition or control of the system. The most important of its reasons, 
was, the Commission’s doubt whether even the total abolition of the 
managing agency system at that stage would have any marked effect in 
curbing the growth of concentration of economic power. The Com- 
mission was inclined to believe that even if the system went, its place 
would quickly be taken by some other s^tem of group management 
or some other method which it would not be practicable to prevent. 
Secondly, the question of what action should be taken in addition to 
what had been provided in the Companies Act had to be decided not 
only on a consideration of its effect on concentration of economic 
power but as a full and careful assessment of the effects of any propos- 
ed action as the process of the country’s industrial development. 
Another reason which was in the Commission's mind was that a 
Government-appointed committee was already examining the future 
of managing agencies in certain selected industries. 

This Committee of senior olBcials (reference to which has been made 
earlier in this chapter) made its report in March 1966. After considering 
the position of the five industries it had selected for the purpose of its 
inquiry, recommended discontinuance of the managing agency system in 
three of them namely, cotton-textiles, cement and sugar industries. 

It felt that other things being equal, the system should be discouraged 
on wider social and economic grounds. However, the Committee felt, 
a reasonable time should be allowed to (he Companies for a changeover 
to other systems. The Government however, decided to abolish the 
system in all the five industries: cotton-textiles, cement, jute textiles, 
sugar and paper and pulp at the end of a three year period. 

The decision was announced in Parliament on September 5, 1966 by 
the Minister of Law. He also announced that the question of (he 
continuance of the mana^ng agency system in other established industries 
would be reviewed within the next three years in order to bring about 
their progressive reduction. 

According to official figures as on April 1, 1966, there were 869 com- 
panies with managing agents. Of these, 302 companies were accounted 
for by cotton-textiles, cement, sugar, jute textiles and paper and pulp 
industries in which the system was to be abolished. This left a balance 
of 567 managed companies in industries and business whose cases were 
to be reviewed. 

Decision on Total Abolition; In December 1967, Parliament was in- 
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formed of Government’s decision to abolish the Managing Agency 
Sj'stem altogether. Six months later, on May 10, 1968, the Minister for 
Industrial Development and Company Affairs, introduced in the Lok 
Sabha a Bill to amend the Companies Act. 

The number of managed companies had been progressively going 
down over the years. In 1954-55, there were 5,055 such companies and 
by March 1964, the number had gone down to 1,272 and further to 
674 by the end of March 1968. Of the 674 companies, 474 ceased to be 
managed companies by efflux of time that is by April 3, 1970. 
This left a balance of 200 managed companies. 

The Amending Bill was passed by Parhament in May 1969 on Presi- 
dential assent, became an Act on May 28, 1969. Accordingly, 
the systems of management of companies by Managing Agents and 
Secretaries and Treasurers stood aboh'shed with effect from April 2, 1970. 
Such compam'es had now to switch over to alternate forms of manage- 
ment; namely, (i) Board of Directors, or (ii) Managing Directors/ 
Whole-time Directors/Managers. Appointments of Managing 
Directors/Whole-time Directors/Managers are made by the Board of 
Directors and their remunerations approved at the general meeting of 
the Company. Such appointments and remunerations to be paid require 
the approval of the Government of India. Between April 1, 1969 and 
March 31, 1970, the Company Law Board received 613 applications 
relating to Managing Directors, Whole-time Directors and Managers. 

As at the end of March 1970, there were 179 managed companies 
and 139 managing agents (Table XXXV & XXXVI). 

As on the same date, there were 23 Secretaries and Treasurers manag- 
ing 52 public limited companies (Table XXXVII). 

TABLE XXXV 


Xomber of Companies Managed by Managing Agents as on 313.1970 


fRs. in crates') 

No. of companies 
managed by each 
managing agent 
mentioned in Col. 2 

Number of 
managing 
agents 

Number of 
managed companies 
Col. 1 X Col. 2 

Paid-up capital 
of managed 
companies 

1 

2 

3 

4 

1 

114 

114 

112.2 

2 

15 

30 

95.4 

3 

6 

18 

32.0 

4 

3 

12 

43.3 

5 

1 

5 

0.6 


Total 


139 


179 


283.5 
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TABLE XXXVI 

Number of Mauaged Companies— Industrj’-Hise as on 3IJ.1970 


Colton Jute 

Paper 


Tex- Tex- Sugar Cement 

and 


tiles tiles 

Pulp 

tries 


A. Managed by 59 finns of Managing Agents: 



Public 7 — 11 

4 

38 


Private 4 — — — 

1 

7 

12 

Total- 11 — 1 1 

5 

45 

63 

B Managed by 15 Maoagtag Agents orgattixed as 

poblfC limited companies: 

Public — 1 — 1 

1 



Private — — — — 

— 

! 

I 

Total: — 1 — 1 

1 

25 

28 

C. Managed by 65 Managing Agents coikstituted as 

private limited companies: 

Public 4 15 — 

3 

74 

87 



1 


Total 4 1 5 — 

3 

75 

88 

Total A. B A C 




Public (Total) 11 2 6 2 

8 

136 

16S 

Private (Total) 4 — — — 

1 

9 

14 

Grand Tout 15 2 6 2 

9 

145 

179 

TABLE XXXVn 




Seaetarles and Treasurers at Work as 

on 31J.1970 





Paid-up 


Mumber 


capital 



(Ri. in Ukhs) 

A. Secrelarles/Treasorers working in India 

23 


2,106 

(i) Public Limited Companies 

12 


1,668 

(ii) Private Limited Companies 




(ill) Unincorporated Firms 




B. Companies managed by Secretaties/TreasareTS 

52 


1,944 

(i) Public Limited Companies 

52 


i,944 

(ii) Private Limited Companies 



— 

C. Secretaries/Treasurers acting as Managiitg 




Agents of other companies 




(i) Public Limited Companies 

5 


918 

(ii) Private limited Companies 

6 



(ill) Unincorporated Firms 





VI. Ownership and Control of Companies 

The earliest data on the pattern and concentration of ownership 
and control of companies relate to 1927 or thereabouts. They give some 
idea of the concentration of ownership in cotton, jute and coal compa* 
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nies. Ownership was highly concentrated in cotton and coal, slightly 
less in jute. More recent data for the fifties indicate that about one-half 
of the share capital of companies is owmed by individuals and the major 
part of the remaimng one-half by companies, with the Life Insurance 
Corporation playing an important role as supplier of preference capital. 
A study of the situation in 1951 and 1958 establishes that institutional, 
i.e., other than individual, ownership of share capital is becoming 
increasingly significant, mainly, because most of the subscription from 
the controlling interests comes from companies and trusts, not indivi- 
duals. This conclusion is confirmed by the Reserve Bank which found 
that new companies raised the major part of their capital from other 
companies, 75 per cent against 36 per cent only in the case of the older 
companies in the sample. The Gini Co-efficient of concentration in 
the Reserve Bank sample was 0.82 for all sample companies together, 
gher at 0.89 per cent in new companies. The boom on the stock 
exchange which lasted from 1959 to 1961 was reported to have attracted 
a large number of small investors into the capital market for the first 
time. In view, however, of the large proportions of share capital of 
new companies taken up by foreign collaborators, underwriters and 
nancial institutions, etc., a decline in the concentration of ownership 
since 1959 is unlikely. 

The proportion of total share capital of private companies owned by 
Indian and foreign companies increased from about 54 per cent in 1951 
to 60 per cent in 1958. The proportion owned by individuals fell from 
35 to 25 per cent and that owned by trusts from more than seven to less 
h r In public companies, individuals owned more than 

half of the total share capital in both years but the proportions clearly 
tended to decline. 

Indian companies owned more share capital than Indian individuals 
in ot years (understudy) in 10 out of 28 industrial heads: coal (other 
n imriing), cotton, woollen, plantations, printing and publishing, 
Construction, investment and finance, managing agency and trade, 
so, n fan companies came to hold a larger proportion of share capital 
individual heads: rayon, jute, engineering, food and vege- 
table oil, real estate, etc. The industries in which the major part of share 
capital was held by Indian individuals were: power, basic iron and steel, 
non-ferrous engineering, sugar, glass, plastic and pottery, cement, 
transport, banking and insurance. In chemicals and paper too, indi- 
viduals held slightly more share capital than companies. 

Government s investment in both years was concentrated mainly in 
en^i^ering, chemicals and cement. Life Insurance Corporation’s 
(L.I.C.) investments were distributed fairly widely but tended to con- 
centrate in basic iron and steel, cement, engineering, power, chemicals, 
paper, transport inanaging agency and other industry. Trusts were 
cant holders in cotton, iron and steel engineering, paper, hotels. 
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investment and finance, managing agency and other industry. During 
the period foreign investments increased only in iron and steel, engineer- 
ing, chemicals, cement, other industry and trade. 

Investment companies were the largest single occupational group of 
corporate shareholders in almost every industry, with the exception of 
coal, power, iron and steel and transport, to which chemicals and cement 
were added in 1 958, much of the investment by industrial companies in 
other companies was within the same industry or represented a vertical 
spread, like steel investing in coal. There were however quite a few 
instances of significant investments in unrelated industries as for example: 
(1) coal received significant amounts from cotton in 1951, sugar, paper 
and 'other industry’ in 1958; (2)paper was areceiver from cotton in 1951, 
coal, jute, engineering, sugar, real estate, cement and ‘other industry’ in 
1958; (3) engineering was a receiver from cotton, sugar, jute, chemicals 
ind paper in 1951, cotton, sugar, food and vegetable oils, chemicals, 
paper, cement and ‘other industry’ in 1958. Most of the investing ‘other 
industry’ companies were those that had diversified from cotton or jute 
or sugar. In addition, banking, insurance, investment and managing 
agency companies also had substantial holdings by industrial companies. 

Occupational Diversification: Each one of the twenty companies is 
occupationally diversified. The larger the complex, the more diversified 
it generally tends to be. Consequently, concentration in India is far 
from synonymous with monopoly in a particular industry. To give 
some examples; 

Tata is interested mainly in steel engineering and power, and has 
a variety of other interests including cement, cotton, chemicals, soap and 
vegetable oil, etc., bonds insurance, investments and trade. Birla has 
a stake in almost every industry except steel, power and transport. The 
interests of Marlin Burn are rather limited by contrast. They carry 
only steel, engineering, power and transport. The interests of Dalmia- 
Sahu-Jain are in jute, cement, paper, chemicals, newspapers, banking, 
insurance, investments and trade. 

Proliferation of Companies: Tata, Martin Burn and Shri Ram alone 
among the larger groups prefer to concentrate most of their assets in a 
few large companies. In Birla, Dalmia-Sahu-Jatn, Bird-Heilgar, Bangur 
and J.K. on the other hand, there is a tendency to disburse industrial, 
trading and financial activity over a large number of companies. This 
tendency is attributable only in fact to the nature and variety of their 
occupational interests, for all of them (except Bird-Heilgar) have diversi- 
fied many of their leading companies. Among the relatively smaller 
groups, some degree of justification of the number of companies is 
necessitated by the variety of occupations and joint ventures with other 
interests. Even among them, Ramakrishna has diversified two com- 
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panics. These differences, notwithstanding, almost every group (with 
fair exceptions) appears to maintain a number of Government companies 
i.e. companies, the accounts of which, show hardly any activity. This 
phenomenon is especially prominent in Bata, Dalmia-Sahu-Jain, Bird- 
Heilgar and Khatau. Besides, Birla and Dalmia-Sahu-Jain, parti- 
cularly the latter, had a high level of corporate mortality, too. during 
the period under reference. 

Joint Ventures: Joint ventures, that is companies having more than one 
controlling interest, are a frequent and important phenomenon in the 
corporate section. These include foreign partners also. The overall 
significance of joint ventures is indicated by the fact that in 1958, out 
of 1,078 companies having a share capital of Rs. 361 crores, and gross 
capital stock of Rs. 1,121 crores, 274 companies with a share capital 
of Rs. 119 crores and gross capital stock of Rs. 127 crores, had foreign 
partners in either companies registered abroad or companies under 
foreign control registered in India. Of the 274 joint venture companies, 
82 with a share capital of Rs. 41 crores and a gross capital stock 
of Rs. 106 crores were under the sole control of the decision making 
authority of the twenty complexes: That is to say, the groups concerned 
had the majority interest in them. Foreign minority partners played a 
significant role in these ventures, accounting for 25 companies which 
had a share capital of Rs. 20 crores and gross capital stock of Rs. 62 
crores. The role is all the more significant because foreign participation 
in share capital became a necessity only after 1958 due to the foreign 
exchange crisis. Such joint ventures with foreign partners were promi- 
nent in Tatas, Kasturbhai and Thapar. On the whole, however, only a few 
groups had majority ventures, besides, Tata, Kasturbhai and Thapar, 
Indra Singh, Kirloskar, Seshasayee and Shapoorji. In Khatau, Martin 
Burn and Ramakrishna on the other hand, there were no majority joint 
ventures at all. Most of the joint ventures took the favour of minority 
participation by the groups concerned. In several cases, such participa- 
tion is indirect or of the second order i.e. a minority venture in turn 
holds a controlling interest in another venture. For example, Tata has 
a minority interest in ACC which has a minority interest in Asbestos 
Cement. 

Financial Structure: The twenty companies included 592 public com- 
panies in 1951 and 622 in 1958. These companies financed the greater 
part of their substantial expansion from external sources. About 32 
per cent of the gross total funds came from loans and 24 per cent from 
short terms liabilities making a total of 56 per cent from borrowings. 
Share capital (including capitalized reserves) provided nearl}' 16 per cent. 
About 9 per cent came from free resources and 19 per cent from depre- 
ciation. On the used side, gross fixed assets absorbed more than 64 per 
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cent of the gross total funds raised, and nearly 21 per cent went into 
inventory, making a total of 85 pec cent for the formation of gross physi* 
cal assets. Only 3 per cent was absorbed in investments of which more 
than ll per cent went into receivables and cash. The period thus 
witnessed a substantial increase in the ratio of debtors equity, and of 
fixed to working capital. These changes brought about a degree of 
deviation from orthodox financial standards. In 1951, the share capital 
of public compaaies itas more tbaa adequate Co caavect Sxed assets, 
while reserves almost covered inventory requirements. In 1958, net 
worth was barely adequate even for net fixed assets. 

Taking private and public companies together, the ratio of prefere- 
nce to total share capital decimed from 20 to 18 per cent during the 
period. The data on shareholding cover 988 companies in 1951 and 
1,079 in 1958. The various types of owners are: 

1. Individuals in India 

2. Indian Companies 

3. Life Insurance Corporation of India 

4. Government 

5. Trusts 

6. Foreign Individuals 

7. Foreign Companies 

Out of 988 (1951) and 1,079 (1958) companies, only 258 and 214 
respectively were owned wholly by individuals and trusts. In both years, 
individuals in India owned about one half of the total share capital, 
Indian companies, 37 per cent, foreign investors about 4 per cent and 
trusts 3 per cent. There was thus do striking change in the broad pattern 
of ownership between these years. More specifically, the proportion of 
total share capital owned by individuals, both ladiaa and foce/ga aird by 
Government, declined slightly during the period. The proportion owned 
by Indian companies remained practically constant at 37 per cent. The 
Life Insurance Corporation set up in 1956, came to acquire about 5 per 
cent of total share capital by 1958. If the holdings of Indian and foreign 
companies and the Life Insurance Corporation are lumped together, 
the proportion held by them rose by 6 per cent to 45 per cent. The 
ownership of share capital is thus evolving gradually in favour of corporate 
and away from individual oivners. 

Government’s total imestment in the sample compam'es amounted to 
Rs. 13.28 crores in 1951 and Rs. 15.58 crores in 1958. The Life Insurance 
Corporation Iiad a total investment of Rs. 17.57 crores in 1958. 
Tlte investments of Government and the Life Insurance Corporation arc 
in the larger complexes. This pattern of distribution is largely the 
result of historical circumstances (integration of timely state) and market 
Conditions at various times. 

While some jublic industrial companies are quite widely owned, 
the general picture is one in which the controlling interests still hold a 



572 


THE GAZETTEER OF INDIA 


fairly large proportion, in many cases the bulk, of share capital. Between 
1951 and 1958, the proportion of share capital held by controlling interests 
in the public companies belonging to 20 business groups declined from 
48 to 43 per cent under equity and 23 to 17 per cent under preference, 
which normally does not carry voting power. These over all propor- 
tions covered up fairly wide inter-group differences for, in some groups, 
the controlling interests tended to hold the predominant majority of share 
capital or, at least, equity capital. Inter-corporate investment is the 
main instrument, and an increasingly important one, for the control of 
companies. In both 1951 and 1958, more than two-thirds of the con- 
trolling block was held by companies, and their holdings acquired greater 
importance during the period. 


TABLE XXXVIII 


On-ncrship of Cotton Mill Companies, 1927 

SI. No. 
of Copy 

Percentage 
of Shares 

Held by Number SI. No. of 
of Share- Copy 

holders 

Percentage of 
Shares 

Held by Num- 
ber of 
Shareholders 

1 

30 

21 

34 

81 

15 

2 

9 

21 

35 

19 

13 

3 

37 

15 

36 



— 

4 

99 

15 

37 


— 

3 

— 

— 

38 

80 

19 

6 

29 

19 

39 

75 

17 

7 

14 

15 

40 

56 

20 

8 

72 

20 

41 



— 

9 

— 

— 

42 

38 

10 

10 

33 

23 

43 



— 

11 

63 

21 

44 

39 

20 

12 

28 

20 

45 

64 

21 

13 

70 

19 

46 

29 

16 

14 

29 

22 

47 

_ 

— 

15 

96 

20 

48 

45 

23 

16 

95 

11 

49 

59 

22 

17 

58 

20 

50 



— 

18 

31 

15 

51 



— 

19 

28 

20 

52 

51 

23 

20 

61 

23 

53 

31 

8 

21 

55 

21 

54 

21 

17 

22 

— 

— 

55 

60 

11 

23 

40 

21 

56 

89 

21 

24 

— 

— 

57 

53 

22 

25 

90 

10 

58 

59 

21 

26 

70 

9 

59 

17 

20 

27 

28 

20 

60 

— 

— 

28 

31 

19 

61 

74 

14 

29 

11 

8 

62 

29 

20 

30 

27 

22 

63 

59 

10 ' 

31 

50 

20 




32 

50 

20 




33 

54 

20 
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TABLE XXXIX 
Ovtnership Of Jitl« Companies 
(Late 1920’s) 


Managing /tgenis 

Numbtt of 
/lulls 
mamged 

Percentage of shares held by 
top 15 shareholders in each 
company 

Andrew Yule 

S 

29, 24. 14, 30, 43, 21, 26, 7 

Begg. Dunlop 

4 

35. 30. 10, 13 

Bird 

T 

23. 16. 13. 15, 17,15, 16 

Kettlewell Bullen 

2 

15. 38 

Jardine & Skinner 

4 

6, 21, 13. 47 

Mackinnon MacVtnaie 

a 

15,38 

McLeod 

4 

9, 18, 1,72 

Barry 

2 

18, 47 


TABLE XL 



Ownership of Coal Companies 


(Ute I9M**) 



Ifumber of Fereentage of shares held by 

Manaing Agentt 

managed 

top 15 shareholders In taek 


companies 

company 


15 

43,30. 31,27.25.22. 55. 26. 



46. 38. 22, 34, 40, 30, 51 

Heilger 

7 

44. 31,68, 57.44,25, 28 

Maiiin 

7 

19.22.31,79, 18. 73.74 

Shaw Wallace 

6 

37, 47, 34, 24. 56. 42 

H, V. Low 

5 

68. 17. 33. 28, 26 

McNeill 

7 

27, 99. 30. 56.81.38, 65... 


TABLE XLI 

Percentage of Share Capital of 63 Companies held b7 DiITerent Gasses 
of SbareboMefs in 195? 


Classes of Shareholders 

Enuity 

Giipual 

Pre/erence 

Capital 

ToMl 

Capital 

Banks* 

075 

1.75 

090 

Insurance Companies (including LJ.C.) 

4.38 


6.15 

Investment and Einance Companies 

586 



Non.financial (Trading and Industrial) 
Companies 

1808 

2.94 

15.32 

Government 

705 



Foreigners 

11.96 


10.19 

Individuals 

51.94 



Total; 

100 OO 

10000 

10000 
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TABLE XLII 

Pattern of Ownership of 70 Companies by Type of Owner, 1959 


Type of Owner 

No. of Accounts 

Value {Rs. lakhs) 

1 . 

Individuals (including joint holdings) 

4,86,519 

110,55 


(98.87) 

(52.95) 

2. 

Institutions 

(a) Joint Stock Companies 

4,461 

8,416 


(0.91) 

(39.62) 


(b) Trusts and Charitable Institutions 

814 

268 


(0.17) 

(1.26) 


(c) Other Institutions (including L.I.C.) 

213 

1,235 


(0.04) 

(5.81) 

3. 

Others 

59 

268 



(0.01) 

(1.26) 


All Categories 

4,92,066 

212,42 


(100.00) 

(100.0) 

Note: (1) Figures in brackets indicate percentages to total. 



(2) If each joint holder is treated as separate shareholder, the total number 


of individual shareholders would work out to 6,86,184. 


TABLE XLllI 



Size-Wise Pattern of Ownership by Type of Owner 

(Percentage) 



Companies having 

ordinary paid-np 

T\> 


capital of 




Less than 



Rs. 4 crores 



and above 

Rs. 4 crores 

1 . 

Individuals 

57.4 

45.4 

2. 

Institutions 

(a) Joint Stock Companies 

34.8 

45.7 


(b) Trusts and Charitable Institutions 

0.8 

1.8 


(c) Other Institutions (including L.I.C.) 

6.0 

5.6 

3. 

Others 

1.0 

1.5 


Total: 

100.0 

100.0 


TABLE XLIV 

Fatten! of Ownership in Old and New Companies by Type of Owner 

(Percentages) 



Old Companies 

New Companies 

Type of Owner 

No. of 
Accounts 

Value 

No. of 
Accounts 

Value 

Individuals 

98.83 

55.00 

99.18 

22.86 

Joint Stock Companies 

0.93 

36.03 

0.72 

75.05 

Trust and Charitable Institutions 

0.18 

1.31 

0.08 ' 

. 0.75 

Other Institutions (including 
L.I.C.) 

0.05 

6.28 

0.02 

1.24 

Others 

0.01 

1.38 

— 

0.10 

Total: 

100.00 

100.00 

100.00 

100.00 
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TABLE XLV 

OwBCRJijp of C<H7ipvti« &i 19SI and 1958 





Total 


Public Companies 

Private Companies 




1951 

1958 

1951 

1958 

1951 

1958 

No. of Companies 

988 

1,079 

618 

644 

370 

435 

Toial share capital (Rs. Cr.) 244 05 

363.38 

21060 

316.18 

33.45 

47.20 




(100.00) 

(1000) 

(10000) 

(100.00) 

(10000) 

(100.00) 

Percentage held by: 







1. 

Individuals in India 

50 0 

47.0 

529 

50.5 

31.7 

23.8 

2. 

Indian Companies 

37.0 

37.2 

35 4 

35.0 

47.2 

51.8 


a. 

Banking 

Companies 

(5.2) 

(6.4) 

(5.5) 

(7.3) 

(3.6) 

(1.2) 


b. 

Insurance 

Companies 

(5.4) 

(1.5) 

(3.8) 

(15) 

(1.0) 

(0 4) 



Finance 

Companies 

(20.5) 

(20.3) 

(18 3) 

(18.5) 

(33.6) 

(31.9) 


d. 

Industrial 

Companies 

(7.4) 

(7.9) 

(7.2) 

(6.5) 

(8.7) 

(169) 


e. 

Service 

Companies 

(05) 

(1.4) 

(06) 

(1.2) 

(0.3) 

(1.4) 

3. 

Life Insurance 
Corporation 


4.8 

_ 

5.5 

_ 

_ 

4. 

Government 

5.4 

4.3 

5.7 

3.5 

35 

9.6 

5. 

Trusts 

3.2 

30 

2J 

2.6 

7.5 

5.6 

6. 

Foreign Individuals 

2.5 

1.1 

2.4 

1.1 

32 

1.1 

7. 

Foreign Companies 

1.9 

2.6 

1.1 

1.8 

7.1 

8.1 
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TABLE XLVI 

Controlling Blocks in Public Companies of Twenty Groups 
(Percentages of share capital) 


Group 

1951 

1958 

Ord. 

Pref, 

Ord. 

Pref. 

1. Tata 

19.5 

4.5 

18.0 

2.2 

2. Biria 

61.0 

55.4 

61.1 

28.0 

3. Martin Bum 

25.9 

7.4 

23.7 

3.1 

4. Dalmia-Sahu-Jain 

65.2 

36.3 

54.8 

24.2 

5. Bird Heilger 

34.7 

10.6 

40.5 

8.2 

6. Andrew Yule 

43.3 

43.0 

45.7 

43.1 

7. Bangur 

79.8 

46.5 

68.8 

25.4 

8. Thapar 

57.6 

11.8 

61.1 

23.7 

9. J.K. 

72.8 

46.0 

74.7 

36.4 

10. Shri Ram 

46.3 

58.2 

43.9 

26.9 

11. Shapooiji 

72.3 



35.5* 

— 

12. Khatau 

67.2 

16.4 

68.6 

17.7 

13. Walchand 

69.8 

17.1 

67.0 

6.3 

14. Mafatlal 

68.5 

2.7 

69.5 

7.4 

15. Kasturbhai 

23.4 

36.5 

20.1 

34.3 

16. Seshasayee 

8.7 

4.9 

6.1 

2.7 

17. Ramakrishna 

26.5 

18.3 

24.4 

11.9 

18. Indra Sin^ 

62.6 



40.6 

41.0 

19. Mahindra 

8.0 

22.5 

37.8** 

5.3 

20. Kirloskar 

27.9 


27.9 

1.7 

Total: 

48.0 

22.7 

43.1 

17.3 


*The decline occurred owing to the acquisition of the Brady group in 1958. 

**The increase is mainly due to the conversion of the principal company from private 
to public. 


About 83 per cent of the additional share capital subscribed by con- 
trolling interests between 1951 and 1958 came from companies, 12 per 
cent from trusts and 5 per cent only from individuals. The total share 
capital of companies in the 20 groups increased during the period 
by Rs. 93 crores, of which individuals in India and abroad provided a 
little more than Rs. 38 crores; the individuals who constituted the ultimate 
controlling interests of these groups accounted for only Rs. 1 crore out of 
Rs. 38 crores. 

Their much-talked-about role as providers of finance notwithstanding, 
managing agents per se (as distinct from the controlling interests as a 
whole) owned only 3.0 and 2.5 per cent of the total share capital of indus- 
trial companies in 1951 and 1958, respectively. Even as a proportion 
of the total controlling blocks, their holding was 8.4 per cent in 1951 
and 7.4 per cent in 1958. 


Snbsidiary Companies: As of end-March 1963, there were 828 subsidiary 
companies in India with a total share capital of Rs. 218 crores, roughly 
16 per cent of the share capital of all non-Government companies. Of 



TABLE XLVK 

Holders of Controlling Blocks In PnWic Companies of Twwty Croups 

(Rs. lakhs) 




1951 



1939 



Total 

Ord. 

Pref. 

Total 

Ord. 

Pref. 

No. of companies 

I. Total Share Capital 

S24 

16,626 

12.363 

4,063 

545 



2. Controlling Blocks 

6.9S4 

6,030 

924 




(2)as%of(l) 

(41.8) 

(48 0) 

(22 7) 

(37 3) 

(43 1) 

(17.3) 

Hbldns of Blocks 

(a) Managing Agents 

383 

347 

36 



46 

(b) Investment 

(S5) 

(5 8) 

(3 9) 

(5.9) 

(6.1) 

(4 7) 

Companies 

2,713 

2,473 

240 

3.951 

3.560 

391 

(e) Banking Companies 

(39 0) 






88 

58 

30 

164 

115 

49 

(d) Insurance Companies 

(1.3) 

(1.0) 

(3 2) 



(5 0) 

301 

175 

126 

222 


68 

(e) Industrial Companies 

(4 3) 

(2.9) 

(3 6) 

(2 3) 


(6.9) 

1.075 

815 

260 

1,663 

1.483 

180 

(0 Service Companies 

(13-S) 

(13J) 

(28.1) 


(17.3) 

(18.2) 

53 

46 

7 

236 

212 

24 

(g) Trusts 

(0.8) 

(08) 

(0 8) 

(2.5) 

(2.5) 

(2.4) 

3.75 

317 

58 

7.13 

652 


<h) Individuals in India 

(5.4) 

(5 3) 

(6.3) 

(7.4) 

(7.6) 

(6.2) 

1.865 

1.713 

150 

1.978 

1.812 


(0 Companies Abroad 

(26.7) 

(28J> 

(16.2) 

(20 7) 

(21.1) 

(16 8) 

62 

52 

10 

50 

50 



(0.9) 

(0 8) 

(1.1) 

(0.5) 

(0.6) 

H 


34 


31 

27 



(06) 

(06) 

(08) 

(0.3) 

(0.3) 

(04) 


Sott: Figures ia piceathesea uader <a) to (j) ue perceauges of the amounts sbowo in 
row (2). 


these, 220 with a share capital of Rs. 130 crorcs were subsidiaries of 
companies registered outside India. The management pattern of the 
subsidiaries was as follows: 


TABLE XLVJll 


ManagenieaC Patten of SoHIdiarirs, March 1963 




Hutnbtr 

Patd-ap oapiial 


Managed by holding companies 

56 

(3) 

23 

(Rs. crores) 
1301 
(4 05) 

2. 

Subsidiaries and holding companies 

6.70 

3. 


32 

7.38 



(7) 

(0 82) 

4. 


717 

190.41 

Total; 

(210) 

828 

(124.75) 

217.50 



(220) 

(129.62) 


Figures in parentheses are for foreicn sobsidjanes. Most of the subsidiaries, 
particularly foreign subsidiaries, did without fnanagiag agents aed generally relied 
upon managing directors or boards of directors. 
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Concentration of Economic Power: This has been measured in the 
private corporate sector on the basis of the share of the leading business 
groups in aggregate share capital and physical assets. 

The four largest groups, Tata, Birla, Martin Burn and Dalmia-Sahu- 
Jain, had nearly 18 per cent of the share capital of non-Government public 
companies in 1951. This proportion rose to more than 22 per cent in 
1958. Including their minority and fifty-fifty interests in other com- 
panies, the ratio went up from 22 to 27 per cent. 

The share of these four largest groups in the gross capital stock, i.e., 
net fixed assets plus accumulated depreciation plus inventory, of non- 
Goverament public companies expanded during the same period from 
17 to 22 per cent. Including their minority and fifty-fifty interests, the 
ratio went up from 20 to 26 per cent. 

In 1958, the public companies in which Tatas and Birlas had an interest 
of one kind or other had nearly one-fifth of the gross capital stock of all 
non-Government public companies. 


TABLE XLIX 

Public Companies in Four Top Groups 
(Amounts in Rs. crores) 

Share Capital Gross Capital Stock 

1951 1958 1951 1958 


1 . 


2 . 


3. 

4. 


Tata 

34.88 

65.60 

105.23 

Birla 

(5.90) 

(8.58) 

(7.54) 

36.75 

61.26 

62.55 

Martin Bum 

(6.22) 

(8.01) 

(4.48) 

14.09 

19.42 

39.25 

Dalmia-Sahu Jain 

(2.38) 

(2.54) 

(2.81) 

20.14 

24.58 

29.70 


(3.41) 

(3.21) 

(2.12) 


287.22 

(10.74) 

143.44 

(5.36) 
89.90 

(3.36) 
71.58 
( 2 . 68 ) 


Total: 


105.86 

(17.91) 


170.86 

(22.34) 


236.73 

(16.95) 


592.14 

(22.14) 


Figures in parentheses are percentages of all non-Govemment public companies. 

The Mahalonobis Committee on Distribution of Income and Levels 
of Living in its report in 1964 also came to the conclusion that concen- 
tration of economic power in the private sector was more than what 
could be justified as necessary on functional grounds and it existed both 
in generalized and in specific forms. It suggested that a free time agency 
should make a detailed enquiry into the operations of individual com- 
panies. 

Accordingly, in the same year, 1964, Government constituted the 
Monopolies Inquiry Commission headed by K. C. Das Gupta, a judge 
of the Supreme Court of India. Its terms of reference were: 

(a) to inquire into the extent and effect of concentration of economic 
power in private hands and the prevalence of monopolistic and 
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restriction practices in important sectors of economic activity, 
other than agriculture, with special reference to (i) the factors 
responsible for such concentration and monopolistic and 
restriction practices; (ii) their social and economic consequences, 
and the extent to which they might work to the common 
detriment, and 

(b) to suggest such legislative and other measures that might be 
considered necessary in the hght of such inquiry, including, in 
particular, any new le^slation to protect essential public interests 
and the procedure and agency for the enforcement of such 
le^slation. 

Incidentally, this was the first official authoritative body to find a 
solution to a grave economic malady. The Commission was appointed 
under the chairmanship of Inquiry Act 1952, and it submitted its report 
to Government at the end of October 1965. 


Power Manifestation: The Commission concentrated its attention on 
the different roanifestations of economic power in the private corporate 
sector. One such manifestation, according to the Commission, is the 
achievement by one or more units in an industry of such a dominant 
position that they are able to control the market by regulating prices or 
output or eliminatiag competition. Another is the adoption of some 
producers and distributors, even (hough they do not enjoy such a domi- 
nant position, of practices which restrain competition and thereby 
deprive the community of beneficient effects of the rivalry between pro- 
ducers and producers and distributors and distributors, to give the best 
service. Such practices inevitably impede the best utilization of the 
means of production. Also a few industrialists, obtain control of large 
areas of economic activity by various means. Clearly, the Commission 
held that concentration of economic power is the Central problem. 
Monopolistic and restrictive trade practices are the functions of such 
concentration. 

The Commission, in its report, listed seven causes of concentration of/r?v^' 
economic power in private hands: 

The economics of scale brought about largely by technological advances ‘ / 
and the capital formation; the supply of managerial skill in difTerSnt^ v 
forms and diverse ways — the managing agency system; the invest- • 
meni of funds by one corporation in acquiring the assets or stocks'qr. 
shares of another independent corporation. \Vhere such investment is’*'“ 
made in a corporation in the same line of business, it tends to promote 
what the Commission has termed “industry-wise” concentration. Where 
the investment is made in a corporation in a non-competing line of 


business, it helps in the growth of “country-wise” concentration. The 
effect on competition is particularly adverse where the investment is in 
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a competing line of business. The effect is bound to be considerable also 
where the investee company, though non-competing, is engaged in 
producing the raw material used by the investor corporation or in market- 
ing the goods of the investor corporaton. Even where investment in 
another corporation is not of an extent to give it a control over the voting 
power, it is sometimes sufficient to enable it to have one or more directors 
on the Board of the investee company. Where such inter-locking of 
directors is achieved in a company in the same line of production, or a 
company engaged in the distribution of its product or one engaged in 
the production of an allied product, or of raw materials, it has clearly a 
ten ency to increase concentration of economic pow'er. In the period 
immediately following independence, the very forces which were harnessed 
to speed up industrialization of the country, worked at the same time to 
concentrate power in industry in a few individuals or families who were 
already wealthy and powerful. It should also be mentioned that when 
in ependence came, some British businessmen left the country. Several 
o t eir concerns passed into the hands of wealthy Indian industrialists 
necessarily causing an increase of concentration. 

The planned economy which Government decided as the quickest 
way to achieve industrialization on the right lines, has proved to be 
potent factor for further concentration. The allocation of resources 
and the settlement of priorities, which planning necessarily involves, 
lave necessitated a system of licensing for starting new industries or 
expanding established units or starting new' um'ts in existing industries; 
capital issues also had to be controlled. Big business was at an advantage 
in securing the required licences and was in a better position to raise large 
amounts of capital needed. Licensing authorities w'ere naturally inclined 
to prefer men who had proved their ability by success in big industrial 
ventures in the past to men who had still to establish their ability. Further- 
more the ability of big businessmen to secure foreign collaboration helped 
in obtaining industrial licences. The Commission found on examination 
that between 1959 and 1963, 71.6 per cent of the licences issued went to 
big business. The Commission said it was convinced that the system of 
controls by way of industrial licensing, however necessary from other 
points of view, had restricted the freedom of country into industry and 
so helped produce concentration. 

In the industrial field, the Commission said that two main kinds of 
concentration of economic power prevailed. The first is w'here in respect 
of the production and distribution of any particular commodity or service, 
the controlling pow’er, whether by reason of ownership of capital or 
otherwise, is in a single concern or comparatively limited number of 
concerns or though in a fairly large number of concerns. 

These concerns themselves are controlled by only a single family or a 
few families or business houses; this may be called “product-wise con- 
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and bank loans. About onc-half of the funds raised went into fixed 
assets and one-third into inventory. Investment in Government securi- 
ties was substantially reduced and cash balances were raised considerably. 

In the period 1951-54, which corresponded roughly with the First 
Five Year Plan, public companies r^ed to a much greater extent upon 
internal resources (depreciation contributing one-third of gross total 
funds) and short term trade credits, much less upon banks. A much 
higher proportion, 62 per cent against 49 per cent in 1946-SI, of gross 
total funds was invested in fixed assets and less than 13 per cent in in- 
ventory. Liquidity was still not unduly strained; cash balances and 
investments in other companies went up significantly. 


Industrial Finance Since 1951: The First Five Year Plan was mainly 
a rationalization of the projects already in existence. The programme 
for large scale industry envisaged a total capital expenditure over 1951- 
56 of Rs. 477 crores, Rs. 94 crorcs in the public sector including an 
expected foreign and domestic participation of Rs. 20 crores, and 
private investment of Rs. 233 crores, exclusive of Rs. 150 crores for 
replacement and modernization of plant and machinery. Finances for 
public enterprises were to be raised by Government investments and 
loans. No precise estimates were made of the sources of finance for 
private investment. The various sources merely enumerated 
Government and World Bank loans, foreign capital and financial 
institutions. The actual achievement was Rs. 57 crores in the public 
sector, and Rs. 340 crores, including Rs. 150 crores on modernization 
and rehabilitation, in the private sector. 

The programmed expenditure on industries (excluding minerals, oil 
and plantations) during the Second Plan (1956-61) was Rs. 1,100 
crores, plus Rs. 150 crores for modernization and replacement, of xvhich 
Rs. 620 crores was to be in the private sector. Actual private invest- 
ment, according to Planning Commission estimates, came to Rs. S50 
crores. 

The higher than expected level of financial achievement (though 
physical targets realized were only 85 to 90 per cent) was made possible 
by the larger inflow of external capital, buoyancy of the capital market 
and greater assistance from financial institutions. More compre- 
hensive data for the corporate private sector as a whole ^ven by the 
Reserve Bank indicate that, among domestic sources, banks provided 
the major part of external financing. Internal sources, i.e. deprecia- 
tion and retained earnings, provided 53 per cent of gross total finandng. 
Finance corporations played a very minor role. 

Institutional agencies as a source of external finance for industry have 
grown steadily in importance since 1955. This has taken the form of 
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larger bank loans and to some extent investments, substantially greater 
assistance from the Life Insurance Corporation of India, the Industrial 
Finance Corporation of India and the Industrial Credit and Investment 
Corporation of India, together with other financial institutions. One 
of the yawning gaps in the institutional structure of the capital market, 
namely, the practical absence of underwriting facilities, has been largely 
filled by now. 

Insurance Companies: Before proceeding to the somewhat detailed 
analysis of institutional developments, the growth of assistance from 
insurance companies and banks to industry may be briefly recorded 
here. The earliest data on investments by insurance companies date 
back to 1913, when they had invested Rs. 11 lakhs only in shares and 
debentures. This figure grew to Rs. 4.38 crores on the eve of the Second 
World War and to Rs. 13.04 crores at its conclusion in 1945. The 
total investment before nationalization of life insurance was nearly 
Rs. 59 crores. 

The explanation for the rather low level of insurance investments in. 
private securities lies in (i) the slow growth of insurance business itself; 
(ii) the practice, moderated only since the mid-fifties, of investing 
heavily in Government securities, and (iii) the relatively small number of 
private securities traded in the capital market till 1960. 

Banking in Two Decades: The twenty years spanning 1949 and 1969 
are a major landmark in the history of banking in India. It w’as in 
the year 1949 that the Banking Regulation Act was passed and in 1969 
fourteen major commercial banks were nationalized. These two de- 
cades also covered the first era of planned economic development in 
which the banking system sought to adapt itself to the major changes in 
banking structure and policy. 

The credit portfolio of scheduled banks rose faster (550 per cent) than 
deposits (420 per cent) in these twenty years. This sharper expansion 
reflects the pace of growth in the organized industrial sector. The 
banks had largely catered to this sector which in turn had put increasing 
reliance on bank credit in proportion to other sources of funds. Conse- 
quently, as a proportion of total credit, lending to industry rose from 
about a third (Rs.- 152 crores) in 1950 to over two thirds (Rs. 2,068 
crores) in 1968. 

Within the industrial sector, the share of industries such as iron and 
steel, engineering, chemicals, cement and textiles showed significant 
increases. Out of a total of Rs. 2,068 crores (1968) as industrial advances 
Rs. 114 crores was given to State owned or State managed industrial 
concerns. Nearly 85 per cent of this credit amount went to public 
sector engineering, iron and steel, fertilizer and fuel oil manufacturing 
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industries and mining and electricity generation and distribution 
concerns. 

Other public sector industrial concerns which received bank credit 
were sugar, cotton textiles, chenucal products, cement construction 
and shipping concerns. 

In this context must be mentioned the emergence of banks as term 
lending institutions in the last few years. Fifteen years earlier, 
they confined themselves to the short term credit needs of 
industry. With the establishment of the Refinance Corporation 
for Industry (subsequently replaced by the Industrial Development 
Bank of India), banks have been able to increase their involvement in 
this sector. This is in addition to the contribution made by the banking 
system to the capital stock and debentures of the specialized financial 
institutions. 

Objectives of Nationalized Banks: Nationalization of Banks came into 
force on July 19, 1969 and its broad aims promised a fair deal to the 
hitherto neglected sections of the community. The preamble to the 
Act says; “to control the heights of the economy and to meet pro- 
gressively and serve better the needs of development of the economy 
in conformity with national poliQ' and objectives.” It will be the en- 
deavour of the nationalized banks to ensure that the seeds of productive 
efforts of diverse- kinds, irrespective of size and social status of the 
borrower and in particular those of farmers, small scale industries 
and self-employed professional groups are met in an increasing measure. 
It will also be a primary objective of nationalized banks to foster actively 
the growth of new and progressive entrepreneurs and to create fresh 
opportunities for backward areas in different parts of the country. 

Those objectives called for extensive changes in the bank’s attitudes 
and methods of work. Particularly, it became necessary for them to 
reorient the concept of security for loans to pay special attention to 
the growth potential and developmental needs of local areas where the 
branches are situated, to take belter care of underdeveloped areas and 
backward sections of the population, to forge close relations with de- 
velopmental and term financing institutions, to ensure that large 
borrowers do not have more access to the resources of the banks than is 
actually required for production use and to prevent use of credit for 
speculative and unproductive purposes. 

Credit Guarantee Scheme: In order to cover the credit risks incurred 
by banks in granting loans to small scale industries, the ten year old 
Central Govenunenf’s Credit Guarantee Scheme was modified and 
brought into force on February 1970. Under the modified scheme, 
the guarantee is made available to all eligible advances on an automatic 
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basis in terms of an agreement executed bj' each approved credit insti- 
tution with the Guarantee Organization. The credit institutions which 
join the scheme are required to report all their eligible advances at 
quarterly intervals which form the basis for changing the guarantee fee at 
one tenth of one per cent per annum on a quarterly basis. This change 
in procedure is expected to expedite the flow of institutional credit to 
the small scale sector, particularly the weaker units. 

At the suggestion of the Guarantee Organization, 74 banks and 16 
State financial corporations have agreed to bear themselves the guarantee 
fee instead of recovering it from their constituents. With these guaran- 
tee facilities, credit institutions are expected to liberalize w'here nece- 
ssary', their terms of lending, particularly in regard to margin require- 
ments. Soft loans or loans on clean basis, wherever deserving, might 
be extended especially for schemes promoted by qualified technicians/ 
entrepreneurs. Where there is a default, the Guarantee Organization 
makes a swift examination of the possibility of its rehabilitation. In 
deserving cases the credit institution is urged to take on a programme 
of nursing. 

By the end of June 1971, 149 credit institutions including all the major 
commercial banlcs and state financial corporations and 56 co-operative 
banks had joined the modified scheme. The amount of guarantees 
outstanding on that date stood at Rs. 790.97 crores as against Rs. 661.77 
crores at the corresponding period in the previous year. Since the 
inception of the guarantee scheme (tw'o years ago) claims of 200 guaran- 
tee obligations for an aggregate sum of Rs. 27.15 lakhs were paid to 
the credit institutions. However, at the end of March 1971, defaults 
which might eventually lead to settlement of claims, covered 1,799 cases 
for Rs. 589.04 lakhs as against 463 cases for Rs. 141.97 lakhs at the end 
of June 1970. 

Small Scale Sector: Bank credit to small scale industries has also been 
growing in the second decade of 1949-69. Between 1960 and 1968, it 
had risen from Rs. 28 crores to Rs. 211 crores, and by the middle of 1969, 
it had finther gone up to around Rs. 295 crores, thanks to the special 
efforts of the banks. The tempo was maintained and by March 1971, 
total credit limits sanctioned reached the figure of Rs. 868.3 crores over 
and above the increase of Rs. 1 56.8 crores in the corresponding period 
of 1969-70. The number of units financed rose from 89,307 to 103,550, 
that is to say by 15.9 per cent. 

The share of industrially backward states in advances to small scale 
industries has gone up since June 1968, the increase being particularly 
marked in Andhra Pradesh, Bihar and Uttar Pradesh. 

Public SectorJ_Banks: The banks in the public sector accounted for 
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89 per cent of the total outstanding credit to small scale industries, the 
share of the State Bank of India group being 40 per cent. This group 
sanctioned credit limits of Rs. 320.4 crores which was Rs 28 crores over 
the 1970 level. The contribution of the 14 nationalized banks amounted 
to Rs. 459 crores at the end of March 1971, a rise of Rs. 47 crores. 

Loans sanctioned by the State Bank group under their scheme for 
financing craftsmen and other quahfied entrepreneurs amounted to 
Rs. 7.1 crores covering 562 units. This was more than double the quan- 
tum of loan and number of units in 1970. 

Following the State Bank’s lead, a number of banks, including some 
nationalized banks haie drawn up special schemes for assisting qualified 
entrepreneurs who have worthwhile small scale industrial projects but 
do not have the finance. According to information available, seven 
nationalized banks had under their own schemes, sanctioned Rs. 1.35 
crores covering 540 entrepreneurs as at the beginning of December 1970. 


TABLE Un 

Bank AsustSDce to IndostTj 

Rs. lO crores 



1930 

'’•4 

iota! 

1968 

oJ , 
total 

}, Shires sad debentures 

14 3? 

3.5 

77.40 

5.5 

2. Advances 

IS2.36 

32.0 

2,067.00 

67.5 

3 Of 2 advances to tradi* 





iional industries 

80.00 


647.00 

20.7 

Total: 1 and 2 

166.73 

22.3 

2,144 40 

26.2 

Planiaiions* 

35.06 

Z7 

57.62 

J.9 

Note: TradiCionals are cotton, jole, other lextiies and sugar. 


♦Plantations have been classified only from 1961, 





TABLE UV 



Scheduled Banks* Advances to IndostiT as on hbreh 31, 1968 





Rs. 

in lakhs 

Sf. 




% age 




.4irteiUU 






total 

1. Colton (ginning, processing. 

spinning 

and 



weaving, etc.) 













7,314 







5. Coal, other mininz and quaitavioe 




6. Engineenng 




15.7 

(a) Heavy engineering 





(b) Light engineering 





7. Sugar 



16,136 
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1 

2 

3 

4 

8. 

Vegetable oils (including vanaspati, soap etc) 

4,324 

1.4 

9. 

Chemicals, Dyes, Drugs fertilizers and pharma- 
ceuticals 

18,453 

6.0 

10. 

Public utilities (as transport and communica- 
tions, gas, electricity etc.) 

5,385 

1.8 

11. 

Cement 

3,941 

1.3 

12. 

Paper and paper products 

4,816 

1.6 

13. 

Rubber products 

2,016 

0.7 

14. 

Others 

38,615 

12.6 


Life Insurance Corporation of India: The total investments of Insurance 
Companies in India at the end of December 1955 amounted to Rs. 58.90 
crores. This was before nationalization of Life Insurance in 1956. 
As of March 1970, the total investments of the Life Insurance Corpora- 
tion of India amounted to Rs. 1,528.66 crores. This includes Rs. 14.40 
crores, the share of its General Insurance Department. Investments 
in Stock Exchange securities, loans and contribution to the initial 
capital of Unit Trust of India was Rs. 1420.10 crores. Of this amount, 
nearly Rs. 238 crores were invested in the shares and debentures of 
financial institutions which in turn assist private industry and co-operative 
credit institutions. An amount of Rs. 234 crores was invested in the 
shares and debentures of joint stock companies and Rs 5.37 crores in a 
joint sector undertaking. 

Within the limitations of availability of sound proposals and adequately 
remunerative existing scrips. Life Insurance Corporation has made a 
conscious attempt to diversify investments both by States and industries 
in such a manner as to favour the relatively underdeveloped States and 
new industries. Even to the e.\tent that it has purchased securities of 
traditional industries, in the open market, it has released funds for 
investments elsewhere. 

The Corporation has also taken considerable interest in underwriting 
fresh capital issues. From, its establishment in September 1956 through 
June 1971, Life Insurance Corporation’s underwriting of new issues 
valued at over Rs. 150 crores. 

Underwriting of Private Sector Capital issues; The total value of capital 
issues through prospectus by non-Government public limited companies 
was Rs. 45.1 crores in 1956. The proportion of issues underwritten by 
different financing institutions rose from 5 per cent in 1956 to as much 
as 71.3 per cent in 1969-70. While the non-institutional sources in 
brokers and investment companies took up between 13 and 18 per cent 
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TABl£LV 

State-wise Distribution of life Insurasce Corporation larestments as on 31-3.70 


Rs. m lakbs 


Region and State 

Total 

%a;fe of imestment in 
the region to total 
investment in the region 

I 2 

3 

4 

I. Eastern Region 



(a) Assam 

24.12^1 


(b) Bihar 

61,47.33 


(c) Orissa 

46,75.50 

4.76 

(d) West Bengal 

110,41.52 

1143 

Total 

242.76 66 

24 69 

2. Nortbem Re^on 



(a) Delhi 

8.09.74 


(b) Haryana 

16.05.22 

1.63 

(c) Himachal Pradesh 

27.01 

0iJ3 

(dj Jammu and Kashmir 





3,10 


40.1347 

4.08 

(g) Uttar Pradesh 

68,66.97 

649 

Total 

165.35.11 

16 82 

3. Southern Region 




70,41.03 

7.16 

(b) Kerala 

344940 

3.52 

(c) Karnataka 

53.09.42 

5.40 


907 

0.01 

(e) Tamil Nadu 

98.76.65 

10.05 

Total 

25645.37 

26.14 

4. Western Region 




89.75.12 

9.13 

(b) Madhya Pradesh 

35.6942 

3.63 

(C) Maharashtra 

19247.62 

19.59 

Total 

318,02.06 

32.35 

Grand Total: 

983,09 40 

lOOOO 


TABLE LVI 


Sector-wise Distribution of life Jnsonocc Corporation Inrestmeots 


af on Mard 31. 1970 




Rs. in lakhs 


Amount 

%aye of total amount 


10,45,26.16 

73.6 

2. Co-operatn"e Sector 






4. Pnvate Sector 


165 

Grand total 

1440,10.17 

1000 
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2 


y. 

10 . 

11 . 

12 . 

13. 

14. 

15. 

16. 


TABLE LVm 

Life Insurance Corporation loTestnenls in Sector by Industries 

(Rs. in lakhs) 


Industry 


AlumiQimn 

Banks 

Cement 

Chemicals, Pharma & Dyes 
Coal 

Cotton Textiles 
Electncity 
Electrical Goods 
Engineering 

Food, Dnnk A Tobacco 
Sugar & Breweries 
Insurance 
Investment Trusts 
Iron A Steel 
Jute 

Managing Agents 

Matches 

Mining 

Mineral Oil 

Paper and Boards 

Plantations 

Railways 

Rubber Products 

Shipping A Transport 

Textiles (other than cotton A jute) 

Vegetable Oils 

Miscellaneous 


December 31, 1957 March 31, J970 


iLa. 

9,30 65 

2,63 

7,35J28 


11.07.7t 


7.72.65 


3,83.37 

6.87 

22.67.96 

8,29 

17,51.02 


10,52.51 

7.14 

41,83.81 

o.a. 

2.52.45 


7,29.20 


2,30.10 


2.95.54 

S.48 

17,35.30 

4,15 

5,61.15 

1.68 

1.40.75 

D.a. 

84.91 

34 

85.15 

oa. 

6.2024 

3.09 

8.18.47 

1.35 

2.81.12 


70.65 

oa. 

4,90J7 

1,21 

85.41 

.89 

6.52.94 

J3 


14.30 

11,98.96 


Total 6S.S3 217,65.74 

n a. — Not available 

of the underwritings during 1965-66 through 1969-70, the bulk 
of the balance was taken up by the Life Insurance Corporation, 
the Unit Trust of India, the Industrial Credit and Investment Cor- 
poration of India, commercial banks and the Industrial Finance 
Corporation of India in that order. As the largest underwriter in this 
category the Life Insurance Corporation’s percentage has varied bet- 
ween 21 and 24. The Industrial Development Bank of India which 
w'ent in for underwriting upto 15 per cent in 1965-66 has been tapering 
off in the next three years. Next to the Life Insurance Corporation the 
Unit Trust of India has entered the underwriting operation in a massive 
way. Its share after a modest start, has gone up to 20 per cent and 
above in 1968-69 and 1969-70. 

The main point of note is that the amounts undenvritten have tended 
to grow steadily and the institutional underwriters have increased in 
number and become stronger. 

In the period between 1966 and 1970, the response of the general 
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public has not been adequate. During the four year period response 
of the public reached a little over one-third of the total issue. In the 
next tliree j'ears it has been less than 30 per cent and the institutions 
had to step in to make good the shortfall either as independent subs- 
cribers to the issue or in their capacity as underwriters. 


TABLE LIX 


Response of Public and Undenrriters 

Rs in crores 


J 966-67 

1967-68 

1968-69 

1969-70 

1 . Number of Companies 66 


71 

65 


47 

2. Total capital issues 36.36 

60.14 

43.35 


43 

3. Offered to the public 32.10 

41.07 

41.48 

41.40 

4. Subscribed by public 11.08 

17.35 

9.69 

11.78 

5. Underwritten 30.84 

40.55 

40.40 

39.89 

6. Subscribed by underwriters 20.81 

23.66 

31.69 

29.53 

TABLE LX 





Undertrriting Operations 

1956 

And 1966-70 







Rs. in crores 

1956 

1966- 

1967- 

1968- 

1969- 



67 

68 

69 

70 

Total amount underwritten Underwriters 

2.1 

30.84 

40.56 

40.40 

39.89 

1. Life Insurance Corporation 

0.2 

6.63 

9.67 

9.96 

9.46 



(21.5) 

(23.9) 

(24.7) 

(23.7) 

2. Indusirial Development Bank 

0.2 

4.58 

.62 

1.43 

2.03 

of India 


(15.0) 

(1.5) 

(3.57) 

(3.8) 

3. Industrial Credit and Investment 

0.8 

4.45 

5.34 

5.87 

4.90 

Corporation of India 


(14.4) 

(13.3) 

(14.7) 

(12.3) 

4. Unit Trust of India 



2.61 

6.46 

8.79 

7.99 



(8.4) 

(16) 

(21.7) 

(20.0) 

5. Industrial Finance Corporation 

— 

2.39 

1.41 

2.49 

1.48 



(7.7) 

(3.47) 

(6.2) 

(3.8) 

6. Banks 

0.7 

2.37 

4.25 

2.81 

5.18 



(7.7) 

(10.5) 

(6.9) 

(13.0) 

7. General Insurance Coys 


1.91 

3.43 

2.16 

2.25 



(6.2) 

(8.4) 

(5.3) 

(5.6) 

8. State Financial Corporations and 

5.2 

2.07 

1.74 

1.48 

1.12 

State Industrial Development 


(6.6) 

(4.37) 

(0.7) 

(2.8) 

Corporations 






9. Industrial Investment Trust 

— 

0.5 

0.2 

0.2 

— 



(0.2) 




10. Investment Corporation of India 

— 

0.15 

3.5 

0.9 

2.0 



(0.5) 

(0.8) 

(0.2) 

(0.5) 

11, Promoters and Directors 

— 

0.3 

15.0 

— 

— 



(0.1) 

(10.3) 



12. Others — Brokers etc. 

0.4 

3.57 

7.13 

5.30 

5.29 



(11.7) 

(17.1) 

(13.3) 

(13.37) 


Note: Figures in brackets denote percentage of total. 
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Vm. Finaocii] Institutions 

Beginning with the Industrial Fimmce Corporation of India (I.F.C.) 
m 1948, a number of institutions have been set up to provide long and 
medium-term finance to private industry. Apart from I.F.C. (there 
are the Industrial Credit and Investment Corporation of India {I.C.I.C.I.), 
National Industrial Development Corporation (N.I.D.C.), National Small 
Industries Corporation (N.S I.C.), Refinance Corporation for Industry, 
State Financial Corporations (S.F.Ci.), and State Industrial Development 
Corporations (S.I.D.Cs.). In July 1964, two new institutions came into 
existence: the Industrial Development Bank of India (I.D.B.I.) and the 
Unit Trust of India. The functions of some of these institutions over- 
lap but, by and large, they operate in different fields or owe their 
separate existence to certain unique background factors. 

The Industrial Finance Corporation is a statutory corporation which 
gives mainly long-term mortgage-type rupee loans to large and medium 
sized concerns, organized as public limits companies or co-operatives. 
Most of Its loans have gone to established industries like sugar, paper, 
cotton textiles, chemicals, and metal prc^ucts For some years now, 
it has also gone to some extent into foreign currency loans, guarantee of 
deferred payments and loans, and underwriting of public issues of share 
capital. 

The Industrial Credit and Investment Corporation of India (I.C.I.C.I.) 
was registered as a joint stock company m January 1955, sponsored 
first by the U.S. Aid Mission in India and later by the World Bank. 
The Government has no participation in its share capital but has advano- 
ed Rs. 31.41 crores as loans, of which Rs. 7.5 crorcs is interest- 
free and ranks after equity an'"* lU other liabilities for repayment. U.S., 
U.K., and West German inter -Jts have participation in its share capital. 
Its principal business is to give foreign currency leans and underwrite 
public issues. It also gives mortgage-type rupee loans and subscribes 
directly to share capital. Most of its assistance has gone to new indus- 
tries like ferrous metal products, chemicals, machinery manufacture, 
and electrical equipment. 

Both I.F.C. and I.C.I.CI. are nationaldevelopment banks, and though 
their spheres of activity have increasingly oswlapped of late, but be- 
cause of the vast territory open to both, on the whole, there has grown 
more co-ordination than competition. The two have co-operated, along 
with other financing agencies, in joint underwriting and loan operations 
and in general consultation. 

The original reason for setting up I-CI.Cf. sev en years after the establi- 
shment of I.F.C. was that the U.S. aid mission and the World Bank wanted 
to sponsor and finance a private non-statutory body which would among 
other things, transact business which I.F.C. then could not take up under 
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TABLE LXI 

I.F.C. And I.C.I.C.I. — Capital Rs. in lakhs 




I.F.C. as on 
June 30, 1971 

I.C.I.C.I. as on 
Dec. 31, 1966 

1. 

LD.B.I. 

4,18 

— 

2. 

Scheduled Banks 

1,70 

87.04 

3. 

Insurance Companies 

1,80 

3.98 

4. 

Life Insurance Corp. and UTl 

— 

1,47.56 

5. 

Cooperative Banks 

67 

— 

6. 

Indian Companies 

— 

2,09.13 

7. 

Foreign Controlled Coys. 

— 

5.29 

8. 

Foreign shareholders 

— 

1,89.15 

9. 

Others 

■ 

1,07.85 


Total: 

8,35 

*7,50.00 


I.F.C. and I.C.I.C.I. — 

Resources 




As on June 

As on Dec. 



30. 1971 

31, 1970 

1. 

Paid up share capital 

8,35 

7,50 

2. 

Resources 

14,24 . 

8,23 

3. 

Investments and Repayment of rupee loans 

73,47 

11,00 

4. 

Market borrowings 

57,69 

— 

5. 

Govt, of India Loans 

77,32 

31,41 

6. 

Loans from RBI/IDBI 

1,24 

12,30 

7. 

Foreign credits 

35,47 

1,73,41 


Total; 

2,67,78 

2,43,85 


*In view of the nationalization of 14 major banks and the take over of General 
Insurance Companies pending nationalization, the character of the shareholdings has 
undergone a change although the character of I.C.T.C.l, as institution remains 
unchanged. 

TABLE LXII 

I.F.C. and I.C.I.C.I. — Operations 


I.F.C. through June 1971 I.C.I.C.I. through Dec. 31, 1970 





Net 

Amount 


Net 

Amount ^ 




amount 

disbursed 


amount 

disbursed 

Form of Assistance 

No. 

sanctioned 


No, sanctioned 

(Rs. Cr.) 




(Rs. Cr.) (Rs. Cr.) 


(Rs. Cr.) 

1. 

Loans: 








Rupee 

684 

2,38.67 

209.61 

161 

59.69 

42.91 


Foreign currency 

157 

43.58 

35.47 

442 

1,74.39 

1,20.63 


Sub-total 

841 

2,82.25 

2,45.08 

603 

2,34.08 

1,63.54 

2. 

Underwriting; 








Equity 

130 

11.22 

7.79 

138 

18.83 

o.oU 


Preference 

103 

7.06 

5.20 

100 

11.74 

6.53 


Debentures 

21 

10.73 

7.58 

53 

23.47 

15.11 


Sub-total 

254 

29.01 

20.57 

291 

54.04 

30.44 

3. 

Direct subscription: 






4.71 


Equity 

13 

0.54 

0.26 

66 

4.91 


Preference 

4 

0.12 

0.05 

■ 12 

1.96 

.94 


Debentures 

1 

1.82 

1.82 

3 

1.70 

1.50 


Sub-total 

18 

2.48 

2.13 

81 

7.57 

7.15 

4. 

Deferred Payment: 








Guarantees 

42 

28.46 

27.65 





— 

5. 

Guarantees for foreign loans 5 

23.47 

23.33 

— 

— 



Grand Total: 

1,160 

3,65.67 3,18.76 

975 

2,95.69 

201.13 


(a) 70 cases cover equity preference or debentures. 

(b) 7 cases cover both equity and preference. 

(c) Sanctions in respect of equity and preference shares in 75 cases have been 
accounted for separately 
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TABLE LXin 

ud I.C.I.C.I. — lEsIribatioo of Assistance by States 

Rs. m lakhs 


I.F.C. through June 30, 1971 I.C.I.C.I. through December 1970 
,, No. of Net Vjtgeof No of Net ’/figeof 

no. SiatelTerritory VnUs sanetion total Units sanction total 


J. 

Andhra Pradesh 

32 

25,85.06 

7.1 

14 

10,82 



Assam 

« 

6,51.79 

1 8 

3 

1,90 



Bihar 

75 

22,22.61 

61 

18 

20,14 

68 


Gujarat 

42 

26.17.91 

12 

92 

36,23 

12 3 


Haryana 


9.91X19 





6. 

Kerala 

16 

12.33.92 

3.4 

15 

3,99 


7. 

Madhya Pradesh 

IS 

9.20.89 

25 

8 

5,52 

1.9 

8. 

Maha^htra 

113 

73,51.23 

20.1 

224 

1,08,51 

36.7 

9. 

Meghalaya 

I 

95.00 

0.3 




10. 

Mysore 

37 

22.15.01 

6.1 

30 

15,49 

5.2 

11. 

Onssa 


11,15.17 

30 

9 

6,52 

Z2 

12 

Punjab 

11 

6,70.16 

18 

3 

23 

01 

13. 

Rajasthan 

13 

16,03.49 

4.4 

6 

5.45 

1 8 

14. 

Tamil Nadu 

61 

49,50.37 

13.5 

60 

30.02 

10.4 

13. 

Uttar Pradesh 

39 

29,00.09 

7.9 

24 

12.88 

4.4 

Ill 

West Bensal 

71 

39.97.70 

10 9 

73 

24,80 

84 

17, 

Delhi 

4 

2,99.67 

0.8 




18. 

Andaman & Nicobar 









1 

11.00 


10 

4,21 

1.4 

19 


1 

75.00 

0.2 




20. 

Pondicherry 

• 

6ai6 

0.2 

— 

— 

— 


Total: 

327 

3,65,67 J2 

100.0 

613 

2,95.09 

JOOO 


TABLE LXIV 


I.F.C and I.C.I.C.L — Dlstributioa of Assistance by Industries 
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Its charter. For some time thereafter, the two operated in different 
fields. Over the last several years, however, private business has ex- 
panded and diversified so rapidly and foreign exchange has become so 
scarce that both I.F.C. and I.C.I.C.I. have had to widen their spheres of 
activity, thus resulting in some functional overlap. The financial needs 
of private industry are, however, so large and diverse that there is room 
for more than one development bank. Moreover, each of the 
institutions has carved out a place for itself among various industrial 
and regional groups. 

With regard to ownership, I.F.C. is in the public sector and I.C.I.C.I. 
in the private sector. The latter, however, has also received consider- 
able Government assistance in the form of loans and the Life Insurance 
Corporation is its largest single shareholder. I.C.I.C.I. has much larger 
foreign currency resources both absolutely and in relation to total re- 
sources, though this difference is narrowing down somewhat as I.F.C. 
acquires more foreign currency resources. Because it is seven years 
older, because of its public obligations {e.g., assistance for cooperative 
sugar mifis), and because it gives individually larger loans on the overage, 
I.F.C. has done much more business than I.C.I.C.I. 

Policy Changes; Following the recommendations of the Industrial 
Licences Policy Inquiry Committee, the Central Government, in 
January 1970, made certain changes in policy in regard to assistance 
from public financial institutions. Having accepted the joint sector 
concept (a recommendation of the Inquiry Committee), Government 
decided that there should be a greater degree of participation by the 
institutions in management, particularly at poh’cy levels, in the case of 
major projects involving substantial assistance. 

Government also decided that public financial institutions should as 
part of their arrangement regarding future loans exercise the option for 
converting loans and debentures into equity, either wholly or partly. 
In respect of current loans or debentures, financial institutions should 
have discretion to negotiate conversion in cases of default. In all cases 
where such conversion has been effected, there should be provision for 
nomination of Directors on the Boards of the assisted concerns. Guide- 
lines have accordingly been given by Government to the all-India finan- 
cial institutions namely: the Industrial Development Bank of India, the 
Industrial Credit and Investment Corporation of India, the Industrial 
Finance Corporation of India, the Life Insurance Corporation of India 
and the Unit Trust of India. 

In terms of these guidelines, it has become obligatory on those insti- 
tutions normally to aflSliate a condition for option to convert a part of 
the loan into equity in all cases where the aggregate financial assistance 
exceeds Rs. 50 lakhs. In cases where the aggregate exceeds Rs. 25 lakhs 
but does not exceed Rs. 50 lakhs, the condition for the inclusion of the 
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and bank loans. About one-half of the funds raised went into fixed 
assets and one-third into inventory. Investment in Government securi- 
ties was substantially reduced and cash balances were raised considerably. 

In the period 1951-54, which corresponded roughly with the First 
Five Year Plan, public companies rehed to a much greater extent upon 
internal resources (depreciation contributing one-third of gross total 
funds) and short term trade credits, much less upon banks. A much 
higher proportion, 62 per cent against 49 per cent in 1946-51, of gross 
total funds was invested in fixed assets and less than 13 per cent in in- 
ventory. Liquidity was still not unduly strained; cash balances and 
investments in other companies went up significantly. 


Indostrial Finance Since 1951: The First Five Year Plan was mainly 
a rationalization of the projects already in existence. The programme 
for large scale industry envisaged a total capital expenditure over 1951- 
56 of Rs. 477 crores, Rs. 94 crorcs in the public sector including an 
expected foreign and domestic participation of Rs. 20 crores. and 
private investment of Rs. 233 crores, exclusive of Rs. 150 crores for 
replacement and modernizatioo of plant and machinery. Finances for 
public enterprises were to be raised by Government investments and 
loans. No precise estimates were made of the sources of finance for 
private investment. The various sources merely enumerated 
Govermnent and World Bank loans, foreign capital and financial 
institutions. The actual achievement was Rs. 57 crores in the public 
sector, and Rs. 540 crores, including Rs. 150 crores on modernization 
and rehabilitation, in the private sector. 

The programmed expenditure on industries (excluding minerals, oil 
and plantations) during the Second Plan (1956-61) was Rs. 1,100 
crorcs, plus Rs. 150 crorcs for modernization and replacement, of which 
Rs. 620 crorcs was to be in the private sector. Actual private invest- 
ment, according to Planning Commission estimates, came to Rs. 850 
crores. 

The higher than expected level of financial achievement (though 
physical targets realized were only 85 to 90 per cent) was made possible 
by the larger inflow of external cajrital, buoyancy of the capital market 
and greater assistance from financial institutions. More compre- 
hensive data for the corporate private sector as a whole given by the 
Reserve Bank indicate that, among domestic sources, banks provided 
the major part of external financing. Internal sources, i.e. deprecia- 
tion and retained earnings, provided 53 per cent of gross total financing. 
Finance corporations played a very minor role. 

Institutional agencies as a source of external finance for industry have 
grown steadily in importance since 1955. This has taken the form of 
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larger bank loans and to some extent investments, substantially greater 
assistance from the Life Insurance Corporation of India, the Industrial 
Finance Corporation of India and the Industrial Credit and Investment 
Corporation of India, together with other financial institutions. One 
of the yawning gaps in the institutional structure of the capital market, 
namely, the practical absence of underwriting facilities, has been largely 
filled by now. 

Insurance Companies: Before proceeding to the somewhat detailed 
analysis of institutional developments, the growlh of assistance from 
insurance companies and banks to industry may be briefly recorded 
here. The earliest data on investments by insurance companies date 
back to 1913, when they had invested Rs. 11 lakhs only in shares and 
debentures. This figure grew to Rs. 4,38 crores on the eve of the Second 
World War and to Rs. 13.04 crores at its conclusion in 1945. The 
total investment before nationalization of life insurance was nearly 
Rs. 59 crores. 

The explanation for the rather low level of insurance investments in 
private securities lies in (i) the slow growth of insurance business itself; 
(ft) the practice, moderated only since the mid-fifties, of investing 
heavily in Government securities, and (iii) the relatively small number of 
private securities traded in the capital market till 1960. 

Banking in Two Decades; The twenty years spanning 1949 and 1969 
are a major landmark in the history of banking in India. It was in 
the year 1949 that the Banking Regulation Act was passed and in 1969 
fourteen major commercial banks were nationalized. These tw'o de- 
cades also covered the first era of planned economic development in 
which the banking system sought to adapt itself to the major changes in 
banb'ng structure and polic}'. 

The credit portfolio of scheduled banks rose faster (550 per cent) than 
deposits (420 per cent) in these twenty years. This sharper expansion 
reflects the pace of growth in the organized industrial sector. The 
banks had largely catered to this sector which in turn had put increasing 
reliance on bank credit in proportion to other sources of funds. Conse- 
quently, as a proportion of total credit, lending to industry rose from 
about a third (Rs. 152 crores) in 1950 to over two thirds (Rs. 2,068 
crores) in 1968. 

Within the industrial sector, the share of industries such as iron and 
steel, engineering, chemicals, cement and textiles showed significant 
increases. Out of a total of Rs. 2,068 crores (1968) as industrial advances 
Rs. 1 14 crores w'as given to State owned or State managed industrial 
concerns. Nearly 85 per cent of this credit amount went to public 
sector engineering, iron and steel, fertilizer and fuel oil manufacturing 
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industries and mining and electricity generation and distribution 
concerns. 

Other public sector industrial concerns which received bank credit 
were sugar, cotton textiles, chemical products, cement construction 
and shipping concerns. 

In this context must be mentioned the emergence of banks as term 
lending institutions in the last few years. Fifteen years earlier, 
they confined themselves to the short term credit needs of 
industry. With the establishment of the Refinance Corporation 
for Industry (subsequently replaced by the Industrial Development 
Bank of India), banks have been able to increase their involvement in 
this sector. This is in addition to the contribution made by the banking 
system to the capital stock and debentures of the specialized financial 
institutions. 

Objectives of Nationalized Banks: Nationalization of Banks came into 
force on July 19, 1969 and its broad aims promised a fair deal to the 
hitherto neglected sections of the community. The preamble to the 
Act says: "to control the heights of the economy and to meet pro- 
gressively and serve better the needs of development of the economy 
In conformity with national policy and objectives.” It will be the en- 
deavour of the nationalized banks to ensure that the needs of productive 
efforts of diverse kinds, irrespective of size and social status of the 
borrower and in particular (hose of farmers, small scale industries 
and self-employed professional groups are met in an increasing measure. 
It will also be a primary objective of nationalized banks to foster actively 
the growth of new and progressive entrepreneurs and to create fresh 
opportunities for backward areas in different parts of the country. 

These objectives called for extensive changes in the bank’s attitudes 
and methods of work. Particularly, it became necessary for them to 
reorient the concept of security for loans to pay special attention to 
the growth potential and developmental needs of local areas where the 
branches are situated, to take better care of underdeveloped areas and 
backward sections of the population, to forge close relations with de- 
velopmental and term financing institutions, to ensure that large 
borrowers do not have more access to (he resources of the banks than is 
actually required for production use and to prevent use of credit for 
speculative and unproductive purposes. 

Credit Guarantee Scheme; In order to cover the credit risks incurred 
by banks in granting loans to small scale industries, the ten year old 
Central Government’s Credit Guarantee Scheme was modified and 
brought into force on February 1970. Under the modified scheme, 
the guarantee is made available to all dipble advances on an automatic 
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basis in terms of an agreement executed by each approved credit insti- 
tution with the Guarantee Organization. The credit institutions which 
join the scheme are required to report all their eligible advances at 
quarterly intervals which form the basis for changing the guarantee fee at 
one tenth of one per cent per annum on a quarterly basis. This change 
in procedure is expected to expedite the flow of institutional credit to 
the small scale sector, particularly the weaker units. 

At the suggestion of the Guarantee Organization, 74 banks and 16 
State financial corporations have agreed to bear themselves the guarantee 
fee instead of recovering it from their constituents. With these guaran- 
tee facilities, credit institutions are expected to liberalize where nece- 
ssary, their terms of lending, particularly in regard to margin require- 
ments. Soft loans or loans on clean basis, wherever deserving, might 
be extended especially for schemes promoted by qualified teclmicians/ 
entrepreneurs. Where there is a default, the Guarantee Organization 
makes a swift examination of the possibility of its rehabilitation. In 
deserving cases the credit institution is urged to take on a programme 
of nursing. 

By the end of June 1971, 149 credit institutions including all the major 
commercial banks and state financial corporations and 56 co-operative 
banks had joined the modified scheme. The amount of guarantees 
outstanding on that date stood at Rs. 790.97 crores as against Rs, 661.77 
crores at the corresponding period in the previous year. Since the 
inception of the guarantee scheme (two years ago) claims of 200 guaran- 
tee obligations for an aggregate sum of Rs. 27.15 lakhs were paid to 
the credit institutions. However, at the end of March 1971, defaults 
which might eventually lead to settlement of claims, covered 1,799 cases 
for Rs. 589.04 laklis as against 463 cases for Rs. 141.97 lakhs at the end 
of June 1970. 

Small Scale Sector: Bank credit to small scale industries has also been 
growing in the second decade of 1949-69. Between 1960 and 1968, it 
had risen from Rs. 28 crores to Rs. 21 1 crores, and by the middle of 1969, 
it had further gone up to around Rs. 295 crores, thanks to the special 
efibrts of the banks. The tempo was maintained and by March 1971, 
total credit limits sanctioned reached the figure of Rs. 868.3 crores over 
and above the increase of Rs. 156.8 crores in the corresponding period 
of 1969-70. The number of units financed rose from 89,307 to 103,550, 
that is to say by 15.9 per cent. 

The share of industrially backward states in advances to small scale 
industries has gone up since June 1968, the increase being particularly 
marked in Andhra Pradesh, Bihar and Uttar Pradesh. 

Public SectorJBanks: The banks in the public sector accounted for 
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S9 per cent of the total outstanding credit to saiill scale industries, the 
share of the State Bank: of India group being 40 per cent. This group 
sanctioned credit limits of Rs. 320.4 crorcs which was Rs 28 crores over 
the 1970 level. The contribution of the 14 nationalized banks amounted 
to Rs. 459 crores at the end of March 1971, a rise of Rs. 47 crores. 

Loans sanctioned by the State Bank ^oup under their scheme for 
financing craftsmen and other qualified entrepreneurs amounted to 
Rs. 7.1 crores covering 562 units. This was more than double the quan- 
tum of loan and number of units in 1970. 

Following the State Bank’s lead, a number of banks, including some 
nationalized banks have drawn up special schemes for assisting qualified 
entrepreneurs who have worthwhile small scale industrial projects but 
do not have the finance. According to information available, seven 
nationalized banks had under their own schemes, sanctioned Rs. 1.35 
crores covering 540 entrepreneurs as at the beginning of December 1970. 


TABLE tni 

Bank Assblaticc to lodustrj 

Rs. iu crores 



1950 

ff 

total 

1963 

%yf 

total 

1. Shares and debentures 

14J7 

3.5 

77.40 

SJ 

2. Advances 

I52J6 

32 0 

2,06700 

67.5 






tioaal industnes 

8000 

21.5 

647.00 

20.7 

Total: 1 and 2 

J 66.73 

22.3 

2,144 40 

26.2 

PianCaCioos* 

35.06 

2.7 

57.62 

1.9 

Note- TraditioRals are cotton, jute, other textiles and su^r. 


*plantatioDS have been classiQed only froin 1961. 





TABLE UV 



Scheduled Banks' AdrsDces to lodutry as on March 31, 1968 





Rs. 

in lakhs 

S{. 




/i «rftf 

No. Industry 



Amount 

Of 





total 

1 . Cotton iginning. processing. 

spioiiing 

and 























5. C^l. other minins and quarrayme 









Ca) Heavy engioeeriQg 





tb) Light engioecruig 





7. Sugar 




53 
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1 

2 

3 

4 

8. 

Vegetable oils (including vanaspati, soap etc) 

4,324 

1.4 

.9. 

Chemicals, Dyes, Drugs fertilizers and pharma- 
ceuticals 

18,453 

6.0 

10. 

Public utilities (as transport and communica- 
tions, gas, electricity etc.) 

5,385 

1.8 

11. 

Cement 

3,941 

1.3 

12. 

Paper and paper products 

4,816 

1.6 

13. 

Rubber products 

2,016 

0.7 

14. 

Others 

38,615 

12.6 


Life Insurance Corporation of India: The total investments of Insurance 
Companies in India at the end of December 1955 amounted to Rs. 58.90 
crores. This was before nationalization of Life Insurance in 1956. 
As of March 1970, the total investments of the Life Insurance Corpora- 
tion of India amounted to Rs. 1,528.66 crores. This includes Rs. 14.40 
crores, the share of its General Insurance Department. Investments 
in Stock Exchange securities, loans and contribution to the initial 
capital of Unit Trust of India was Rs. 1420.10 crores. Of this amount, 
nearly Rs. 238 crores were invested in the shares and debentures of 
financial institutions which in turn assist private industry and co-operative 
credit institutions. An amount of Rs. 234 crores was invested in the 
shares and debentures of joint stock companies and Rs 5.37 crores in a 
joint sector imdertaking. 

Within the limitations of availability of sound proposals and adequately 
remunerative existing scrips. Life Insurance Corporation has made a 
conscious attempt to diversify investments both by States and industries 
in such a manner as to favour the relatively underdeveloped States and 
new industries. Even to the extent that it has purchased securities of 
traditional industries, in the open market, it has released funds for 
investments elsewhere. 

The Corporation has also taken considerable interest in imderwriting 
fresh capital issues. From its establislunent in September 1956 through 
June 1971, Life Insurance Corporation’s underwriting of new issues 
valued at over Rs. 150 crores. 

UnderuTiting of Private Sector Capital issues: The total value of capital 
issues through prospectus by non-Government public limited companies 
was Rs. 45.1 crores in 1956. The proportion of issues underwritten by 
different financing institutions rose from 5 per cent in 1956 to as much 
as 71.3 per cent in 1969-70. While the non-institutional sources in 
brokers and investment companies took up between 13 and 18 per cent 
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TABLE LV 

State-wise Distribution of Life lasarance Corporation lorestments as od31-3-70 


Rs IQ Jakhs 


Region and State 

Total 

'Aage of investment in 
the region to total 
in\estment in the region 

1 2 

3 

4 

1. Eastern Region 



(a) Assam 

24.12 51 


(b) Bihar 

61,47.33 


(c) Onssa 

46,75.50 


(d) West Bengal 

110.41.52 

11.23 

Total 

242,76.86 

24.69 

2. Northern Region 



(a) Delhi 

8,09.74 


(b) Haryana 

16.05.22 


(c) Himachal Pradesh 

27.01 

0.03 


1,66 36 



30.46.54 

3.10 

(f) Rajasthan 

40,13.27 

408 

(g) Uttar Pradesh 

68,66.97 

699 

Total 

165.35.11 

16.82 

3. SoutherQ Region 




70.41 03 

7.16 


3449.20 

3.S2 


53,09.42 

5.40 



aoi 

<e) Tamil Nadu 


10.05 

Total 

25^9547 

26.14 

4. Western Region 



ta) Gujarat 

89,75.12 

9.13 

(b) Madhya Pradesh 



(c) Maharashtra 



Total 

318.02.06 

32J5 

Grand Total: 

983.09.40 

100 00 


TABLE LVI 


Sector-nbe Dlstribotion of life Insurance Corporation laresttnents 


on Martfa 31, 1970 




Rs. in lakhs 


Atnount 

of total amount 


10.45.26.16 

73 6 

2. Cooperative Sector 






4. Private Sector 


16.5 

Grand total 

14,20,10.17 

1000 
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Aluminium 

Banks 

Cement 

Coal 

Cotton tutiles 

Dms, Chemicals & Ph 
Elect ricily 

Electrical gooJs 
Eneineerins 

Food, DrmK and Tob 
Insurance 

Investment Trust 

Iron & Keel 

Jute 

Managing Agents 
Matches 

Mining 

Mineral Oil 

Paper and Boards 
Plantations 

Railways 

Rubber Products 
Shipping and Transpo 
Sugar and bnnscriea 
Textiles (other than C 
Vegetable Oils 
Cooperative Housing 
Miscellaneous 

Total: 
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Uttar }Vcst 

Imlustry Punjab Rajasthan Tamil Nadu Pradesh Bengal Foreign Total 
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3. 

4. 

5. 

6 . 

7. 

8 . 
9. 

JO. 

11 . 

12 . 

13. 

14 


TABLE LVllI 

Life Insurance Corporation lOTestmeats in Private Sector by Industries 
(Rs in lakhs) 


Industry 


Aluramium 

Banks 

Cement 

Chemicals, Pharma & Dyes 
Coal 

Cotton TextUes 
Electricity 
Electrical Goods 
Engineermg 

Food, Drink A Tobacco 
Sugar & Brewenes 
Insurance 
Investment Trusts 
Iron & Steel 
Jute 

Managing Agents 

Matches 

Mining 

Mineral Oil 

Paper and Boards 

Plantations 

Railways 

Rubber Pwducts 

Shipping & Transport 

Textiles (other than cotton & jute) 

Vegetable Oils 

Miscellaneous 


December 31, 1957 March 31, 1970 


aa. 



7,35.28 



1,20 


1,92 



22,67.96 


17.51.02 



7.14 

41.88.81 


2,52.45 


7,29.20 

1,36 

2,30.10 

50 

2.9S.S4 



4,15 

5,61.15 


J.40.75 


84.91 

34 

85.15 

na. 

6^0.24 



J,35 

2,81.12 

71 

70 65 

n a. 

4.90.37 


85.41 

.89 


.33 


14,30 

11.98,96 


Total 6S,S3 2I7,«5.74 

n.a — Not available 


of the underwritings during 1965*66 through 1969-70, the bulk 
of the balance was taken up by the Life Insurance Corporation, 
tlie Unit Trust of India, the loduslrial Credit and Investment Cor- 
poration of India, commercial banks and the Industrial Finance 
Corporation of India in that order. As the largest underwriter in this 
category the Life Insurance Corporation's percentage has varied bet- 
ween 21 and 24. The Industrial Development Bank of India which 
went in for underwriting upto ISpercentin 1965-66 has been tapering 
oil in the next three years. Next to the Life Insurance Corporation the 
Unit Trust of India has entered the underwriting operation in a massive 
way. Its share after a modest start, has gone up to 20 per cent and 
above in 1968-69 and 1969-70. 

The main point of note is that the amounts underwritten have tended 
to grow steadily and the institutional underwriters have increased in 
number and become stronger. 

In the period between 1966 and 1970, the response of the ^neral 
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public has not been adequate. During the four year period response 
of the public reached a little over one-tliird of the total issue. In the 
next tliree years it has been less than 30 per cent and the institutions 
had to step in to make good the shortfall either as independent subs- 
cribers to the issue or in their capacity as underwriters. 


TABLE LIX 


Response of Public and Undemrifers 


Rs ia crores 




1966-67 

1967-68 

1968-69 1969-70 

1 . 

Number of Companies 

66 

71 

65 

47 

2. 

Total capital issues 

36.36 

60.14 

43.35 

43 

3. 

Offered to the public 

32.10 

41.07 

41.48 


4. 

Subscribed by public 

11.08 

17.35 

9.69 

11.78 

5. 

Underwritten 

30.84 


40.40 

39.89 

6. 

Subscribed by underwriters 

20.81 

23.66 

31.69 

29.53 



TABLE LX 





Underwriting 

Operations 1956 And 

1966-70 







Rs. in crores 



1956 

1966- 

1967- 

1968- 1969- 




67 

68 

69 70 


Total amount undenrritten Underwriters 

1. Life Insurance Corporation 

2. Industrial Development Bank 
of India 

3. Industrial Credit and Investment 
Corporation of India 

4. Unit Trust of India 

5. Industrial Finance Corporation 

6. Banks 

7. General Insurance Coys 

8. State Financial Corporations and 
State Industrial Development 
Corporations 

9. Industrial Investment Trust 

10. Investment Corporation of India 

1 1 . Promoters and Directors 

12. Others — Brokers etc. 


2.1 

30.84 

40.56 

40.40 

39.89 

0.2 

6.63 

9.67 

9.96 

9.46 


(21.5) 

(23.9) 

(24.7) 

(23.7) 

0.2 

4.58 

.62 

1.43 

2.03 


(15.0) 

(1.5) 

(3.57) 

(3.8) 

0.8 

4.45 

5.34 

5.87 

4.90 


(14.4) 

(13.3) 

(14.7) 

(12.3) 



2.61 

6.46 

8.79 

7.99 


(8.4) 

(16) 

(21.7) 

(20.0) 

— 

2.39 

1.41 

2.49 

1.48 


(7.7) 

(3.47) 

(6.2) 

(3.8) 

0.7 

2.37 

4.25 

2.81 

5.18 


(7.7) 

(10.5) 

(6.9) 

(13.0) 

— — 

1.91 

3.43 

•2.16 

2.25 


(6.2) 

(8.4) 

(5.3) 

(5.6) 

5.2 

2.07 

1.74 

1.48 

1.12 


(6.6) 

(4.37) 

(0.7) 

(2.8) 



0.5 

0.2 

0.2 

— 


(0.2) 



2.0 

— 

0.15 

3.5 

0.9 


(0.5) 

(0.8) 

(0.2) 

(0.5) 

— 

0.3 

15.0 

— 

■ — 


(0.1) 

(10.3) 



0.4 

3.57 

7.13 

5.30 

5.29 


(11.7) 

(17.1) 

(13.3) 

(13.37) 


Note: Figures in brackets denote percentage of total. 
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Vni. Financial lastitntions 

Beginning with the Industrial Finance Corporation of India (I.F.C.) 
in 1948, a number of institutions have been set up to provide long and 
medium-term finance to private industry. Apart from I.F.C. (there 
are the Industrial Credit and Investment Corporation of India {I.C.I.C.I.), 
National Industrial Development Corporation (N.I.D.C.), National Small 
Industries Corporation (N.S I.C.), Refinance Corporation for Industry, 
State Financial Corporations (S.F.Cs.), and State Industrial Development 
Corporations (S.I.D.Cs.). In July 1964, two new institutions came into 
existence: the Industrial Development Bank of India (I.D.B.I.) and the 
Unit Trust of India. The functions of some of these institutions over- 
lap but, by and large, they operate in different fields or owe their 
separate existence to certain unique background factors. 

The Industrial Finance Corporation is a statutory corporation which 
gives mainly long-term mortgage-type rupee loans to large and medium 
sized concerns, organized as public limited companies or co-operatives. 
Most of its loans have gone to established industries like sugar, paper, 
cotton textiles, chemicals, and metal products. For some years now, 
it has also gone to some extent into foreign currency loans, guarantee of 
deferred payments and loans, and underwriting of public issues of share 
capital. 

The Industrial Credit and fovestment Corporation of India (I.C.I.Cf.) 
was registered as a joint stock company in January 1955, sponsored 
first by the U.S. Aid Mission in India and later by the World Bank. 
The Government has no participation in its share capital but has advanc- 
ed Rs. 31.41 crores as loans, of which Rs. 7.5 crorcs is intercsi- 
frce and ranks after equity an<-' lU other liabilities for repayment. U.S., 
U.K., and West German inter Jls have participation in its share capital. 
Its principal business is to give forrign currency loans and underwrite 
public issues. It also gives mortgage-type rupee loans and subscribes 
directly to share capital. Most of its assistance has gone to new indus- 
tries like ferrous metal products, chemicals, machinery manufacture, 
and electrical equipment. 

Both I.F.C, and I.C.I.C.I. are national development banks, and though 
their spheres of activity have increasingly overlapped of late, but be- 
cause of the vast territory open to both, on the whole, there has grown 
more co-ordination than competition. The two have co-operated, along 
with other financing agencies, in joint underwriting and loan operations 
and in general consultation. 

The oripnal reason for setting up I.CI.Cl. se\ en jears after the establi- 
shment of I.F.C. was that the U.S. aid mis«on and the World Bank wanted 
to sponsor and finance a private non-statutory body which would among 
other things, transact business which I.F.C. then could not take up under 



610 


THE GAZETTEER OF INDIA 


TABLE LXI 

U.C. And LC.I.C.I. — Capital Rs. in lakhs 


I.F.C. as on LC.I.C.I. as on 
June 30, 1971 Dec. 31, 1966 


1. 

I.D3.L 

4,18 

— 

2. 

Scheduled Banks 

1,70 

87.04 

3. 

Insurance Companies 

1,80 

3.98 

4. 

Life Insurance Corp. and UTI 

— 

1,47.56 

5. 

Cooperative Banks 

67 

— 

6. 

Indian Companies 

— 

2,09.13 

7. 

Foreign Controlled Coj-s. 

— 

5.29 

8. 

Foreign shareholders 

— 

1,89.15 

9. 

Others 

— 

1,07.85 


Total: 

8,35 

*7,50.00 


I.F.C. and I.C.l.C.l. — 

Resources 




As on June 

As on Dei 



30, 1971 

31, 1970 

1. 

Paid up share capital 

8,35 

7,50 

2. 

Resources 

14,24 

8,23 

3. 

Investments and Repayment of rupee loans 

73,47 

11,00 

4. 

Market borrowings 

57,69 

— 

5. 

Govt, of India Loans 

77,32 

31,41 

6. 

Loans from RBI/IDBI 

1,24 

12,30 

7. 

Foreign credits 

35,47 

1,73,41 


Total; 

2,67,78 

2,43,85 


♦In view of the nationalization of 14 major banks and the take over 
Insurance Companies pending nationalization, the character of the sh^eholaings n^ 
undergone a change although the character of I.C.l.C.l, gs institution remains 
unchanged. 

TABLE LXn 

I.F.C. and LC.I.C.I. — Operations 

I.F.C. through June 30, 1971 LC.I.C.I. through Dec. 31, 1970 


Net Amount 


Net Amount 


Form of Assistance 

No. 

amount 
sanctioned 
(Rs. Cr.) 

disbursed 

(Rs. Cr.) 

amomt 

No. sanctioned 
(RS. Cr.) 

disbursed 

(Rs. Cr.) 

1. 

Loans: 

Rupee 

684 

2,38.67 

209.61 

161 

59.69 

42.91 

1,20.63 

1,63.54 


Foreign currency 

157 

43.58 

35.47 

442 

1,74.39 


Sub-total 

841 

2,82.25 

2,45.08 

603 

2,34.08 

2. 

Underwriting: 

Equity 

130 

11Z2 

1.19 

138 

18.83 

8.80 

6.53 

4 f 1 1 


Preference 

103 

7.06 

5.20 

100 

11.74 


Debentures 

21 

10.73 

7.58 

53 

- 23.47 

15.11 


Sub-total 

254 

29.01 

20.57 

291 

54.04 

30.44 

3. 

Direct subscription: 
Equity 

13 

0.54 

0.26 

66 

4.91 

4.71 

.94 


Preference 

4 

0.12 

0.05 

12 

1.96 


Debentures 

1 

1.82 

1.82 

3 

1.70 

1.50 

7.15 


Sub-total 

18 

2.48 

2.13 

81 

7.57 

4. 

Deferred Payment : 
Guarantees 

42 

28.46 

27.65 




— 

5. 

Guarantees for foreign loans 5 

23.47 

23.33 

— 

— 



Grand Total: 

1,160 

3.65.67 

3,18.76 

975 

2,95.69 

201.13 


(a) 70 cases cover equity preference or debentures. 

(b) 7 cases cover both equity and preference. _ ^ 

(c) Sanctions in respect of equity and preference shares in 75 cases have tseen 
accounted for separately 
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TABLE LXm 


U.C. ind I.CJ.Cj. — Distribirtim of Assistance by States 
Rs. in lakhs 


No. 

I.F.C. through June 30, 1971 I.CJ.CJ. through December 1970 
tr. . %tgcof No. of AVf Viflgeof 

cuaie/Temtory Units soietion total Units sanction total 

I. 

Andhra Pradesh 

32 







Assam 

6 

5,51.79 

1.8 

3 





25 

22^.61 

6.1 

18 



4. 


42 

26,17.91 

7.2 

92 




Haryana 

22 


27 

24 



6. 

Kerala 

16 


34 

IS 




Madhya Pradesh 

15 

9,M.89 

25 

8 




Maharashtra 

113 



224 




Meghalaya 








Mysore 

37 

22.15.01 

6.1 

30 




Orissa 

16 

H.1S.17 

30 

9 




Punjab 

11 



3 



13. 

Rajasthan 

13 



6 



14. 

Tamil Nadu 

61 

49,50.37 

13A 

60 

30,02 

104 


Uttar Pradesh 

39 


7.9 

24 



16. 

West Bengal 

71 

39,97.70 

109 

73 

24,80 

8.4 


Delhi 

4 






18. 

Andaman & Nicobar 







Islands 

r 



10 


14 

19 

Goa 

1 






20. 

Pondicherry 

I 

60.16 

0.2 

— 

— 

— 


Total: 

527 

3.65,67.32 

1000 

613 

2.9SD9 

100 0 


TABLE LXIV 


1 P,C> aod I.CLC.I. — Dlstributioo of Assistance by Industries 
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thereafter, the two operated in different 
fields. Over the last several years, however, private business has ex- 
panded and diversified so rapidly and foreign exchange has become so 
scarce that both I.F.C. and I.C.I.C.I. have had to widen their spheres of 
activity, thus resulting in some functional overlap. The financial needs 
of private industry are, however, so large and diverse that there is room 
for more than one development bank. Moreover, each of the 
institutions has carved out a place for itself among various industrial 
and regional groups. 

With regard to ownership, I.F.C. is in the public sector and I.C.I.C.I. 
in the private sector. The latter, however, has also received consider- 
a e o\ eminent assistance in the form of loans and the Life Insurance 
Corporation is its largest single shareholder. I.C.I.C.I. has much larger 
oreign currency resources both absolutely and in relation to total re- 
sources, though this difference is narrowing down somewhat as I.F.C. 
acquires more foreign currencj' resources. Because it is seven years 
o er, because of its public obligations (e.g., assistance for cooperative 
sugar miUs), and because it gives individually larger loans on the overage, 
l.r.C. has done much more business than I.C.I.C.I. 

Policy Changes: Following the recommendations of the Industrial 
Licences Policy Inquiry Committee, the Central Government, in 
anuary 1970, made certain changes in policy in regard to assistance 
rom public financial institutions. Having accepted the joint sector 
concept (a recommendation of the Inquiry Committee), Government 
. ^ there should be a greater degree of participation by the 

institutions in management, particularly at policy levels, in the case of 
m^or projects involving substantial assistance. 

owrnment also decided that public financial institutions should as 
part o their arrangement regarding future loans exercise the option for 
converting loans and debentures into equity, either wholly or partly, 
n reject of current loans or debentures, financial institutions should 
have discretion to negotiate conversion in cases of default. In all cases 
where such conversion has been effected, there should be provision for 
nomination of Directors on the Boards of the assisted concerns. Guide- 
ines have accordingly been given by Government to the all-India finan- 
cial institutions namely: the Industrial Development Bank of India, the 
^dustnal Credit and Investment Corporation of India, the Industrial 
inance Corporation of India, the Life Insurance Corporation of India 
and the Unit Trust of India. 

In terms of these guidelines, it has become obligatory on those insti- 
tutions normally to affiliate a condition for option to convert a part of 
t e oan into equity in all cases where the aggregate financial assistance 
excee s Rs. 50 lakhs. In cases where the aggregate exceeds Rs. 25 lakhs 
u oes not exceed Rs. 50 lakhs, the condition for the inclusion of the 
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convertibility clause has been left to the discretion of the financial 
institutions. 

The convertibility clause will not apply to sub-loans m foreign currency 
granted by Indian financial institutions out of foreign currency lines of 
credit made available directly to them by foreign institutions. But the 
clause will apply to all loan agreements/debentures issued covering rupee 
assistance from the financial institutions to industrial concerns to enable 
them to purchase foreign exchange from foreign lines of credit operated 
by the Government of India or from any other source abroad. 

In settling the terms of conversion, consideration will be given to 
factors such as the nature and importance of the industry, the likely 
gestation period of the project, the debt-equity gearing, the projected 
profit potential, prospects of expansion, etc. In respect of existing 
companies wth resource created out of past profits, in fixing the issue 
price of the share, consideration will be given to factors such as the 
market value of the share, break-up value, dividend record, current 
and projected profitability, etc. J.F.C. assistance is, regionally, more 
dispersed than that of I.C.I.C.I, partly in pursuance of a Government 
directive to it. The distribution of their assistance by industries 
indicates that both have a diversified portfolio, though I.F.C, has 
a larger concentration ofi merest in lighter industries. 

Industrial Finance Corporation of India: The Industrial Finance Corpora- 
tion is the largest and the oldest long-term industrial Snandng institu- 
tion in India. It was set up in 1948 by an Act of Parliament “for the 
purpose of making medium and long-term credits more readily available 
to industrial concerns in India, particularly in circumstances where 
normal banking accommodation is inappropriate or recourse to capital 
issue methods is impracticable.” Its charter permits I.F.C. to finance 
public limited coinpam'es and co-operative societies which are registered 
in India and are engaged in the manufactuie, presers’ation or processing 
of goods, shipping, mining, hotels, and generation or distribution of 
power and gas. Originally it was expected to finance manufacturing 
and processing enterprises only. Under a Central Government decision 
in 1970, public sector undertakings, which are set up as public limited 
companies, can also seek assistance form I.F.C. on the same basis as 
the private sector. Final assistance on concessional terms, is available 
for setting up industrial projects in certain industrially less developed 
areas notified by the Central Government. I.F.C. finances not only new 
industrial projects but also renovation, modernization, expansion or 
diversification of existing enterprises only. The Corporation is required 
to “act on business principles due regard being paid to the interest of 
industry, commerce and the general public.” 

I.F.C. extends assistance to borrowers In various forms though, for a 
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long time, it practically confined itself to first mortgage loans repayable 
within a maximum period of 25 years (maturities generally being 12 to 
15 years), normally upto one-half of the value of net fixed assets and/ 
or secured by Government guarantees. It lends upto 65 per cent of the 
value of fixed assets in the case of co-operative industrial concerns and 
upto 60 to 65 per cent in other cases where the foreign exchange compo- 
nent is more than 60 per cent of total capital expenditure. In many 
cases, it has also insisted upon an unlimited guarantee from managing 
agents or key directors, but since 1964 this condition has been generally 
relax^. Lately, it has accepted bank guarantees in lieu of mortgages. 
In addition, it could underwrite capital issues but took a number of years 
to enter this field. A series of amendments to its charter since 1957 
have enabled it to guarantee deferred payments to suppliers and loans 
due from any eligible concern to a financing agency within or outside 
n la, to convert loans into equity or invest in equity, and to disburse 

oreign currency loans obtained from any foreign or Indian financial 
institution. 

Projects to be eligible for assistance must be part of the Five Year 
ans and should have obtained (i) the necessary licence under the 
ndustries Development and Regulation Act 1951; (ii) consent from the 
ontroller of Capital Issues for issue of shares, debentures and mortgage 
oans; and (iii) preferably preliminary clearance from the Capital Goods 
Committee of the Government when the import of equipment is involved. 

esi es, the projects should be commercially viable, have sound manage- 
mem, and the sponsors themselves must provide a reasonable proportion 
of the finance needed, wth a sound debt-equity ratio. 

oans are given for the purchase of new machinery, renovation or 
repla^ment of old machinery, construction of factory buildings, and 
pure e of land for factory sites. Finance is not available for purchase 
o mw materials. Inventory is not accepted as security. Loans for 
wor ng capital or repayment of existing liabih'ties are given only in 
exceptional cases. The rate of interest on all rupee loans was 7 per cent 
per annum, with a rebate of 0.5 per cent for punctual servicing. 1 Since 
July 1962, it was progressively raised and from December 1970, the rate 
as stood at 9% subject to rebate for punctual payment of 
pnncipal and interest. Concessional rates are applicable to loans to 
small or medium size projects in areas notified by the Central Govern- 
ment as industrially less developed. The net rate of interest on foreign 
currency loans is sfightly higher at 9J-% with the rebate. 

Ownership. The Corporation has an authorized share capital of Rs. 10 
CTores of which Rs. 8.34 crores is paid up, comprising 20,000 shares of 
Rs. 5,000 each. The Government has guaranteed the repayment of the 
principal of share capital in the event of winding up the Corporation, 
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and also a dividend of 2.25 per cent per year on all the 10,000 shares 
issued till 1961, and 4 per cent per year on the additional share capital 
of 3.34 crores raised since then. Consequently, the shares are approved 
securities for trusts, banks and insurance companies. In 1953 and since 
1957, the Corporation has paid dividends out of its own profits. The 
accumulated liability to the Government on account of the dividend 
subvention, i.e., the difference between the dividend guaranteed by the 
Government and the profit available for distribution, in the earlier years 
was extinguished in June 1962. 

The broad pattern of ownership of share capital is laid down by 
charter. Ownership is not open to individuals. Since June 1964, the 
pattern of ownership changed. I,D.B.I. together with the entire hol- 
dings of the Government and the Reserve Bank, has 50 per cent of total 
share capital. 

At its inception, the intention was that the Government, directly and 
through the Reserve Bank, would have a minority participation in share 
capital. The subsequent nationalization of life insurance companies, 
and the Imperial Bank as well as the nationalization of 14 major banks 
in 1969 and the recent take over of General Insurance Companies 
(pending their nationalization) has given an overwhelming majority to 
the Government and other public sector entities. The management 
of the Corporation is autonomous, subject to certain safeguards and 
restrictions and policy directives from the Government, which powers 
has'e since been transferred to I.D.B.I. 

Management: Management is tested in a Board of Directors, consist- 
ing of a fvlUtime Chairman and four other directors appointed by the 
Industrial Development Bank, two directors nominated by the 
Central Government and two directors elected each by Scheduled Banks, 
insurance concerns, trusts etc., and co-operative banks making 12 
directors in all. Initially, the Corporation had a leading industrialist 
as part-time Chairman, and a full-time Managing Director, who had 
long experience in banking. The change to the present set-up w'as 
made in 1955, to implement one of the recommendations of a commi- 
ttee of enquiry appointed by Parliament in 1952. Since 1955, the three 
successive Chairmen have been senior civil servants on loan from the 
Government. In 1970, the seiuor most officer of the Corporatton was 
appointed Chairman, the first such appointment since the Corporation 
was set up. The Board is required to meet at least once in three months 
and actually meets once a month. In an emergenej-, such as an urgent 
need for additional assistance or early disbursement of a loan already 
approved or steps necessary to protect the Corporation's interest, the 
Chairman can exercise all the powers of the Board (this contingency 
arose only on a few occasions). The Corporation has six advisor)- 
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committees, one each for textiles, engineering, sugar, chemicals, jute 
and miscellaneous groups of industries, which help in appraising pro- 
jects. The committees include persons who have specialized knowledge 
and experience of particular industries, and are drawn from the Govern- 
ment and the private sector. 

has fiv’e branch offices and one sub-office in addition to the head 
office at New Delhi. Its accounts are audited by the Comptroller and 
Auditor General, besides two commercial firms of auditors elected by 
non-Government shareholders. 

Government Control: Apart from the nomination of two directors, the 
Government had power under the original Act to give directives on 
questions of pohcy but was not to interfere in routine -management. 
From 1948 through 1959, seven formal directives were received by the 
Corporation. In addition, it agreed in 1956 to a suggestion from the 
Government to extend special assistance to co-operative processing 
factories. Such assistance, almost wholly to co-operative sugar mills, 
account for nearly one fourth of its total net sanctions. The directives 
required the Corporation, among other things, to assist as far as practic- 
able in the industrial development of backward areas, to require borrow- 
ing concerns to seek I.F.C. approval before declaring dividends above a 
certain limit, to keep generally a mim'mum margin of 50 per cent against 
fixed assets in making loans, to inform the Government regarding loans 
exceeding Rs. 50 lakhs to disclose the names of all borrowers, to mini- 
mize the time-lag between approval and disbursement of loans, and to 
seek prior Government approval for more than three loans to a single 
party dr where the aggregate of loans to the party exceeds Rs. 1 crore 
and to refer to the Ministry of Finance for orders” all cases where the 
total loans granted to “industrial concerns which are owned, managed 
or controlled by a closely connected group of industriah'sts exceed” 
Rs. I crore. The power to issue directives is now vested in I.D.B., and 
ffie limit of loans to individual concerns or groups without prior 
Government permission has been raised to Rs. 2 crores. 

Apart from these policy directives, the general mecham’sm of planning 
and the presence of official representatives on the Board are conducive 
to co-ordination with Government policy. The Corporation makes 
use of Governmental machinery for the appraisal of projects but, in 
addition, makes objectives and detailed enquiries on its own into the 
merits of each proposal. There is no record of political interference in 
its working. As a matter of public obh'gation, it has played an im- 
portant role in the development of co-operative sugar factories. 

Operations; TJie Corporation does not give rupee loans of less than 
Rs. 10 lakhs. This field is left by convention and agreement to State 
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liaancial corporalions. There is no upper limit on loans but, as always 
stated, rupee loans exceeding Rs. 1 crore required prior approval of the 
Coverninent till 1964; till 1961, such loans required a Government 
guarantee of repayment of principal in addition to other security. For 
large projects, I.F.C. can and does arrange for participation by other 
financial institutions such as I.C.I.C.I., the Life Insurance Corporation, 
banks, etc., and foreign agencies such as the Commonwealth Develop- 
ment Finance Company of the U-K. 

From 1948 through June 1971, I.F.C. obligated assistance aggregating 
over Rs. 365 crores, disbursed nearly Rs. 319 crores. The total amount 
written off from portfolio, till 1956-57 amounted to Rs. 50 lakhs and 

TABLE LXV 

I.F.C. AssijCaoce — Jniy 1948 through June 1971 

(Rs. jn crores) 


L Loans; 

—Rupees 

— Foreign currency 
Tcul: 


2 Underwritings: 
—Equity 
—Preference 
— Debentures 


7.79 6.64 

5J0 4.24 

7.58 4.73 


3. Direct Subscriptions: 
—Equity 
—Preference 
—Debentures 


2.13 2.41 

267.78 177.43 


4 Guarantees for deferred 
payments: 


3 Guarantees for loans from 
foreign financial institutions 


Total 
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since then it has been only Rs. 8 lakhs upto 1971. As a measure of 
prudence, however, the Corporation has so far set apart Rs. 1.54 crores 

TABLE LXVII 

I.F.C. — Net Financial Assistance Sanctioned and Disbursed Year-Wise fronr 
July 1, 1948 to June 30, 1971 

(Rupees in crores) 

Net financial assistance sanctioned Amount disbursed 

Year — 

ended Deferred Under- Deferred Under- 

June 30 Loans Payments writings Total Loans Payments writings Total 

Guarantees! Guarantees/ 

Foreign Loans Foreign Loans 


1 

2 

3 

4 

5 

6 

7 

8 

9 

Prior To First Plan 







1949 

3.25 

— 



3.25 

1.33 



1.33 

1950 

2.90 

— 

— 

2.90 

2.08 





2.08 

1951 

1.98 

— 

— 

1.98 

2.38 



2.38 

Total 

8.13 

— 

— 

8.13 

5.79 

— 

— 

5.79 

First Plan 








1952 

3.20 

— 


3.20 

1.78 



1.78 

1953 

0.53 

— 

— 

0.53 

2.50 


- 

2.50 

1954 

4.10 

— 


4.10 

2.82 


— - 

2.82 

1955 

5.13 

— 


5.13 

1.64 


- 

1.64 

1956 

14.06 

— 

— 

14.06 

2.20 




2.20 

Total 

27.02 

— 

— 

27.02 

10.94 

— 

— 

10.94 

Second Plan 








1957 

9.15 

— 


9.15 

9.78 




9.78 

1958 

5.93 

1.82 

0.75 

8.50 

8.33 



8.33 

1959 

2.77 

0.27 

0.87 

3.91 

7.48 


0.66 

8.14 

1960 

12.62 

6.06 

0.10 

18.78 

8.41 

2.09 

0.17 

10.67 

1961 

18.58 

8.29 

1.84 

28.71 

6.62 

13.02 

0.48. 

. 20.12 

Total 

49.05 

16.44 

3.56 

69.05 

40.62 

15.11 

1.31 

57.04 

Third : 

Plan 








1962 

19.05 

0.32 

0.73 

20.10 

10.79 

0.44 

0.24 

11.47 

1963 

21.15 

8.88 

*4.99 

35.02 

14.11 

4.33 

*3.99 

22.43 

1964 

25.11 

7.74 

4.85 

37.70 

16.03 

3.89 

1.96 

21.88 

1965 

19.61 

3.92 

3.55 

27.08 

19.79 

14.35 

3.66 

37.80 

1966 

21.60 

1.35 

3.96 

26.91 

23.99 

2.17 

4.48 

30.64 

Total 

106.52 

22.21 

18.08 

146.81 

84.71 

25.18 

14.33 

124.22 

Annual Plans 








1967 

12.35 

4.00 

1.87 

18.22 

29.52 

5.64 

2.90 

38.06 

1968 

15.86 

0.85 

1.48 

18.19 

23.35 

2.61 

1.06 

27.02 

1969 

23.93 

0.40 

2.42 

26.75 

15.03 

0.28 

1.68 

16.99 

Total 

52.14 

5.25 

5.77 

63.16 

67.90 

8.53 

5.64 

82.07 

Fourth Plan 








1970 

12.46 

0.29 

1.19 

13.94 

16.86 

0.34 

0.85 

18.05 

1971 

30.97 

0.42 

3.80 

35.19 

16.28 

0.20 

0.87 

17.35 ' 

Total 

43.43 

0.71 

4.99 

49.13 

33.14 

0.54 

1.72 

35.40 

Grand 









Total 

282.25 

51.93 

31.49 

365.67 

245.08 

50.98 

22.70 

318.76 


*Includes direct subscription of Rs. 2.48 crores. 
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as revenue for doubtful debts. In 1970-71, administrative expenses 
came to only 3.5 per cent of gross income. Total net assistance sanc- 
tioned upto June 30, 1971 amounted lo Rs. 365.67 crores covering in all 
1,160 applications and 527 industrial projects. Disbursements added 
upto Rs. 318.76 crores of which Rs. 267.78 crores were in cash. The 
outstandings stood at Rs. 198.13 crores. 

The total disbursement of Rs. 267.78 crores was financed as follows : 


TABLE LXVIII 

SourCK of I.F.C. Flnaoce 1948 to June, 1971 

(Rs. in crores) 


1. 

Paid up share capital 

8.35 

2. 

Reserves 

14 24 

3. 

Repayments of loans, etc. 

73 47 

4 

Loans from Government 

77.32 

3. 

Loans from Reserve Bank of India 

1.24 

6. 

Foreign credits 

33 47 

7. 

Bonds 

37.69 


Total: 

267.78 


Repayment of Bond issues, principal and interest are guaranteed by 
the Government of India. The facility of loans from the Government 
as and when resources are headed has enabled the Corporation to mini- 
mize idle cash. Such drawing facilities would, apart from P.L. 480 
funds, now be available from I.D.B.I. and not Government. In addi- 
tion, it has a short-term overdraft arrangement of upto Rs. 3 crores at 
the Reserve Bank. 

Under its charter, I.F.C, can borrow in rupees and incur contingent 
liabilities upto ten times its paid-up share capital and free reserves, and, 
in addition, raise long-term deposits of upto Rs. 10 crores, which it has 
not exploited so far. Foreign currency borrowings arc outside the 
above mentioned ceiling but require prior Government approval. 

Foreign Currency Loans: As the only institutional lender of long-term 
industrial finance till the setting up of new agencies after 1954, I.F.C. 
realized the need for a foreign currency loan soon after it was establish- 
ed. It approached the World Bank several times without success. 

In August 1951, long before the foreign e.xchange position deteriorated, 
I.F.C, approached I.B.R.D. for assistance. The Bank sent a Mission in 
May 1952 to make a detailed study of the Corporation’s working. The 
seventh annual report of I.B.R.D. (1951) stated that “In May 1952, 
Bank representatives carried on discussions of possible assistance to 
the Industrial Finance Corporation, a private institution for providing 
medium and long-term credit lo industry. It is expected that negotia- 
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tions for a loan to the Corporation will begin soon.” Most of the 
suggestions made by the Mission to improve its operations were accepted. 
Thereafter, I.B.R.D. agreed to open negotiations for a loan of $8 million. 
In July 1952, the terms and conditions of the loan were finalized in 
Washington. Subsequent!}', the Corporation submitted 16 projects re- 
quiring foreign e.xchange for scrutiny and approval. At the end of 1952, 
the I.F.C. Act was amended in accordance with the I.B.R.D.’s sugges- 
tions. During the passage of the amending bill in Parliament, some 
members demanded an enquiry into the working of I.F.C. The Govern- 
ment and the World Bank thereupon agreed to defer the loan till after 
an investigation into the Corporation’s affairs. In September 1955, 
a number of changes were made in the Corporation’s charter, and a full- 
time Chairman was appointed. The World Bank had, in the mean- 
while, actively sponsored the setting up of I.C.I.C.I. I.F.C.’s application 
was renewed in 1956 and negotiations were re-opened in March 1957. 
The prospect of securing a credit of SIO million (against S60 million 
requested) appeared bright at one stage but later (in 1957 or 1958) the 
negotiations faded out when I.B.R.D, indicated its intention to channe- 
lize its lending to the private sector exclusively through I.C.I.C.I. 

In 1961, I.F.C. renewed its efforts to secure an I.B.R.D. loan but 
with no success. I.B.R.D. took the position that it could not finance 
two development banks in one country. 

Failing I.B.R.D., I.F.C. turned to the U.S. Development Loan Fund, 
the only other foreign exchange lender at the time. Negotiations in 
1960 resulted in an agreement being signed for a $10 million loan. The 
oan requires the Government to be guarantor and primary obligator; 

It carries interest at 5 per cent per annum,, and is repayable i/i nipees 
over 15 years. 

The U.S. Agency for International Development successor to D.L.F., 
granted two times of credit aggregating $26.88 million in 1961 and 1964. 


TABLE LXIX 

I.F.C. Foreign Currency Loans Sanctioned npfo June, 1971 


Currency 

No. of Siib-loans 

Foreign Currency 




(million) 

Rs. Lakhs 

U.S. Dollars 

57 

S 

26.92 

1,976.52 

Pound Sterling 

3 

£ 

0.12 

21.50 

West German DM 

103 

DM 

105.04 

2,139.48 

French Francs 

n 

Fr. 

12.97 

177.48 

Total 

174 



4,314.98 


Note: These sub-loans were in respect of 157 applications. 


Kreditanstalt, the West German Reconstruction Loan Corporation, 
as, beginning from 1961, given the Corporation nine loans totalling DM 
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112.5 million, the last credit given m 1970. The initiation for the first 
loan came from West Germany which allocated DM 15 million to I.F.C.. 
out of DM 100 million extended to India m 1961. DM credits are 
fully convertible for purchase in U.S A., Britain. West European coun- 
tries and Japan. 

The French credit of 7,715 million finsUized at the end of 1962, was 
mostly intended for the import of capital of goods from France. A 
British loan of £1 million was secured in 1970 under the U.K. India 
Capital Investment loan, for the import of capital goods from U.K. 

Industrial Credit and Iniestment Corporation of India: The Industrial 
Credit and Investment Corporation of India was registered as a public 
limited company in 1955. The idea of setting up a private develop, 
ment bank originated with the U.S. aid mission which wanted to place 
P.L. 480 counterpart funds with a private agency but could not make 
much progress perhaps, due to the lukewarm attitude of the Govern- 
ment of India. The idea crystallized only when I.B.R.D. came into the 
picture in 1954. I.B.R.D. took over the informal steering committee of 
top Indian businessmen, which the U.S. aid mission had set up earlier. 
The committee was later transformed, with some additions, into the 
Board of Directors of the Corporation. The status of its members, 
sponsorship by I.B.R.D., and the selection of a British financial expert 
to head the management for some years, helped the new institution to 
secure participation in share capital from the Commonwealth Develop- 
ment Finance Company and British banks, as well as Bank of America, 
Westingbouse Corporation, RockefeUers, and OUn Malhicson. 

Its memorandum states that the object of I.C.I.C.I. is to carry on the 
business of assisting industrial enterprises within the private sector of 
industry in India in general by assisting in the creation, expansion and 
modernization of such enterprises; (ii) entmuraging and promoting the 
participation of private capital, both internal and external, in such 
enterprises; (iii) encouraging and promoting private industrial invest- 
ments and the expansion of investment markets; and in particular by 
(a) providing finance in the form of long or medium-term loans or 
equity participations; (b) sponsoring and underwriting new issues of 
shares and securities; (c) guaranteeing loans from other private invest- 
ment sources; (d) making funds available for reinvestment by revolving 
investments as rapidly as prudent, and (e) furnishing managerial, 
technical and administrative advice and assisting in obtaining managerial, 
technical and administrative services to Indian industry. 

I.C.I.C.I. gives financial assistance to joint stock companies for the 
purchase of capital assets through (a) underwriting of public and private 
issues and offers of sale of industrial securities,' (b) direct subscription 
to securities, (c) rupee loans upto one-half the net value of fixed assets 
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(secured by first mortgage)* repaj'abic over periods upto 15 years, (d) 
foreign currency sub-loans out of I.B.R.D. and other foreign exchange 
credits to finance import of capital equipment and technical services, 
and (e) guarantee of loans made by other institutions, domestic or foreign. 

Originally, there were no limits with respect to the amount of assistance 
to individual concerns, but later a lower limit was fixed at Rs. 500,000 
and an upper limit at Rs. 1 crore; the latter limit appUes to foreign 
currency sub-loans to a group of closely affiliated companies as well. 
I.C.I.C.I. can and does, nevertheless, help borrowers to get larger 
amounts by securing the co-operation of other financing institutions, 
both Indian and foreign. This co-operation is sought, in fact, even 
for modest amounts. In other words, I.C.I.C.I. is prepared to consider 
any proposal from anybody, provided the promoters make a substan- 
tial contribution to the total resources required, and the enterprise has 
or promises to obtain experienced management and expert technical 
personnel or advice. Sometimes, it appoints a director on the board 
of the borrower to safeguard its interests, but it does not seek partici- 
pation in management; but this has since been modified under a 
directive from the Government of India referred to earlier in pursuance 
of the recommendation of the Licensing Policy Inquiry Committee. 

I.C.I.C.I. turns over its investments to recoup liquidity and to promote 
wider distribution of ownership, but it does not give any commitment 
to the promoters regarding maintenance of market value or timing and 
amount of sales of holdings. The rate of interest at the end of 1964 
was 7 per cent on rupee loans and 8 per cent on World Bank sub-loans. 
Besides, in many cases, it takes participation in profits, if the borrowing 
concern is narrowly owned, or retains the right to convert loans into 
equity if the borrower is widely owned. This policy has been extended 
to a few foreign currency sub-loans also. 

Applications for all forms of assistance, including guarantees and 
underwriting, undergo a process of detailed and thorough appraisal 
which goes into the background of the company or promoters, basic 
soundness of the project, total cost and means of financing the entire 
project, market prospects, profitability, management, and Government 
consents. 

As mentioned earlier, I.C.I.C.I. has a paid up share capital of 
Rs. 7.50 tTores. Its authorized capital is Rs. 25 crores. It is the only 
long-term financing institution in India with foreign shareholders from 
the U.K., U.S.A. and West Germany. 

The West German banks became shareholders by acquiring part of 
the U.S. interest. The capital subscriptions of the foreign shareholders 

*This limit has been relaxed in favour of a few projects which had a high foreign 
exchange component, which provided a bank guarantee in addition to other security, 
and were expected to have satisfactory earning capacity. 
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were surrendered to the Reserve Bank and are not, therefore, available 
for foreign currency loans. Their rupee equivalent is part of the total 
resources available for assistance. 


Management: The management of the Corporation is vested in a 
Board of Directors, which consists of a Chairman, a Deputy Chairman 
who is also Managing Director and 12 other directors, of whom one is 
a Government director and one each represents British and American 
shareholders. The Government is entitled to nominate a director so 
long as its loans remain outstanding. Another Government Director 
is elected. Since 1970 the L.I.C. represented on the Board. The 
I.C.I.C.I. has decided to have on its board a representative of the 
nationalized banks. 

Nearly all the directors are wcll-knowniop industrialists and financiers. 
Some reshuffling was done in 1958. it is believed, at the initiative of 
I.B.R.D., to make the Board more broad-based. The Chairman does not 
have any emergency powers to approve assistance and can only authorize 
implemeRtatioR of the Board’s decisions 

In appraising various projects, particularly those in new industries 
like organic chemicals, the Corporation takes the advice of outside 
experts or advises borrowers to employ consultants, if they do not have a 
really satisfactory foreign technical collaboration. Routine projects are 
processed by the Corporation’s own technical appraisal division. It 
has no advisory committee. Apart from the Head Offlee in Bombay, 
the I.C.I.C.I. has two regional offices in Calcutta and Madras. 

The Government has no powers of control over the Corporation, 
apart from the right to nominate a director and to intervene in the 
event of a substantial redistribution of equity ownership and/or 
impairment of share capital. As with the several other development 
banks promoted by it, I.B.R.D. exercises a degree of supervision 
through periodical appraisals and suggestions for improvement. In 
1958, I.B.R.D. loaned one of its top experts to advise and assist 
I.C.I.C.I. for some time. 

Operations: From 1955 through December 1970, I.C.I.C.I. obligated 
assistance of Rs. 295.69 crores in 975 operations, disbursed Rs. 201.13 
crorcs. The assistance has been fairly widely distributed geographi- 
cally, but there is some concentration in a few states. 

The largest single foreign currency loan of Rs. 1 crore was given 
with prior I.B.R.D. approval to Scindia Steam, the biggest shipping 
company in India, for the purchase of ships. Normally, I.C.I.C.I. seeks 
the participation of other institutions in giving a loan of this size, but 
made an exception in this case. Since then 14 companies have been 
given similar loans. 
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TABLE LXX 


State-Wise Distribution of Financial Assistance since Inception upto Dec. 1970 


State or Territory 

No. of Coys. 

Net Sanctions 

y[flge to total 
sanctions 

Andhra Pradesh 

14 

1,082 

3.7 

Assam 

3 

190 

0.6 

Bihar 

18 

2,014 

6.8 

Gujarat 

92 

3,623 

12.3 

Harj-ana 

24 

838 

2.8 

Kerala 

15 

399 

1.3 

Madhya Pradesh 

8 

552 

1.9 

Maharashtra 

224 

10,851 

36.7 

Karnataka 

30 

1,549 

5.2 

Orissa 

9 

652 

2.2 

Punjab 

3 

23 

0.1 

Rajasthan 

6 

545 

1.8 

Tamil Nadu 

60 

3,062 

10.4 

Uttar Pradesh 

24 

1,288 

4.4 

West Bengal 

73 

2,480 

8.4 

Union Territories 

10 

421 

1.4 

Total; 

613 

29,569 

100.00 

TABLE LXXI 


I.C.I.C.I. Assistance from 1955 to 1970 . 

(Rs. in crores) 




No. 

Net Amount 
Sanctioned 

Amount 

Disbursed 

1. 

Rupee loans and guarantees 

161 

59.69 

42.91 

2. 

Foreign currencies 

. 442 

174.39 

120.63 


Total: 

603 

234.08 

163.54 

3. 

Undenviriting 

291 

54.04 

30.44 

4. 

Direct subscriptions 

81 

1.S1 

7.15 


Grand Total: 

975 

295.69 

201.13 


In initial years, the demand for foreign currency loans was slack 
because imports of capital equipment were being financed out of free 
foreign exchange and, for some time thereafter, under deferred pay- 
ment arrangements. The demand for underwriting and share capital 
participation, on the other hand, was relatively brisk, except in 1957. 
Since 1958, demand for both foreign currency and rupee loans has picked 
- up. Until I.F.C. got a D.L.F. loan, and received permission to take up 
equity, I.C.I.C.I. was the only lender of foreign exchange and the only 
institution that could offer a comprehensive package of different forms 
of assistance. Even now though I.F.C., I.D.B. and the Unit Trust 
have entered the field, I.C.I.C.I. remains pre-eminent as underwriter and 
lender of foreign exchange. 

The Corporation has operated profitably. A dividend of 10 per cent 
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TABLE LXXII 


Industry-wise 

DlstributiMi of Financial Assistance 

(Rs. in lakhs) 

Industry 

Net Sanctions 

'%pge of Total 

Automobiles and cyxies 



Cement 



Chemicals and retro<hemicaIs 

6.439 

21.8 


2,449 

83 


735 

2 5 


30S 

I.l 


812 

2.7 


• 2.959 

100 


4.125 

14.0 


1,060 

36 

Pulp, paper and paper products 

1,451 

49 

Rubber products 

988 

33 

Shipping 

1.757 

5.9 


269 

0.9 

Textiles 

2,017 

68 


181 

06 

Miscellaneous 

963 

33 

Total 

29,569 

100.00 


TABLE LXXIII 


I.C.I C.[. Sources of Finance from 1955 to Dec., 1970 




Rs. in crores 

1. Share capital 


7.50 

2, Reserves 



3, Sale of investments 



4. Government of India loans 


5. l.D.B I. loans 


12.30 

€. Foreign currency loans 


173.41 

Total: 


243 85 


was declared in 1970. As at the end of 1970, its interest rates were SJ 
per cent on rupee loans and 9 per cent on foreign currency loans. 

The first Government loan, advanced to I.CI.C.I. in 1955, w^ for 
Rs. 7.5 crores free of interest, for 30 years, repayable in 15 annu^ instal- 
ments beginning in 1970. It is subordinate to all liabilities and 
The second Government loan, Rs. lOcrorcs given in 1959 out of P-L. 
funds, carries interest at 4J per cent per annum on amounts drawn and 
outstanding, repayable over 20 years, in 10 annual instalments 
ing 10 years after withdrawal. This loan is subordinate only to I.B.R.U. 
loans. These two rupee loans were fully utilized by the end of 963. 
It secured a third loan of Rs. 10 crores, from P.L. 4S0 funds, 
of which Rs. 7.5 crores was drawn during the year. In June 
received Government permission to raise tlie share capital by s - 
crores to Rs. 7.5 crores. 
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Foreign Currency Loans: As the institution providing the largest 
amount of foreign currency loans to the private sector, I.C.I.C.I. has 
in the last 15 years since inception had received 20 loans of foreign credit 
totalh'ng the equivalent of S23L21 million (Rs. 173.41 crores). This is 
made up of eight World Bank credits aggregating S199.39 million 
(Rs. 149.55 crores), one U.S.AID loan of $4.48 million (Rs. 3.36 crores), 
nine loans of DM 82.50 million (Rs. 16.90 crores) from Kreditanstalt of 
West Germany and one for £2 million (Rs. 3.60 crores) from the United 
Kingdom. 

Sub-loans granted out of these credits are stated in the Table below: 


TABLE L IV 

(Rs. in crores) 




Amount 

Sanctioned 

iRs.) 

Amount 

Disbursed 

(.Rs.) 


I.B.R.D. 

152.01 

105.40 


Kreditanstalt 

13.92 

11.87 


U.S.AID 

3.35 

3.35 


U.K. 

1.46 



Total; 

170.74 

120.62 


I.B.R.D. loans are freely convertible but the others are tied to pur- 
chases in the creditor countries. 

The pre-conditions of the first I.B.R.D. loan were that the Govern- 
ment would give a rupee loan of Rs. 7.5 crores subordinate to all 
liabilities and equity capital, and that Rs. 5 crores of ordinal^' sh^e 
capital would be subscribed by private investors in and outside India. 
The second loan given in 1959 was conditional upon another Govern- 
ment loan of Rs. 10 crores subordinate only to I.B.R.D. loans. 

The loans are utilized for re-lending to private concerns to finance 
exclusively the foreign exchange costs of approved projects. The secuntj' 
of sub-loans is to be duly safeguarded by I.C.I.C,!. Both the borrower 
and the sub-borrower are accountable to I.B.R.D. for proper utilization 
of the loan. Individual sub-loans out of the first loan required pnor 
I.B.R.D. approval in each case. In the second loan, however, I.C.I.C.I 
was allowed to relend to any single project upto $100,000, with an aggre- 
gate free limit of SI million, without prior I.B.R.D. approval. These 
free limits were raised in subsequent loans. 


State Financial Corporations: After the setting up of the Industri 
Finance Corporation to assist the growth of large public limited 
panics and industrial co-operatives, it tvas realized that there was need 
for similar institutions to finance medium and small scale enterprises 
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and that such institutions could best be set up on a statewise basis. 
Accordingly, the State Financial Corporation Act was passed m 1951 
and It came into force in August 1952. Under this Act, each State 
except Tamil Nadu has set up a financial corporation. In Tamil Nadu, 
the Madras Industrial Investment Corporation (M.I.l.C.) established in 
1949 as a joint stock company, is deemed to be the State financial 
corporation. It is now known as the Tamil Nadu Industrial Investment 
Corporation after the State was renamed in 1969. 

The genesis of S.F.Cs goes back to the Central Banking Enquiry 
Committee which, among other things, reviewed the working of the 
State aid to Industries Act then in operation in a few provinces. While 
not ruling out the setting up of an All India Industrial Corporation under 
tJie Central Government, ft recommended (in vague terms) the establish- 
ment of Provincial Industrial Corporations, with limited assistance from 
Provincial Governments in the form of guarantee of interest on the first 
issue of their debentures. The initial move in this direction was. how- 
ever, made by the Tamil Nadu Government when, in consultation with 
the Reserve Bank, it set up M.I.l.C. under the Companies Act m 1949. 
In the same year, Bombay and Punjab sought to have State counter- 
parts of I.F.C. and requested the Centre to enact suitable legislation 
for the purpose, in order to incorporate special provisions in the 
charters of the provincial bodies. The first S.F.C. registered under the 
Act was in Punjab in February 1953. By 19^ twelve states had estab- 
lished their finance corporations. 

As at the end of October 1971, there were 18 S.F.Cs one for each 
state plus one for the Union Territory of Delhi. The Tamil Nadu 
Industrial Investment Corporation function as the S.F.C. in the State, 
other Union Territories, Chandigarh Is sened by Delhi, Goa, Daman 
As for and Diu by Maharashtra, Dadra and Nagcr Haveli by Gujarat, 
Pondicherry by Tamil Nadu and Manipur and Tripura by Assam which 
is also expected to cover Nagaland. It is likely that the jurisdiction of 
the West Bengal S.F.C.will be extended lo the Andaman and Nicobar 
Islands. 

S.F.C. have so far opened 43 Regional or Branch Offices which have 
led to increase in business. More such offices would be necessary for 
building up more and new entrepreneurs and for encouraging the de- 
velopment of industries in relatively under-developed areas. 

Under the statute, the funds of State Governments and the Reserve 
Bank arc employed in these institutions as share capital and debentures 
but their ownership is also open to the public, financial institutions, 
etc. The states have guaranteed a minimum dividend on their share 
capital and have also guaranteed the principal and interest of their de- 
benture issues as well as the principal of deposits from the public; they 
Imc a Urge say in their management through nomination of directors. 
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issue of directions, employment of senior personnel etc. S.F.C.s can lend 
only to industrial concerns, which are defined to exclude housing, trading 
certain service industries, plantations, etc. The maximum assistance to 
individual units was at first restricted to 10 per cent of each S.F.C.’s 
share capital subject to a maximum of Rs. 10 lakhs but was raised 
in 1962 to Rs. 29 lakhs for public limited companies or co-operatives 
and Rs. 10 lakhs for others. The minimum has remained constant 
at Rs. 1 lakh. Security requirements are strict — generally a margin 
of 50 per cent — though these have been relaxed of late. A series of 
amendments in 1956 and 1962 relaxed many of the restrictions: S.F.Cs. 
are permitted since 1962 to underwrite share and debenture issues and 
retain such investments beyond 7 years with prior Reserve Bank per- 
mission, extend guarantees or lend against specified guarantees and to 
borrow from the Reser\'e Bank. As a result of the amendments, the 
Reserve Bank has acquired greater control over their working. They can 
also seek refinance from the Industrial Development Bank. Refinance 
facilities are liberal and in recent years there has been increasing reliance 
on I.D.B.I. 

The authorized capital of each S.F.C, has to be between Rs. 50 lakhs 
and Rs. 5 crores and the States decide on the distribution of ownership 
between themselves, the Reserve Bank, scheduled banks, insurance 
companies, investment trusts, co-operative banks and others, the last 
mentioned not to own more than 25 per cent. The intention is that the 
States and the Reserve Bank together should have the majority owner- 
ship. 

TABLE LXXV 

S.F.C.s’ Sources of Finance as at end of Sept., 1971 

. Rs. in crores 


1. 

Share capital 

22.08 

2. 

Reserves 

6.60 

3. 

Bonds 

74.48 

4. 

Deposits 

8.82 


Total: 

111.98 


According to the statements of assets and liabilities as in July/August 
1971, the S.F.C.s may be classified under four categories. Two — Maha- 
rashtra and Tamil Nadu have resources exceeding Rs. 20 crores. The 
resources of the S.F.C.s of Andhra Pradesh, Gujarat and Karnataka 
arc between Rs. 10 crores and Rs. 20 crores. Seven S.F.C.s — those of 
Har>'ana, Kerala, Madhya Pradesh, Punjab, Rajasthan,Uttar Pradesn 
and West Bengal — between Rs. 7 crores and Rs. 10 crores. The re- 
sources of the remaining six Assam, Bihar, Delhi, Himachal Pradesh, 
Jammu and Kashmir and Orissa are below Rs. 5 crores. These figures 
reveal that the growth of business of the S.F.C.s has been uneven. 
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Resources; Of the total paid up share capital of Rs. 22.08 crores, the 
State Governmejits contributed Rs. 1I.4S crorcs (about 52 per cent). 
The share of the Reserve Bank and the I.D.B.I. was Rs. 4.47 crores 
(20 %). The balance was contributed by scheduled banks, the L.I.C. and 
others, 

la order to augment the capital of S.F.Cs.. the Reserve Ranlf fn 1970 
suggested the private issue of the required capital of each S.F.C. to be 
subscribed by the State Government and the I.D.B.I. on a 50 : 50 basis 
and at a minimum guaranteed dividend of per cent. Accepting the 
suggestion, Gujarat and Maharashtra S.F.Cs. have raised their capital of 
Rs. 71 lakhs. Four more S.F.Cs. are expected to follow such to the extent 
of Rs. 1.4 crores in the aggregate. 

The total reserves of the S.F.Cs. amounted to Rs. 6.06 crores or 24 per 
cent of their aggregate paid up capital as at the end of September 1971. 
The reserves were made up as follows: 

TABLE LXXVI 


Rs. in crores 




Amount 

% to total 

A. J. 

GeoeraJ reserve 

0.7$ 

12 

2. 

Special reserve fund 

1.40 

23 

3. 

Special reserve account 

Z9S 

49 

4. 

Other reserves 

0.93 




(06 

JDO 

B. 

Total paid up capital 

22.80 



%age of A to B 




The reserves increased by Rs. 2.95 crores since the end of Mareh 1969. 
These arc inadequate in relation to, among other factors, their paid up 
capita] and the long period (over ten years) most of them have been in 
business. 

Bond issue has been one of the important resources of the S.F.C.s. 
The value of bonds outstanding through September 1971 was Rs. 74.48 
crores representing 45 per cent of their resources. The bonds are 
guaranteed by the Stale Governments. Some State Governments 
have given exemption to the S.F.Cs. from pa>TOent of stamp duty and 
guarantee commission on the bonds while others have not. The Reserve 
Bank has been trying to sort this oat in consultation with the State 
Governments concerned. 

I . • •' • T, 1-r* ♦no jears. 

. . . , - • " ■ ■ at the 

. . This 

has been possible because of the concessional lee was viieieo vy j.D.B.l. 
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Also there has been considerable relaxation of procedures. The re- 
finance scheme makes it possible for I.F.Cs. to provide financial assis- 
tance to small industries and those in backward areas at concessional 
rates of interest. 

As at the end of March 1969, the outstanding balance of refinance 
of each of a S.F.Cs. exceeded Rs. 50 laklis. As through September 
1971, fourteen S.F.Cs, were in this category. 

At the end of August 1971, deposits of 1 1 S.F.Cs. aggregated Rs. 13.24 
crores. Of this the Tamil Nadu Corporation alone accounted for 
Rs. 8.82 crores. Except for two or three deposits have not been a signi- 
ficant source of funds for S.F.Cs. 

The total net profit (before maldng provision for income tax) of the 
18 institutions amounted to Rs. 3.08 crores in 1970-71. In the previous 
two years the figures were Rs. 2.47 crores and Rs. 2.62 crores. As a 
percentage of the total paid up capital and revenues, the net profit 
formed 10.2, 10.4 and 11.4 for the last three years. In relation to the 
level of profits of S.F.Cs. in 1964-65, their profits for 1970-71 were more 
than doubled in most cases. 

The level of profits has not been adequate to enable S.F.Cs. to under- 
take monetarial functions or build up a satisfactory level of reserves. 
This is mainly due to the fact that the rate of interest charged on their 
borrowers, mostly small and medium scale industries, are lower ttan 
the prevailing market rates. On the other hand, they pay the ruling 

TABLE LXXVII 

Capital and Working Funds of S.F.Cs, (as at end of March, 71) 


Rs. in lakhs 


No. 

State! 

Territory 

Paid-up 

capital 

Working 

funds 

% of paid-up capital 
to working funds 

1. 

Andhra Pradesh 

150 

1,153 

13 

2. 

Assam 

100 

498 

20 

3. 

Bihar 

100 

424 

24. 

4. 

Delhi 

50 

342 

15 

5. 

Gujarat 

150 

1,406 

11 

6. 

, Haryana 

100 

699 

14 

7. 

Himachal Pradesh 

35 

97 

36 

8. 

Jammu and Kashmir 

•77 

225 

32 

9. 

Kerala 

100 

673 

15 

10. 

Madhya Pradesh 

100 

750 

13 

11. 

Maharashtra 

175 

2,472 

7 

12. 

Kamatka 

100 

878 

11 

13. 

Orissa 

100 

414 

24 

14. 

Punjab 

75 

575 

13 

15. 

Rajasthan 

100 

560 

18 

16. 

Uttar Pradesh 

185 

860 

22 

17. 

West Bengal 

100 

846 

12 

18. 

Tamil Nadu (Madras) I.I.C. 300 

2,608 

12 


Total: 2,097 15,480 
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rates for Jong term funds to raise the money for their operations. Figures 
for the last three years 1968-71, show that the spread between the cost 
of raising resources and return of the S.F.Cs. was between 2 and 3 
per cent In a few, it was higher still 


Loan Operations: Total loans outstanding at the end of September 
1971 amounted to Rs 137 crorcs fn 1969, it was Rs 92 crores and in 
1970, Rs 107 crores. 

Region-wise S.F.Cs in the western region accounted for 32 per cent of 
the total outstandings. The southern region came next with 31 per cent, 
the northern region 22 per cent and the eastern region 15 per cent. 
Progress in the western and southern region has been imprcssKe while 
that in the northem region has been picking up The eastern region 
has been lagging behind. 

Industry-wise classification of loan and advances outstanding shows 
that a greater share of recent assistance by S F.Cs. has been extended to 
the more modern and sophisticated lines such as chemicals, iron and 
steel, machinery other than electrical machinery etc. 

The share of small industries in the loans and advances of S.F.Csr 
increased from Rs 23 crores (25% of total) at the end of March 1969 
to Rs 57.67 crores (42% of total) at the end of September 1971. 

Seven institutions, Bihar, Haryana, Maharashtra, Karnataka. Orissa, 
Tamil Nadu and Uttar Pradesh have introduced special schemes for assis- 
tance to e/i/rcprenciirr/technicians oflering them credit as soR terms. 

S F.Cs. in Madhya Pradesh, Haryana, Jammu and Kashmir, Maharashtra, 
Karnataka, Orissa, Rajasthan, Tamil Nadu and Uttar Pradesh have 
similar schemes of assistance to units to be set up in the backward areas. 

Underwriting of shares of industrial concerns of S.F.Cs. has not been 
signiScaat. Except in one or two cases, the entire shares underwritten 
have desolved on the S.F.Cs. The investment through underwriting 
operations (and in the case of Tamil Nadu, through direct subscription 
as well) amounted to Rs 10 crorcs at the end of March 1971. 

In the field of loan guarantees by S.F.Cs., progress has been unim- 
pressive and the record so far shows that this field of business has yet to 
level up significantly. In 1970-71, outstanding loan guarantees amounted 
to Rs 6.47 crorcs. In tlie earlier two years, the figures were Rs 4.46 
crores and Rs 5.46 crores. 

Inter-Institutional Co-ordination: The S.F.Cs. were set up mostly in the 
early fifties, to overcome the difficulties of industries in finding adequate 
credit at reasonable terms, for their development. The situation changed 
in the sixties when Government and the Resenu Bank reoriented their 
policies and strengthened the institutional arrangements for term credit 
to the industrial section. Further the interest rate policy helped the 
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growth of long term deposits with banks. The setting up of the Re- 
finance Corporation and later the I.D.B.I. encouraged commercial baiifcs 
to grant term loans without fear of their liquidity being impaired. The 
banks went all out to lend to the small scale sector. The immediate 
impact of ail this was a reduction in the number of loan proposals re- 
ceived by the S.F.Cs. which had so far not faced any serious competition 
Negotiations were held between the banks and the corporations leading 
to the evolution of participation arrangements. Under these arrange- 
ments there was a large scope in financing new projects, through Corpora- 
tion in credit appraisal, recovery of loans, inspection of um'ts and in 
desiring schemes of rehabilitation of units in difficulties. The follow- 
up action -on these negotiations was not very encouraging for only a few 
S.F.Cs. considered it worthwhile to enter into participation arrangements 
with banks. Even in these cases the scope for participation was limited 
and inadequate. Many S.F.Cs. feel the arrangements are tilted in favour 
of the banks. An arrangement in depth under which all the three parties 
the banks, the S.F.C., and the borrowing unit will have a complementary 
and co-operative role is yet to be evolved. 


State Industrial Development Corporation; Most of the states have 
estabh’shed State Industrial Development Corporation. Besides, in 
Maharashtra, Gujarat and Tamil Nadu, there are State Industrial 
Investment Corporations (S.I.I.C.). 

The S.I.D.Cs. most of them formed around 1961, are essentially the 
result of frustration with the limited functions and moderate success of 
the S.F.Cs., particularly their viability to sponsor and promote industrial 
enterprises. They have been established more on State than Central 
initiative and represent the desire of the States to play a more active 
role in the promotion and growth of large scale industries. All these 
aspirations are exclusively State financed. 

The Memoranda of Association of these Corporations empower 
them to undertake a wide range of functions such as underwriting of 
and direct subscription to shares and debentures of industrial con- 
cerns, making loans and advances to them, providing infra-structure 
facilities including development of land etc. In practice, however, each 
Corporation restricts itself to a few major activities, keeping before it 
the primary objectives with which the Corporation was set up. 

For example, in Maharashtra and Gujarat, the S.I.D.Cs. are concerned 
with the question of recovering the concentration of industries in the 
metropolitan areas. 

In Kerala and Andhra Pradesh, the Corporations are engaged in 
promoting and participating in industrial projects jointly with private 
parties. In Bihar and Orissa, industrial projects are promoted, set up 
and managed in the public sector. Several S.I.D.Cs. extend loans and 
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advances to industrial concerns and also lend support to their capital 
issues. They also provide guarantees on behalf of industrial concerns. 

All S.I.D.Cs. and S.I.I.Cs. except three, Andhra Pradesh, Haryana and 
Uttar Pradesh grant term loans to industrial units. All of them except 
Jammu and Kashmir and Punjab handle underwriting of shares and 
debentures of industrial concerns. Deferred payment guarantees have 
been given by the S.I D.Cs. of Andhra Pradesh, Kerala, Karnataka and 
Tamil Nadu and by the Gujarat Industrial Investment Corporation 
(G.I.I.C.) and the State Industrial Investment Corporation ofMaharashfra. 

This shows that there is considerable scope for overlapping of func- 
tions between these institutions on the one hand and the S.F.Cs. on the 
other. The Reserve Bank has been advising apinst such overlapping. 
It has suggested S.I.D.Cs. and S.I.I.Cs. should consider proposals only 
when the S.F.Cs. are unable to grant titt facilities. 


TABLE LXXVltl 

Loam Sanciionrd By S.IJ>.Cs,/S.I.I.C*. 

Rs. in Iskbs 



S I.D.C./S.U.C. 

As on 

No. of 

Limits 

sanction 

A\erage limit 
saneliontd 
per unit 

1. 



9 

154.48 

17.16 

2. 



38 

7J093 

18.71 

3. 

West Beneal I.D C 


19 

67.04 

3.53 

4. 

Bibar S.1 C. 





5. 


30.4.1970 

756 


1.82 

6. 

Kerala S I.D C. 

31.3.1970 

9 



7. 

Madhya Pradesh I.LC. 

31.3.1968 





The above Table shows that the average site of the loans in the case of 


tion has a participation scheme with the Maharashtra S.F.C. in terms ol 
which loans are granted jointly by the two orpnizations. In fact 
S.I.C. of has similar arrangements with banks as well. 

The average amount of loans granted by the S.I.D.C. of Bihar was as 
low as Rs. 1.01 lakhs, Maharashtra by S.I.D.C. of West Bengal was 
Rs. 3.53 lakhs and that of the Gujarat I.I.C. was Rs. 1.82 lakhs. 
Indications arc that these three corporations provided bulk of their 
assistance to small and medium sired units which are eligible for 
S.F.C. assistance. The Gujarat Industrial Investment Corporation has 
since taken a decision that finaodal assistance by way of term loans 
should be promoted by the S.F.C. and G.I.I.C. would underwrite a 
part of the public issue of the capital if any and/or make up the 
balance of the financial assistance required after a unit lus granted itself 
of the maximum facilities from other financing agencies. 
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In other States, it is possible that some units would have obtained 
assistance from S.I.D.C. and S.I.I.C. as well as from S.F.C. It is obvious 
that there should be a clear understanding of the distinctive role of each 
institution. The I.D.B.I. has recently set up a working group to examine 
the role and performance of State Financial institutions with particular 
reference to S.I.D.Cs. and S.I.I.Cs. so that their functions are integrated 
with the structure of development banking in the country. 

S.F.Cs. and All India Finance Institutions: I.F.C.I. and I.C.I.C.I. are all 
India term lending institutions. Under the statute, I.F.C. can provide 
financial assistance only to public companies and cooperative societies. 
Generally I.F.C. finance, medium and large units. The S.F.Cs, on the 
other hand can assist all categories of units viz. proprietory, joint family 
and partner- ship concerns, private and public limited companies and 
co-operative societies. The maximum amount of loan together with the 
loan guarantees which can be given to any one concern should not exceed 
Rs. 20 lakhs in the case of a public company, or co-operative society and 
Rs. 10 lakhs in other cases. There have been occasions whenS.F.Cs. 
have offered assistance to um'ts which should really have been provided 
only by the I.F.C. In some cases S.F.Cs. had tried to overcome the statu- 
tory limitation on loans by offering deferred payments guarantees for 
which there is no ceiling per unit. 

In order to bring about co-ordination between the S.F.Cs. and I.F.C., 
the I.F.C. has been given the right to nominate a Director on the Board of 
Directors of each S.F.C. The I.F.C. nominee ensures that proposal for 
large projects received by S.F.Cs. are passed on to I.F.C. for consideration. 
If the S.F.C. desires, it may be allowed to participate in the transactions to 
a small extent. This would ensure that projects are scrutinized properly 
and the concern would be subject to satisfactory financial discipline. 
In the event of over run of costs, I.F.C. would be in a position to reassess 
the requirements of the unit and arrange for necessary’ resources. 

I.C.I.C.I. deals entirely with corporate bodies in the large scale sector. 
Also a large part of its assistance is in foreign currency. I.CJ.C.I. 
provides foreign currency’ loans to small units including partnership 
and proprietory concerns in participation with local financing 
institutions. However S.F.Cs. do not seem to have taken advantage of 
such facilities to any significant extent. 

L.I.C. assists S.F.Cs. mainly by’ subscribing to their bonds. S.F.C. bonds 
held by L.I.C. as on 31 March 1970 totalled about Rs. 20 crores form- 
ing 33.3 percent of the total outstanding bonds of S.F.Cs. as on that day 
at Rs. 60 crores. As a shareholder L.I.C. has a Director on each S.F.C. 
In turn, the S.F.Cs. place the bulk of their general insurance with L.I.C. 

The Reserve Bank, the I.F.C. and the L.I.C. each have a nominee on the 
Board of Directors of every S.F.C. A public sector bank is also re- 
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presented on each S.F.C. However, there is little consultation among 
these directors about the business of S.F.Cs. This lacuna is to be reme- 
died soon. 

S.F.Cs. have been the victims of a vicious circle which began with 
guaranteed dividends, inadequate resources, absence of tax concessions 
till 1962, excessive concern with the security and cover olTered by 
borrowers instead of the prospects of the projects to be assisted, and 
lack of competent staff or outside experts to appraise applications. 
The dividend subventions received from States have been less than the 
dividends actually paid to Slate Governments and the Reserve Bank; 
dividends to these shareholders are being impounded in special reserves 
only since 1962. Unlike I.F.C. and I.C.I.C I. they have not received any 
cheap and plentiful P.L. 480 funds, while the interest rates which they 
can charge to borrowers have been kept low as a matter of public policy. 
Where Governments have agreed to subsidize the low interest rates, the 
subsidies have been inadequate, partial and delayed. 

Statutory restrictions on their working have also been a severe handi- 
cap, directly, by narrowing the ran^ of operations and, indirectly, by 
encouraging subservience to the letter of the law. The ceilings oa and 
floors to the amount of individual loans are such that, m many States, 
they practically exclude most new industrial activities; underwriting and 
direct subscription were fl^ariy impossible liH 1962 {as for I.F.C. till 1957) 
and even now they can be undertaken, by and large, only in participation 
with national institutions, which alone can provide the complementary 
foreign exchange loans. T '• ~ 

staff and appraisal of pi 
imported attitudes bora c ' . • ' 

landowners. The inability of most small borrowers to provide first 
class or conventional security and to incur the costs of documentation 
have further come in the way. More recently, the increasing interest of 
States in S.I.D.Cs. has also served lowcaV.cn the potential growth of S.F.Cs. 

All these handicaps and problems notwithstanding, the record of 
S.F.Cs. can be considered as one of moderate success. They could have 
done better but the record so far certainly does not indicate total failure. 

Refinance Corporation for Industry: The Refinance Corporation for 
Industry was a joint stock company owned by the Reserve Bank, the 
Life Insurance Corporation, the State Bank of India, and other leading 
banks. It was set up in 1958 to provide medium-term assistance to 
medium sized industries through the redisrount of 3 to 7 jear bills 
drawn by member banks. It had total resources of Rs. 31 crores, 
consisting of share capital of Rs. 5 crores and loan funds of Rs. 26 crores 
from Government out of P-L. 480 funds at a nominal rate of interest. 

The rate of interest on the actual amount borrowed was IJ per cent 



TABLE LXXIX 

Industry-Wise Classifleation of Assistance Sanctioned and Disbursed by State Financial Corporations during the 
Years 1969-70 and 1970-71 (April-March) under Major Heads of Industries 
Part A — Assistance Sanctioned 


636 


THE GAZETTEER OF INDIA 


I I M I I I I I II I I 


00 r- o 

•-> »o 
O ^ 


42 .2 ^ 

^ 5 Si o 


o\n*T}-\o !»nmovooo 
ONCvoom ioooom^ 
fOVOOC\ -^oooc^o 


r** o rj 
c\ 

•-I cn »o 
« ^ 


•S'l S-I 

8 a'=''.NS 

>3 S V. 225 


« C\ { t I 00 

w o I 1 r-> 

SO 


Q-s;. 


Ill 


00^0 I ooQw^oow^oorrioo 
oonw^'^oooo’^oo'^'^ 
cs ^ 


^ « ?: 
O 
r? 

2 ^ 

§ 


o m O P 

^ ro O 

w*> ^ 

«S 


o CO 'Q N Q 
is «n i© Q 
^ 

N r* 


. VO ^ 
^ <N 

Di cn - 


m o 

Os Os 

so 

rT 


Os VO ^ O 

VO »n ^ ig ^ 
os CO ^ CO 

rn 


C _ ^ a. 

§ 8 s I aS 

^ ft's §"§2 

5: <3 


rtvoOpCSVOoOsw->irscSOOO^^S!28 

• 'OTf— ^0(N<Nvo^t^ino\«so’^vn^^g 

w ^ fo ^ vnsoo to»otssnvo^ r*^ oc^ ^ ^ 

*-r fs“ 


E •= § 


^ iJ 

- rt s 3 
E -3 ;§ 5 c « .2. 

§ 2 ^ ra *- .*2 C* • 

o ^ j 2 ^ s 


c3 eS ^ C3 rS y C3 cj ^ C •" 

v?-G*o*5‘rt.£ £ S*c § 

<5puaK.?«ss«op- 


•-sfSrn'^ir>sor^ooOsO*-«N<n^»o'0^2 



Basie Afelallnduiirles AftialprO' Manufacture Manufacture Services 

„ , , duet except of machinery of electrical (including 

Aame of the Iron and fion-ferrous maehsnery and except machinery, road 

Corporation steel basic metal basic tran^rl electrical apparatus, transports) 

industries industries e^pmenis machinery etc.. 


INDl^RIES 




638 


the gazetteer of INDIA 






TABLE LXXXVr 

Opcrallons Of Slnle Fiimncinl Corporations 


640 


THE GAZETTEER OF INDIA 


o 

< 










o _ 




o _ 
Si- 






oo VO ’O OS «n 

O r^i — ^ 

C\ -r *r Cl VO 


C«-*— OroCJ^O<N«— 'to 
CJVOVOCCCIn-J’WjVO 


vocsvof^sfnn sc Cl o\'00<ocvC\r^r*'r*'C' 

C'cie^ 00 oci»oooornvoco»nw-ioor'vo 
r^Trr^cicc>o — Tr'ovD^ocJn•:^rr\o•^ 


CO d 
T O 


rif^vscii/^c\rn*it — f^vocoiof^vo 
•*r»ovoricit^\o<^ciCN — coc»v£>c* 

— •nvo — r^«o*o*ccirnc'*n\o^ 


C\«-vs*«*«OC>COClt^O\ — OclC^ 0 Cr^ 
ddC-vo*^— •v%cjr^r^CvclfOO-^^vO 

— CO -Cl 


ri vs cl o vs fo 
O Cl ^ cc « 
^ Ci 




^ <0 Ov VO O vs VO 
c* — P-. m ^ r*' 


c\ m O 
VI vs 


o — f*lCsO.— — fSVSV0=« 
'OO'^C>O^ 00 V 0 C“C“^J 
« •— m 


oovoc>c«vooec»d — c* 
v>«— OCIOOCS VSVSOO 
r -1 — civod ‘ — 


c*-i«^fs.f^cvr*»i 2 
oor-.cicnd’^J^ 
no rs <s 'i- — r^ 


rsocvsvso — — 

— Cl vs d Cl r^ Cl 
Cl — vs ^ 


Oc-vsmr-cc-tf'vsc* 

VOOCSVS — Tf— -ClCS 

— oo ^ « rs 




— — 05 00 


CS rs c, c~ -r 


o 

d £ 


o — 

VO ON 


r- Cl c- r-. c o 

Cl r— c\ c«* VO 


Cl d 
•r cl ^ 


^ ^ -S 


< < 


C3 ^ 

:5 ^ 
PS Q 


^ rt 

£ g 

G >> 


£ J S 

W C 5 


— “O 00 
G C 


G 

«S«:g 2 Sg. 5 .S^t; 
=• 2 .£ = 3 « 3 4: •£ g "S’ ^ 

OS 3 : 4 ;iiS:Sj^Soe:ei 3 ^ 


c 

c; 

H 


— ^dc)-^vivor*oecvo — Cl 


^ vs o r*“ CO 



INDUSTlUES 


641 


in the first year, rising gradually to 2J per cent in 1961, 3 per cent in 
1962 and to the maximum of 4 per cent in 1963, the last complete year 
of operations. Critics questioned the need for such an institution as a 
separate entity but the U.S. Aid Mission, it appears, was eager to place 
Rs. 26 crores of counterpart funds at the disposal of private industry 
through private financial agencies. In 1957, the resources of banks 
were under heavy strain and their borrowing from the Reserve Bank 
had reached what they believed was the prudent limit. The Govern- 
ment did not want to place a large volume of P.L. 4S0 funds directly 
with private banks. By the time the compromise proposition in the 
form of this Corporation got through, the banks recovered their liqui- 
dity, mainly through a large influx of deposits and also through some 
easing of the demand for credit. This quasi-private institution always 
worked as a department of the Reserve Bank without any establishment 
of its own. 

Monetary stringency after I960 and successive steps to relax its lend- 
ing terms and scope of activities brought about a considerable and useful 
enlargement of the Corporation’s operations through 1964. Initially, 
it could only refinance the medium term bills of member banks upto a 
limit of Rs. 50 lakhs drawn by industrial concerns whose paid up capital 
and reserves did not exceed Rs. 2.50 crores. Later, all scheduled banks 
were made eligible for such assistance and in 1962, S.F.Cs. also were 
permitted to approach the Corporation on similar terms With effect 
from January 1963, the Corporation was designated as the authority 
for refinancing of medium term export credits. It also took up the 
scheme of guarantee of rupee loans by banks and financial institutions 
to coal companies for their expansion, the foreign exchange for wWch 
was provided by a World Bank Loan. 

Through P'* • ■ ' . • « 

assistance of 


crores were i 

the assistance went to new industries like metals, engineering and chemi- 
cals but traditional industries like sugar and tc.xtiles received about one- 
third of the total amount sanctioned. Almost one-half of the tota 
assistance disbursed was absorbed in 1963 alone. The effective sanc- 
tion of Rs. 45 crores at the end of 1963 related to private projects 
scheduled to cost Rs. 140 crores in the aggregate, of which the Corpora- 


tion’s assistance amounted to 32 per cent. 

The Corporation was merged in the newly created In ustna e 
velopment Bank in September 1964. The pace of o^ralions “J 

further in that year partly because the terms of lending were i -ra 
further towards the end of August. The limit of refinance in respect 
of any single unit was raised from Rs. 50 lakhs of . 

tioned to Rs. I crore of outstanding loan amount, and app 
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for Still larger amounts were made subject to consideration. Borrowers 
with paid up capital and reserves of more than Rs. 2.5 crores were also 
made eligible and term lending institutions (like I.F.C, S.F.Cs, etc.) were 
permitted to seek refinance for periods longer than 10 years. At the 
same time, refinance was restricted to 80 per cent instead of 100 per cent 
of the amount offered for refinance. In 1964, disbursement rose 62 
per cent over the previous year’s level to Rs. 21.34 crores. Total sanc- 
tions from 1958 through 1964 amounted to Rs. 73.77 crores and total 
disbursements Rs. 49.43 crores, of which Rs. 42.16 crores was outstand- 
ing, Rs. 34.46 crores from commercial banks and the rest from other 
financial institutions. 

The lending rate of the Corporation was 5 per cent from inception till 
March 1963, when it was raised to 5.5 per cent. The concessional rate 
for export credit was reduced from 5 per cent to 4.5 per cent in Decem- 
ber 1963, on condition that the banks charged no more than 
6 per cent. 

Under the coal loans guarantee scheme introduced in April 1963, 44 
applications for Rs. 4.8 crores were received from eleven credit institu- 

TABLE LXXXl 


Refinance Corporation 1958 — 1963 


Industry 

Applications received 
No. Ainoiint 

(Rs. lakhs) 

Application sanctioned 
Amount 

No. (Rs. lakhs) 

Amount 
disbursed 
(Rs. lakhs) 

1. Coal 

14 

210 

8 

117 

11 

2. Food 

42 

730 

31 

518 

331 

3. Textiles 

92 

1,507 

68 

1,171 

492 

4. Paper 

15 

207 

12 

188 

99 

5. Rubber products 

5 

73 

4 

71 

61 

6. Chemicals 

51 

758 

45 

615 

421 

7. Artificial fibres 

6 

164 

6 

164 

97 

8. Glass and ceramics 

14 

160 

9 

112 

70 

9. Cement 

4 

140 

4 

140 

50 

10. Ferrous metals 

19 

270 

15 

21 

146 

11. Non-ferrous metals 

8 

110 

7 

108 

38 

12. Other metals 

16 

149 

14 

142 

S3 

13. Electriral equipment 

35 

529 

31 

409 

268 

14. Transport equipment 

15 

272 

11 

197 

. 156 

15. Other machinery 

46 

679 

37 

573 

317 

16. Hotels 

6 

36 

5 

29 

23 

17. Others 

34 

376 

28 

346 

140 

Total: 

422 

6,370* 

335 

4,921** 

2,809 

Export Credits 

1 

11 

1 

11*** 

8 

Grand Total 

423 

6,381 

336 

5,121 

2,817 


*Including Rs. 281 lakhs rejected, Rs. 30 lakhs ineligible for refinance,- and Rs. 312 


lakhs wthdrawTi, making a total of Rs. 623 lakhs. 
**Including Rs. 595 lakhs ineffective. 

***Including Rs. 3 lakhs ineffective. 
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tions. Of these, 32 guarantees for Rs. 3.1 crores were issued till the end 
of 1964. The losses, if any, on the guarantee are shared between 
Government and lending institutions in the ratio of 65 : 35 


National Industrial Deielopment Corporation: The National Industrial 
Development Corporation (N.I.D.C.)wa$ set upin October 1954 as a joint 
Stock company wholly owned by the Central Government. It was to 
act.'in effect, within the (then) Ministry of Commerce and Industry more 
as a development corporation than as a dc\clopment bank. Its func- 
tions were twofold: (i) the study, appraisal and promotion of new 
projects, both public and private, to fill gaps in the industrial structure, 
and (ii) financing the rehabilitation of joint stock cotton and jute mills, 
to which the development of machine tool industry was added later. 
The authorized share capital was Rs. 1 crore but the paid up capital in 
March 1964, when its activities practically came to an end, was Rs. 50 
lakhs after being raised in successive stages from the initial capital of 
Rs. 10 lakhs. The increase in capital enabled the Corporation to invest 


in its subsidiary. Pyrites and Chemicals Development; when this com- 
pany ceased to be a subsidiary in 1964, the share capital of N.I.D.C. was 
sought to be reduced to the original Rs. 10 lakhs In 1963. Govern- 
ment placed a moratorium on fresh loan appraisals by N.I.D.C. 

The share capital of N.I.D.C. was kept low since performance of the 
first function was financed out of Government grants, and the second 
from Government loans which were re-lent to approved concerns. Tla 
Development Wing (now the Department of Technical Development), 
then within the same Ministry, actually handled most of the wwk con- 
nected with the promotional function and got reimbursed byN.LD.C. 
which in turn recovered the expense from Government ^ 

liminary and promotional work of this nature in the name of N.I.D.C. 
was carried out for the basic chemicals and intermediates plant at 
(Maharashtra), raw films project in Mysore (Karnatak), drugs proj^s 
with Soviet aid, the heavy engineering and mining machinery proj^s 
with Soviet and Czech aid. and certain ether heavy enpneenng projects 
(structuralsand plates and vessels, etc.). It also worked on propo^s 
for carbon black, newsprint from bagasse, sulphur from 
Sion instruments, compressors and pomps, aluminium and P“^ 

N.I.D.CS. own contribution in this field started only with the 

in 1961 to provide design 


up of its Technological Consultancy Bureau 


and consultancy services. 

N.I.D.C. loam were on easy lerais; it couU accept a 
lend up 80 and 50 per cent, respecticely, of the nnenenmtarf » ue of 
Used assets opaimt first and second mortgapes, 
interest rates than other institutions but its 

10 to 15 years As ofMareh 1964. it had sanctioned 114 apphcation, 
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for loans aggregating Rs. 28.19 crores, mostly to cotton mills, and 
disbursed Rs. 14.86 crores, of which approximately Rs. 11 crores was 
outstanding. The whole of the outstanding amount was finaneed by 
unsecured loans from Government. 


TABLE LXXXII 
N.ID.C. Loans 1954-64 

(Amounts in Rs. lakhs) 





Cotton 

Jute 

Machine 

tools 

Total 

1. 

Applications 

No. 

157 

78 

5 



received 

Amt. 

7,312 

2,127 

106 

9,545» 

2. 

Applications 

No. 

67 

48 

4 

114 


approved 

Amt. 

1,965 

754 

100 

2,819 

3. 

Loans disbursed 

Amt. 

841 

557 

88 

1.486 


♦Including rejections of Rs. 21.39 lakhs and Rs. 27.84 lakhs withdrawn. 


In 1964, the lending funetions of N.I.D.C. were transferred first to 
I.F.C. and then to I.D.B. Technical Consultancy Bureau continues to 
provide its services both in the country and abroad. The range of its 
consultant engineering services covers detailed designs of projects, pre- 
paration of project reports, pre-investment and feasibility studies and 
technical and economic evaluation of schemes. In addition the Corpora- 
tion has developed a Documentation Centre equipped with price indices 
for machinery equipment, wage levels, construction costs etc., to assist 
banks and financial institutions in evaluating loan applications for 
industrial projects and schemes. 

The earnings from consultancy services over a five year period in- 
errased by Rs. 47 lakhs to Rs. 69.00 laklis in 1969-70. Foreign exchange 
earnings for its services abroad were valued at Rs. 10 lakhs as against 
Rs. 6 lakhs in the previous year. 

The N.I.D.C. acts as the agency of the Government of India for the 
grant of loans to cotton textile and jute industries for the purpose of 
rehabilitation and modernization of machinery and to machine tool 
units for expansion and rehabilitation. 

Industrial Development Bank of India: The Industrial Development 
Bank of India was established as a statutory body on July 1, 1964. It is 
a wholly owned subsidiary of the Reserve Bank of India. Its functions 
are: 

(i) to act as an apex industrial finance institution for refinancing the 
institutions already in existence, 

(ii) to provide direct financial assistance of all kinds to industrial 
concerns, defined to include manufacturing and processing, shipP* 
ing, mining, hotel, transport and power undertakings, and 
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(iii) to refinance credits extended by commercial banks to mdustnal 
borrowers. 

It can undertake research and surveys for evaluating and dealing 
with marketing or investments, carry out techno-economic industrial 
studies, provide technical and administrative services to industry, plan, 
promote and develop industries to fill up gaps in the industrial structure, 
from subsidiaries and do any other business which Government, on 
the recommendation of the Reserve Bank, may authorize In a 
word, it is expected to see that no worthwhile prionty project suffers for 
lack of funds. It has been endowed with adequate potential resources 
and operational flexibility. 


Apex Role and Co-ordination: The I.D.B.I., through a variety of 
mechanism, functions as an apex bank and a sa co-ordinator of insti- 
tutional activities in the development of finance for industry. On the one 
hand, it has granted substantial financial assistance besides assuming the 
role of leadership in several cases. Because of technological compul- 
sions, certain projects have to be large ones in which investment is 
substantial. For example, six major fertilizer projects, two cement 
expansion schemes, four petro-chemical projects, an alloy steel plant and 
two aluminium projects have received assistance. 

As co-ordinator, on the other band, it holds a monthly Intcr'Institu- 
tional Meeting at which the Life Insurance Corporation of India, the 
Unit Trust of India, the Industrial Finance Corporation of India and the 
Industrial Credit and Investment Corporation of India are represented. 
At these meetings, broad policies in project financing are ““ 

co-ordinated and proposals are considered for financial and technical 
assistance on a consortium basis for large and 

In respKt or .mall projeo. all o«r Iho coonlr,, I.D 3.1 
of purveyer of supplementary resources and co-oohna or 
refinancing of industrial loans and rediscounting o mac 
It has also been giving direct assistance to comparativ ely P j., 

where the talents of technician-cn/r« 7 »rcn<?wj come into p a>. . 

fertilizers, electronics and Ught engineering industries are som 
have been given direct assistance. These schemes have enabled the 
Bank to facilitate industrialization in many places. 

In thn (idd of modium and long tonn «port 
goods, I.D.B.I. again has ten playing a dual sole “ K”™' 

of refinancing assistance by banks as well as dircc p 

the banks in providing export finance. financial 

Further. I.D.B.I. has been taking a hand in ^""StheninS 
structure of State Finance Corporations and t c - 

institutions hke I.F.C.I. and I.C.I.C.I. through subscriptions to 
bonds and shares. 
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The authorized share capital is Rs. 50 crores which can be increased 
by the Reserve Bank with prior Government permission to Rs. 100 
crores. Paid up capital in the first instance was Rs. 10 crores and was 
increased to Rs. 30 crores in January 1971. The Central budget in 
1965-66 provided for a Government loan of Rs. 45 crores. It can 
borrow, free of interest, Rs. 10 crores from Government, repayable over 
30 years, repayment commencing 15 years after the date of receipt, and 
can get further loans from Government as and when required. Net 
borrowings at the end of June 1971 stood at Rs. 146.7 crores. It can 
issue bonds with or without Government guarantee, borrow from any 
approved institutions in India, accept long term deposits and receive 
foreign currency loans with prior Government permission. It can 
borrow from the Reserve Bank (i) against trustee securities for ninety 
days, (ii) against genuine commercial bills for 5 years and (iii) out of 
the National Industrial Credit (Long Term Operations) Fund. The 
N.I.e. Fund was simultaneously established at the Reserve Bank with 
an initial sum of Rs. 10 crores, which now amounts to Rs. 80 crores. 
The Fund is used exclusively for the purchase of I.D.B.I. bonds and 
loans to I.D.B.I. for its purchase of shares and bonds of financial 
institutions. 


No. 


TABLE LX.XXIII 


Principal Sources of Funds 
1964-1971 


Source 


(Rs. in crores) 
Percentage 

Amount to total 


1. Increase in paid up capital and rescrvc/surplus 

2. Borrowings from Go\’omment 

3. Borrowings from Reserve Bank 

4. Borrowings by way of debentures 

5. Repayment of assistance 

6. Sale of investment 

Total (including cash/liquid resources and other items) 398.2 

*Includes Rs. 1 crorc borrowed by R.C.I. between July and August 1964 but exc 
luding Rs. 32.5 crores borrowed by it upto the end of June 1964. 

**I.D.B.I. has provided for Rs. 15.0 crores in 1971-72 estimated. 


48.2 
145.0* 
55.0 
_— ** 
137.0 
2.7 


12.1 

36.4 

13.8 


34.4 

0.7 


I.D.B.I. has set up a Development Assistance Fund as required in the 
Act. Assistance out of this Fund would be extended to high priont) 
industrial concerns with prior Government perrriission which cannot 
raise funds in the normal course. This revolving fund is built up through 
Government loans and grants. Since its establishment on March 27, 
1965 with a token amount of Rs. 1 lakh, the fund now totals Rs. 27. 
crores and its profits stood at Rs. 98 lakhs in 1970-71. 

During the first six months of operations from July to December 19 i 
I.D.B.I. sanctioned 10 applications, all for underwriting, with a tota 
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mitmenl of Rs. 1.15 crorcs but no amount was disbursed. Its first 
ventures have been in underwriting because I.F.C. is traditionally chary 
of such activity and its experience of such acti\ity after taking it irp 
at a late stage has not been too happy due to the state of the capital 
market, while I.C.I.C.I. has been tending to run short of rupee funds. 
Participation of brokers and other pnvate agencies is being deliberately 
encouraged and organized by giving them a share in I.D.B.I.’s own 
underwriting commission in order to broaden the base of the capital 
market. No direct loans were sanctioned during the first six mont^. 

During the year as a whole, the total sanctions amounted to Rs. 44.5 
crores. This was exclusive of guarantees but inclusive of direct loans 
and unde^^vr^tings (47.4%), refinance of industrial loans (47.0%), sub- 
scription to shares and bonds of financial institutions (4.9%), export- 
finance (0.5%) and rediscounting of machinery bills (0.2%). Cash 
disbursals were Rs. 23.9 crores. 

Since its inception till the end of June, 1971, 1.D.B.I. sanctioned assis- 
tance to 3,706 ututs amounting to Rs. 466,2 crores. Disbursals totalled 
Rs. 358.4 crores. This excludes subscriptions to the shares of I.F.C.I. 
and the newly created Industrial Reconstruction Corporation of India. 


TABLE LXXXIV 

I.D B I. Operatiom from \%i lo June 1971 

Gn Ri- crores) 


So 

T>pt of Auiitanc* 

Vitiis 

Sanctloru 

DlfbursaU 

I. 

Direct loans to industnal coocems (other than 
for exports) 

ii2 

148.1 

89.6 


Un<lef>tfitmg of and direct subscnpiion to 
shares and debentures 

103 

28i 

19.6 

1 . 

RefinaRce of industrial loans 

3,188 

123.3 

118.1 

4. 

Rediscounting of bills 

209 

89.9 

77.0 



3,612 

389 8 

3M.3 

5. 

Direct loans for esports 

32 

29.1 

14 9 

6 . 

Refinance of export credits 

4S 

240 



Total: 

3.689 

442.9 

335.8 

7. 

Subscriptions to shares and loans of financial 
institutions 

17 

'23.3 

226 


Total 1 lo 7 

3.706 

466 2 

3SS4 

8. 

Guarantees for loans and deferred pa>meots 

14 

29.3 

19.1 

9. 

export guarantees 



rB 


Since the bank started its operations, there has been, o%cr the >ears, 
some shift In the composition of I.D.B.L assistance from direct financing 
of industrial concerns (other than for exports) to channelizing of finance 
through the intermediary of other financial institutions as v.ell as direct 
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assistance for exports in participation with banks. The substantial 
assistance in the form of refinance, and subscription to bonds and shares 
of other financial institutions that the I.D.B.I. now extends, emphasizes 
its growing responsibility as an apex institution in tliis field. This role as 
a catalytic agent would continue to grow in the future in promoting and 
financing industrial development in the backward regions. 

The rate of interest charged by I.D.B.I. is per cent on direct loans, 
6.75 to 7 % on refinance, rediscounting of bills 5 to 6 per cent, export 
credit refinance against medium term export credits — 4.5 per cent. 

Organization and Management: Management is vested in a Board of 
Directors, same as that of the Reserve Bank. The Governor is Chair- 
man and one of the Deputy Governors is Vice-Chairman. Actual 
superintendence and management are vested in an Executive Committee 
of the Board, consisting of ten members including the Chairman and 
Vice-Chairman who meet once a month. Project applications are 
appraised by ad hoc groups, one for each project, consisting of technical, 
financial and managerial experts drawn from a panel of specialists 
working in public and private enterprises. The Deputy Chairman heads 
each ad hoc group. This procedure, which differs from that both I.F.C. 
and I.C.I.C.I., has, according to the Bank, proved efficient, quick and 
satisfactory during the limited period for which it has been in existence. 

With the establishment of I.D.B.I., the share capital of I.F.C. was 
raised from Rs. 7 crores to Rs. 8.35 crores. The entire additional share 
capital, together with the shares held by Government and the Reser\'e 
Bank, were transferred to I.D.B. to enable it to hold 50 per cent of 
the total share capital. The power to issue directives to I.F.C. has 
also been transferred from Government to I.D.B. These changes 
notwithstanding, I.F.C. remains as autonomous and distinctly separate 
organization. 

Under its charter, I.D.B. can lend to other financial institutions only 
through refinance of their loans which are repayable on the expiry of 
not less than three years and not more than 25 years, or by subscribing 
to their bonds and share capital. Ultimately, I.D.B. will entirely replace 
Government as a source of rupee funds but the transition will be smooth. 

I.D.B.’s Promotional Functions: In order to develop live and intimate 
contact with the economic situation and potentialities in different regions 
in the country, the Bank took the first step. The Bank established 
three Regional Offices, at Madras in South, Calcutta in the east and 
New Delhi in the north with a committee for each. In the west the 
Regional Committee will function in Bombay. 

A Committee of Directors comprising senior officials of the I.D.B.I-, 
I.C.I.C.I., the Agricultural Refinanc# Corporation and of the Reserve 
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Bankhas been set up to initiate surveys of industrial possibilities in 
relatively oackward States. The next step will be to discuss the project 
ideas that have emerged from the survey's with the State Governments 
concerned. The other steps relate to identification and search for 
entrepreneurs, preparation of detailed project reports and actual imple- 
mentation of such projects with the technical and financial assistance 
of financial institutions. Towards this end, a move has been initiated 
to bring together State level institutions like the S.F.C.S., S.I.D.C./ 
S.I.I.C., the "lead” banks in the States, Industries Department of State 
Governments and the All-India term-lending institutions such as I.F.C.I., 
I.C.I.C.I., and the A.R.C. under the leadership of I.D.B.I. to form an 
Inter-Institutional Group to further facilitate this work, a jointly spon- 
sored and financial Technical Consultancy Service Centre fTCSQ for 
each State. 


TABLE LXXXV 


Classification of Export Finasce* Sanctioiied bjr the I.D3J. npto the end of 
Jane 1971 aecordiag to Desdoatioo of Exports and Commodity Exported 


Same of the country 


Iran 

UA.R. 

Burma 

Ceylon 

Thailand 

Cicchoslovakia 
West Germany 
Poland 
Uganda 
Sudan 

Nigeria 

Kenya 

Indonesia 

G.D R. (East Germany) 
Hungary 

Republic of Korea 
New Zealand 
Lebanon 
Others 


(Rupees In crores) 


Value Amount Commodity 


Expont I.D£.I. Trans- Textile Steel Steel 

financed assis- mission maehl- rails, eon- 

by tanee line nery bars and strve- 

l.D.BJJ lowers railway lion 

banks and frock olds 

conductors equipment 

1 3 4 5 6 7 “ 


— 64 — 

84 _ 06 

— 30 — 

01 — — 

0.3 — — 

0.1 — — 


0.4 02 — 


— JO — 

— OJ — 

001 — — 


Toul: W.2 53.1 12.4 93 15.1 0 6 

•Comprising direct loans for exports and refinance of medium term export credits. 
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TABLE LXXXVI 

Classification of Export Finatice* Sanctioned by the I.D.B.I. LTpfo the end of 
June 1971 according to Destination of Exports and Commodity Exported 


(In crores of rupees) 


Name of the country 



Commodity 




Railway 

wagons 

Diesel 

engines 

Sugar 

mill 

machinery 

Auto- 

mobiles 

and 

spares 

Water 

treat- 

ment 

plants 

Fire 

fighting Others 
equip- 
ments 

Iran 

2.5 




-- 

- 


U.A.R. 

— 



— 

0.2 

0.2 

0.1 

— 

Burma 

— 

— 

— 

— 

— 

— 

— 

Ceylon 

— 

— 

— 

0.8 

— 

— 

0.5 

Thailand 

— 



— 

— 

— 

— 

— 

Czechoslovakia 

— 

— 



— 

— 

— 

— 

West Germany 

— 

0.3 

— 

— 



— 

— 

Poland 

— 



— 

— 

— 

— 

— 

Uganda 

— 

— 

1.4 

— 

— 

— 

— 

Sudan 

— 

— 

— 

— 

— 

— 



Nigeria 

— 



— 

3.5 

— 

— 

— 

Kenya 

— 

— 

— 



— 

— 

0.02 

Indonesia 

— 



— 

— 

— 

0.3 

G.D.R. (East Germany) — 



— T 

— 

— 

— 

— 

Hungary 

4.3 

— 

— 

— 

— 

— 

— 

Republic of Korea 

— 

— 

— 


— 

— 


New Zealand 

— 









Lebanon 

— 

— 



— 

— 


Others 

— 

2.1 

— 

— 

— 



Total; 

6.8 

2.4 

1.4 

4.5 

0.2 

0.1 

0.8 

*Comprising direct loans for exports and refinance of medium-term export credits, 




table lxxxvii 




Industry-wise 

Classification of 

Financial Assistance 

Sanctioned and 


Disbursed by I.D.B.I., since Inception upto June 1971 








(Rupees in lakhs) 



Industry 

Total 

assistance 

sanctioned 

Percentage of 
totals availed 
for all industries 

Total 

disburse- 

ments 


1 

2 

3 

4 

1. 

Coal mining 

81.1 

0.2 

231.5 

2. 

Stone, quarrying, clay and sand pits 

43.9 

0,1 

30.3 

3. 

Metal mining 

50.9 

0.1 

48,1 

4. 

Food manufacturing industries, .except 
beverage industries; 

(a) Sugar 

291.0 

0.7 

260.5 


(b) Others 

617.2 

1.4 

526.6 

5. 

Tobacco manufacturing industries 

2.6 

— 

1.1 

6. 

Manufacture of textiles : 

(a) Cotton textiles 

3,163.5 

7.1 

2,975.7 


(b) Others 

1,064.5 

2.4 

951.9 

7. 

Manufacture of wood and cork except 
manufacture of furniture 

56.0 

0.1 

74.9 

8. 

Manufacture of furniture and fixtures 

14.8 

— 


9. 

Manufacture of paper and paper products 

1,433.8 

3.2 

798.5 
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TABU. LXXXV/l (Qjntd ) 



Total 

Percentage of Total 

Industry 

assistance 

totals availed disburse- 


sanctfoned 

for all industnes menis 

1 

1 

3 4 


Printing, publishing and allied industnes 
Manufacture of leather and leather and 
fur products except foot-wear and 
other wearing apparel 
Manufacture of leather foot-wear and 
wearing Apparel 

Manufacture of Rubber Products 

. Manufacture of Chemicals A Chemical 
Products' 

(a) Basic industrial chemicals other 
than fertilisers 

(b) Fertilizers 

(c) Vegetable and animal oils and fats 
(except edible oils) 

(d) Manufacture of artificial fibres 

(d) Manufacture of chemical and dis- 
solving pulp (rayon grade) 

(f) Manufacture of paints, varnishes 

and lacquers . .. 

(g) Manufacture of miscellaneous 
chemical products 

Manufacture of Product* of Petroleum 
and Coal : 

Manufacture of Non-MeuUic Mineral 
Products except Products of Petroleum 
and Coal ^ , , 

(a) hfanufacture of structural cU> 

products _ . , 

(b) Manufacture of glass and glass 

products _ - 

(c) Manufacture of pottery, China and 
earthen ware (ceramics) 

(d) Cement 

(e) Grinding wheels and abrasives 

(f) Asbestos , , . 

(g) Not elsewbefc classified 

Basic Metal Industries: 

fa) Iron and steel basic indu$i«s 
(b) Non-ferrous metal basic industries 


134 8 

10 4 

61 3 
236 2 
(241 5) 

3.597.4 
(l/>81.4) 
4.977 S 
(1,085 0) 

76.4 

8S7! 

(90.0) 

2000 
116 8 

I.II4? 

(S.-I) 


143.1 

336.7 

97.3 
1J41 0 
(248.5) 


nrnd«cis exoent 


4,864 S 
1,295.5 
(171 0) 


2 893.3 
(1.081.4) 
3,769 3 
(S73 1) 


200 0 
76 7 


Manufacture of electrical machinery. 
Apparatus. Appliances ana supplies 

Manufacture of transport cquipineni_ 

Miscclbncous manufacturing inoosines 

Htttneitv gas. water, and sanitary 
teralS. ^ nianufacture and dislnbuiion 
(industrial gases) 


2.769 3 
(169.1) 
419 6 
324 3 


2.042 0 
(156 6) 
385 8 
267.2 
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TABLE LXXXVII (contd.) 


Industry 

Total 

assistance 

sanctioned 

Percentage of 
totals availed 
for all industries 

Total 

disburse- 

ments 

1 

2 

3 

4 

24. Services: 

(a) Hotel industry 

150.8 

0.3 

141.2 

(fa) Road transport 

585.7 

1.3 

421.6 

(c) Others 

30.9 

0.1 

30.9 

Total; 

44,290.0 

92.0 

33,589.4 


(3,095.9) 




Unit Trust of India: The Unit Trust of India was set up on February 1, 
1964 as a statutory body. As laid down in the Act, the Reserve Bank 
has contributed one-half of the initial capital of Rs 5 crores, L.I.C. 
Rs. 75 lakhs, the State Bank of India and its subsidiaries another Rs. 
75 lakhs, and 30 other scheduled banks, Rs. 66 lakhs. By affording the 
relatively small investors a means of acquiring a share in industrial 
development at minimum risk and at a reasonable return, the Trust is 
expected to tap a sigm'ficant volume of savings which may not have 
otherwise sought employment in industrial investment. 

The sale of Trust Units commenced on July 1, 1964. The first year’s 
sales amounted Rs. 19.1 crores. Repurchases were Rs. 41 lakhs. To- 
gether with the initial capital of Rs. 5 crores, a sum of Rs. 24 crores was 
available with the Trust for disposal. 

In the seventh year of its operations, sales during the year ended June 
30, 1971 totalled Rs. 18 crores. Less repurchases, the net investment 
was Rs. 14.80 crores. Sales in the previous year were higher by Rs 4.84 
crores and repurchases were also less by Rs, 1.16 crores. The sales in 
1970-71 were, however, higher than those in any of the earlier year, 
1965-66 upto 1968-69. 

The modest setback in 1970-71 reflected mainly the hardening of 
interest rates in the economy which resulted in the upward revision 
in the pattern of yields in the market, increase in the interest rates in 
rival channels of investment and also the change in the scheme of tax 
concessions. 

- The aggregate value of units sold and outstanding as on June 30, 
1971 was over Rs. 92.25 crores. The total number of unit holders re- 
gistered with the Trust were more than 3,80,000. In 1970-71, almost 
the whole of the investments in Units was by individuals who accounted 
for Rs 17.36 crores. Institutions invested Rs 63.50 lakhs only. 

The Trust has introduced four schemes to popularize investment in 
units among different segments of the community. These are the 
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Rrfnvestnicnt P/an J956, tjie Voluntary Savings Plan 1969, the Children’* 
Gift Plan 1970 and the latest Unit Linked Insurance Plan 1971. 
Investments: The total investments of the Trust as on June 30, 1971 
Were Rs. 105. 14 crores, an increase of Rs. 16.96 crores over the previous 
year. There has been no significant change in the pattern of invest- 
ments which continues to reflect the overall investment objectives of the 
Unit Scheme 1964 — safety of capital and a regular and growing income. 


TABLE LXXXIX 

PaHcrn of Overall Unit Trust Investment from 1964 to June 30, 1971 

(R$ m crores) 


Type o/imesimenl 

hnttttneM 


fnsesimeni 


1964-65 

total 

1970-71 


1. Ordinary shares 

8 67 

35 5 



2. Plreference shares 


7.2 

13 08 


3. Debentures 

4, Bonds of public Opera. 

9 93 

407 

40 89 

38.9 

tions and Government 
securities 

3 85 

15 8 

0 45 

04 

5. Treasury bills 

S. Advance deposits in res. 


— 

-- 

- 

Pect of purchase of de- 



7.15 

6.8 

7, Advance call deposits 





8. Application money 

9. Money at call with banks 

020 

0^ 

047 

3.43 

33 

Total: 

24.41 

1000 

105.13'** 

1000 


S'ote ; vLess than RJ. 5 lakhs 
**L«ss than 0 OS per cent- 

■••*ItK}vsheo( stamp duties, commission, iiansferfees eic capitalired. 


Certain guidelines have been provided for the regulation of invest- 
ments. The Trust’s investment in any one company is not to exceed 5 
per cent of the Trust’s total iaveatiWc funds or 10 per cent of the securi- 
ties issued by the company and outstanding, whichever is lower. Not 
more than 5 per cent of the investible funds can be invested in the initial 
issues of new industrial undertakings, he. investments which do not 
yield any current income. 

The expenses and total gross income of the Trust are allocated bet- 
ween the initial and unit cajrilal on the basis of the proportion which 
each bears to the other at the end of the accounting year, but the ex- 
penses charged to unit capital earnings are not to exceed 5 per cent of the 
earnings. At least 90 per cent of the net income earned by unit capital 
has to be distributed to unit holders. The income of the Trust is entirely 
tax free and dividend together with Income from certain specified securi- 
ties upto an amount of Rs. 3.000 to an individual is also free of income 
tax. 
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All scheduled banks which have contributed to the initial capital of 
the Trust act as agents for receiving applications and monies for the 
purchase of units. The Trust has emerged as one of the leading buyers 
of debentures since it began operations in June 1964, when investment in 
debentures accounted for the largest percentage (9.93) of the Trust’s total 
investment. In 1970-71 debentures continued to remain at the top 
places with Rs. 40.89 crores making 38.9% of total investments for the 
year. Besides underwriting fresh issues, it has also purchased debentures 
in the open market, mainly from banks to help them release funds for 
industrial advances. 

The management of the Trust is vested in a board of trustees which is 
required to ‘Act on Business principals, regard being paid to the interest 
of the unit holder*. There is no expheit reference to the public interest 
as in the charters of L.I.C., I.F.C., etc. Of the ten trustees, the chair- 
man, executive trustee and four other trustees are nominated by the 
Reser\’e Bank, one each by L.I.C, and the State Bank of India, and the 
remaining two by other contributors to the initial capital. The boara 
has to meet at least once every two months but routine work is carried 
on by an executive committee, consisting of the Chairman, executive 
trustee and to other trustees nominated by the Resen'e Bank. The 
Reserve Bank, and not Government, has the power to issue policy direc- 
tives to the Trust. 

The business of the Trust is restricted to sale and purchase of units, 
with a minimum face value of Rs. 10 and maximum of Rs. 100, invest- 
ment in securities, and keeping deposits with scheduled banks. R 
authorized to borrow monies in any form and from any institution, 
and from the Reserve Bank for m'nety days against trustee securities. 

TABLE LXXXX 

U.T.I.’s Resources as on June 30, 1971 

(Rs in crores) 


1. Capital 

(a) Initial capital: 1,000 certificates of Rs 50,000 each 

(b) Unit Capital: 9,22,51,443 units at Rs 10/- each 92.25 

2. Resenes and Surplus: 

(a) Unit premium reser%’e -90 

(b) Other resen’es -05 


Industrial Reconstruction Corporation of India; Several industrial units, 
especially in the Eastern Region have been facing difficulties and some 
have even stopped functioning. They have to be rehabifitated because 
of their importance to the national economy and the needs of employ- 
ment of a large work force. 

At the invitation of the I.D.B.I., the Industrial Reconstruction Corpo- 
ration of Lidia (I.R.C.I.) was set up in April 1971, under the Companies 
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Act with headquarters at Calcutta. To begin with, the I.R.C.I. will deal 
with urgent industrial problems of Calcutta and the Eastern Region 
especially, problems of rehabilitation and revival of ‘sick’ and closed 
industrial units. A major part of its work is likely to be to provide 
risk and loan capital on soft terms so as to enable the closed units to 
restart soon. 

The Corporation’s other activities would include restructuring of 
companies, labour management problems, change in product mix and 
related matters. It may also have to encourage, promote, assist 
and finance merger, amalgamation or reconstruction of industrial 
undertakings and change of management in appropriate cases and take 
all such action that will revive industrial development. 

The authorized capital of the Corporation is Rs. 25 crores. Its issued 
capital is Rs. 10 crores and paid up capital Rs. 2.50 crores. This paid 
up capital is held by I.D.B.!.. I.F.C.I.. L.I.C.I.. I.C.I.C.I., the State 
Bank of India and the 14 nationalized banks. It will also receive 
loans from the Government of India on soft terms. 

The Corporation has received 85 applications for assistance aggregat- 
ing Rs. 6.99 crores. Sanctions upto June 1971 amounted to Rs. 1.05 
crores for six industrial units, two each in the textile and engineering 
groups and one each in the mioiog and foundry industries. 

IX. — Foreign Aid and loTestmeDt 

External financial assistance to industry lakes three forms: (1) official 
assistance, i,e, loans from foreign Governments and international insti- 
tutions, (2) investment by foreign private investors in Indian enter- 
prises, and (3) supplier credits or deferred payments facilities for import 
of eqmpment. There is also supply of technical assistance Md know- 
how which goes under the generic label of technical collaboration. Since 
industrial enterprise is an intrinsically commercial proposition, it does 
not normally qualify for grants or interest-free Joans or cheap long 
term loans. 

Official Assislance: Upto the end of 1969-70, India was sanctioned 
total eiternal loans of Rs 6,662.5 crores. of which Rs. 4.742.7 CTores or 
more than two-thirds was almost directly for industrial development. 
The principal sources of loans were U.S.A.. U.S.S.R., West Germany. 
U.K., and the World Bank. 


Foreign In.estment in Indict Total foreign imestment .n India in the 
eotporale sector (inclnding State enterprises) as of June 1948, which 
was estimated by the Resen o Bank of India for the first time, amounted 
to Rs. 265 crores. wholly from private sources. It rose to Rs. 563 crores 
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TABLE LXXXXr 

External Loans for Industrial Development as at the end of March 1970 


A-. 

Source 


(Rs in crores) 

Steel and steel Other programmes 

prodttcis and projects Total 


1. r.B.R.D./I.D.A. 

2. U.S.A. 

3. U.S.S.R. 

4. West Germanv 

5. U.K. 

6. Japan 

7. Czechoslovakia 

8. Yugoslavia 

9. Poland 

10. Switzerland 

1 1 . Canada 

12. Hungarj’ 

13. Bulgaria 

14. Austria 

15. Belgium 

16. Denmark 

17. France 

18. Italy 

19. Netherlands 

20. Sweden 

21. Nonvay 


106.4 

40.) 

173.6 

142.1 

69.3 


0.8 


443.0 
1.453.5 

569.1 

343.3 

490.3 

266.1 
61.0 
78.2 

36.1 

22.8 

52.4 
25.0 

11.2 

13.6 

24.3 

6.4 
124.7 
116.9 

54.3 

16.6 

1.6 


549.4 
1,493.6 

742.7 

485.4 

559.6 
266.1 

61.0 

78.2 

36.1 

22.8 

53.2 
25.0 

11.2 

13.6 

24.3 
6.4 

124.7 

116.9 

54.3 

16.6 

1.6 


Total; 


532.3 


4,210.4 


4,742.7 


in 1958 and to Rs. 1,543 crorcs in 1968. This includes small amounts 
o snort term liabilities consisting mainly of debit balances in the com- 
pany accounts and net unremitted dividends accruing tb non-residents 
on their investments in Rupee Companies. 


Second Plan 
Third Plan 

1966- 67 

1967- 68 

1968- 69 

1969- 70* 
*Provisional 


10.5 

55.2 

305.6 

159.7 

210.7 

268.5 

282.5 


13.3 

64.2 

237.0 

114.8 

122.3 

144.0 
152.2 



TABLE LXXXXII 
External Debt Senicing 


(Rs in crores) 


Amortisation 

Interest 

T otal debt 



payments 

servicing 

1 

2 

3 

4 


23.8 

119.4 

542.6 

274.5 

333.0 

412.5 

434.7 


The increase over the 20-year period has been steady though not 
spectacular, nearly six times the 1948 figure. The amount of investment 
in plantations, the traditional field, has more than doubled from Rs. 



480/665 old repayable 


INDUSTRIES 



660 


THE GAZETTEER OF INDIA 


52.2 crores to Rs. 122.5 crores, while that in petroleum went up nearly 
nine times from Rs. 22.3 crores to Rs. 196.4 crores and constituted the 
largest single item of investment, manufacturing industries recorded the 
highest rate, nearly 12 per cent — from Rs. 70.7 crores to Rs. 821.6 
crores. Services accounted for Rs. 107.9 crores in 1948 and Rs. 392.7 
crores in 1968. 

The main contributors were nine countries with the United Kingdom 
continuing to remain the largest single investor. It accounted for 
Rs. 625 crores or 40 per cent of the total foreign investments in corporate 
enterprises together with all suppliers’ credits at the end of March 1968 
a year earlier, Britain’s share was 44 per cent but the decline was due to 
devaluation of the sterling in November 1967 and a sharp reduction 
from Rs. 38 crores in 1966-67 to Rs. 2 crores in 1967-68 in the net inflow 
of capital from this country’. Gross private other capital rose to Rs, 41 
crores in 1966-67 and declined to Rs. 7 crores the following year. 

The U.K. again headed the list in direct investments with Rs. 505 
crores or 72 per cent. Its other private capital was Rs. 120 crores which 
was 25 per cent of the total other capital. Almost, the whole of the 
foreign investments in plantations in India came from Britain, mainly 
in branches of sterling tea companies. These accounted for 19 per cent 
of Britain’s total investments and 23 per cent of its direct investments. 
Manufacturing accounted for 45 per cent of Britain’s total investment 
in India, petroleum 17 per cent and service industries 1 8 per cent. 

Next comes the U.S.A. with Rs. 422 crores or 27 per cent of the total 
foreign investments. Its investments rose by Rs. 47 crores in 1967*68 
as against Rs. 67 crores in the previous year. The decline was mainly 
due to a fall in drainings on loans from oflacial sources. The net inflow 
of direct investment and other capital increased by about Rs. 10 crores 
and Rs. one crore respectively. Of the total investments from 
at the end of March 1968, direct investments were 26 per cent, loan 
capital from U.S.AID and EXIiM Bank 53 per cent and other capita 
from private sources 21 per cent. Sixty-four per cent (Rs. 273 crores) 
of U.S. investments, were in manufacturing industries, Rs. 70 crores m 
, petroleum and Rs. 79 crores in ser\'ices industries. 

As at the end of March 1968, West Germany’s investments in India 
stood at Rs. 100 crores or 7 per cent of all foreign investments in In la- 
The net inflow declined from Rs. 28 crores in the previous year to Rs- ^ 
crores. The decline was mainly' due to reduced gross inflow of suppher s 
credit and loans. Direct investments from West Germany totalled Rs, 
crores; Rs, 55 crores came as capital from private sources and R^ 
crores from the German Kreditaustalt. About 44 per cent of 
Germany’s total investments were in the manufacturing industries an 
the balance in the serv'ices industries, mainly shipping and in offici y 
organized financial institutions. 
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The share of Internationa! InsUtutions, the World Bank and the 
International Finance Corporation fell by one per cent in 1967-68. 
This was because of larger amortization payments which mote than off 
set the inflow. The outstanding liabilities to these institutions aggre- 
gated Rs. 98 crores and represented 27 per cent of loans and credits from 
official sources. About 59 per cent of the investments by these institu- 
tions irere in the service industries — power projects and in financial 
institutions and the rest in the manufacturing industries mainly iron and 
steel. 

Japanese investments increased byRs. 17 crores totalling Rs. 82 crores 
representingSperceatofthe total foreign investments in India, almost 
the whole of the net inflow came as suppliers’ credit. Similarly, ioflou’s 
from Italy {Rs. 4 crores) and France (Rs. 2 crores) were suppliers’ credits. 
Among the other countries net inflow from Sweden, Belgium and the 
Netherlands aggregating Rs. 13 crores was largely suppliers' credits 
and Rs. 3 crores from Switzerland was mainly in the form of direct 
investment. 

Industry-wise. Rs. 822 crores or $i per cent of the total investments in 
India plus all suppliers' credits as at the end of March 1965 went to the 
manufacturing group. Chemicals and allied products accounted for 
Rs. 54 crores. Investments in petroleum industries stood at Rs. 196 
crores or 13 per cent, Service industries had Rs. 393 crores or 25 pep cent 
of the total investmeofs. Bulk of this money neut into coastnictioa, 
utilities and transport and to specialized financial institutions. 


TABLE LXXXXIV 

Out^taodins For«^ Inmtment b; Cairgory 

(Rs ta croresj 



I9« 

1965 

1966 

1967 


fU, u 

(0) 

(6) 

IW 

I. Direct Iavv5(aKat 
Capital 

565.5 

61U 

627.6 

639.0 

6846 

7012 

1. Brandies 

259.7 

262a 

244.1 

24L4 

273.4 

259.1 

2. F.CR.a 

305.8 

349.1 

383.5 

407.6 

41U 

442.1 

(i) SulKidtaries 


267.6 

285J! 

303J 

307.8 

324.7 

(») Ofhen 

65.9 

8JJ 

95.3 

J02.1 

J03.4 

117.4 


328J 

339.a 

441.7 

578.0 

7SU 

841.6 


534> 

547 

37a) 



75.2 


275.3 

335.1 

384.7 

514.8 

718.1 

766,4 

<ij Secuniies 

iOJS 

10.9 

ia9 

IM 

11.) 

II.3 

(if) Loans 

ISS.I 

233.9 

268 6 

350.4 

484.2 

495J 

bit) SupptieJs’ 
credits 

lf>n 

903 

lOSj 

153.3 

222.8 

259.8 

Total I -f- « 

893 S 

3,001.1 

J.069J 

1,227.0 

1.465.9 

1.54iSj 
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TABLE LXXXXV 


Long Term Foreign Investments — Industr>’-Wise 

(Rs. incrores) 



1948 

(Jtme 30) 

1958 

(Dec. 30) 

1968 

(March 31) 

I. Plantations 

52.2 

95.1 

122.5 

II. Mining 

11.5 

11.8 

9.6 

III. Petroleum 

22.3 

118.1 

196.4 

rV. Manufacturing 

70.7 

214.9 

821.6 

(a) Food, beverages, etc. 

10.1 

30.4 

44.1 


(b) Textile products 

28.1 

21.1 

66.4 


(c) Transport equipment 

1.0 

5.7 

84.8 


(d) Machiurey and 





machine tools 

1.2 

5.9 

49.6 

Rs, 821.6 

(c) Metals and metal 





products 

8.0 

76.0 

155.3 


(0 Electrical goods and 





machinery 

4.8 

17.1 

64.7 


(g) Chemicals and 





allied products 

8.0 

25.9 

241.4 


(h) Miscellaneous 

9.6 

32.8 

115.3 


V. Services: 

107.9 

122.3 

392.7 

(a) Trading 

43.0 

29.6 

53.6 


(b) Construction utili- 





tics and transport 

31.8 

51.4 

221.9 

Rs. 392.7 

(c) Financial 

15.7 

16.6 

96.1 


(d) Miscellaneous 

17.7 

24.3 

21.1 

1 

Total 

264.6 

562.5 

1,542.8 


Foreign Collaliorations: Between 1957 and 1971, 3,374 foreign collabora- 
tion agreements were approved by the Government of India. The U.K. 
topped the list with 885, followed by the U.S.A. 608, West Germany 
524, Japan 307, Switzerland 158, France 154 and others 738. 

An industry-wise classification reveals that foreign collaboration 
approvals for industrial machinery (other than textile machinery) were 
the highest as 471. Then came electrical equipment, apparatus, compo- 
nents etc. 420, machine tools and accessories 244, transport equipments 
227, basic chemicals 187, chemical products 195 and other industries 
1,630. 

Policy on Collaboration: Jawaharlal Nehru’s statement in Parliament 
on April 6, 1949, remains the authentic exposition of Government s 
policy on participation of foreign capital in India’s economic develop- 
ment. The State recognized the role of foreign capital in supplementing 
national savings and also in making available to the country the scienti- 
fic, technical and industrial knowledge, as also the capital equipment 
which foreign capital brings with it. At the same time, the statement 
emphasized the need to regulate the scope and mode of foreign capita 
in the national interest with the object of utilizing it most advanta- 
geously. 

The conditions under which foreign capital is welcome are: 

1 . All undertakings, whether Indian or foreign, have to conform to 
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TABLE LXXXXVn 

Approved Foreign Collaboration Agreements — Country-Wise 


No. 

Country 

1957 

1961 

1967 

1. 

United Kingdom 

17 

349 

757 

2. 

U.S.A. 

6 

158 

484 

3. 

West Germany 

2 

146 

413 

4. 

Japan 

1 

81 

237 

5. 

Switzerland 

— 

35 

126 

6. 

France 

O 

37 

119 

7. 

Italv 

4 

34 

78 

8. 

East Germany 

— 

10 

60 

9. 

Sweden 

1 

15 

42 

10. 

Netherlands 

1 

17 

42 

11. 

Denmark 

— 

12 

29 

12. 

Czechoslovakia 

— 

11 

28 

13. 

Austria 

— 

9 

25 

14. 

Belgium 

— 

8 

24 

15. 

Canada 

— 

5 

19 

16. 

Poland 

— 

7 

18 

17. 

Hungary 

— 

3 

12 

18. 

Yugoslavia 

— 

1 

12 

19. 

Rnland 

— 

3 

4 

20. 

Others 

47 

183 

229 


Total: 

81 

1,124 

2,758 


Jime 1971 
885 

eos 

524 

307 

158 

154 

92 

73 

55 

54 

38 

39 
29 
28 
22 
18 
17 
14 

6 

253 

3,374 


TABLE LXXXXVin 

Approved Foreign Collaboration — Industrj-Wisc 


Rupee in Crores 


Industr}’ 


Electrical equipment, apparatus, 
components, etc. 

Industrial machinery other than 
textile 

Machine fools and accessories 
Transport equipment 
Basic chemicals 
Chemical products 
Heavy electrical equipments (gene- 
ration and distribution) 

Iron and steel products 
Instruments 
Textile machine^’ 

Material handling and construc- 
tion equipment 
Castings and forgings 
Drugs and pharmaceuticals 
Ceramics and glasssvare 
Paper and paper products 
Metal and metal products 
Technical consultancy 
Agricultural machinery and im- 
plements 
Fertilizers 
Pesticides 
Others 


1967 1971 Total 


134 351 
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the general requirements of the declared industrial policy. 

2. Foreign enterprises would be treated on a par with Indian enter- 
prises. 

3. Foreign enterprises would be free to remit profits and repatriate 
capital subject to foreign exchange regulations. 

4. In the event of nationah’zation of a foreign undertaking, fair and 
equitable compensation would be paid. 

5. As a rule, the major interest, ownership and efiectivc control of an 
undertaking should be in Indian bands. 

In the last two decades, IndiVs industrial base has been broadened 
and its manufacturing sector widely diversified. Also, there has been 
significant development of indigenous know-how and consequently. 
Government exercises a greater degree of selectivity. Foreign colla- 
boration/investment is accepted only in fields of relatively high priority 
and in areas where sophisticated foreign technology would become avail- 
able to the country. Foreign investment is welcome primarily in manu- 
facturing industries in which Indian enterprise is not fully developed 
and the products of which could help increase India’s foreign exchange 
resources either by increasing exports or by reducing current inputs. 

Since 1963, a Foreign Investment Board has been fuactiocing as a 
local agency within Government for expeditiously dealing with all matters 
relating to foreign private iovestments/collaboraiion. 

Certain recent policy trends in respect of foreign investment and 
collaboration may be noticed; 

(i) Equality: Generally, the policy Is to allow minority participation, 
the usual preference being upto 40 per cent. In very exceptional cases, 
majority participation may be considered if a project requires sophisti- 
cated technology not available in India or involves substantial 
amount of foreign exchange, which is not available from alternative 
sources or is essentially e.xport oriented. 

(ii) Royalty: Payments, subject to tax. arc allowed upto a maxi- 
mum of 5 per cent. Royalty is calculated oD the basis of the ex-factory 
selling price of the product less landed cost of import content, irrespec- 
tive of the country of supply. Government does not normally allow 
any minimum guaranteed royalty. No royalty payments are allowed in 
case of collaboration between a wholly owned subsidiary in India and 
the parent company. 

(iii) Duration: The duration of collaboration agreements is restrict- 
ed to five years from the date of agreement or five years from the date of 
commencement of production. However, such a date should not exceed 
three years after the signing of the agreement, which means a maxi- 
mum of eight years are allowed. Renewals are considered on the merit 
of each case. 

(iv) Exports: Foreign investment and collaboration are welcomed 
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liberally in industries which are predominantly export-oriented and 
where the link with the collaborating party Will provide an avenue for 
export. 

In January 1969, policy decisions were taken aimed at increasing 
exports involving foreign collaboration. Units with substantial export 
performance to their credit would be allowed, on merits, to expand their 
production capacity to enable them to step up their exports. 

Tax Incentives; The Indian tax laws offer a wide range of tax incentives 
and special incentives for foreign/non-resident tax payers. 

Among incentives for savings and investment are a five-year tax holiday 
for new industrial enterprises, tax exemption for ‘priority’ industries, 
depreciation allowance development rebate, deduction of expenditure on 
scientific research, export markets development allowance, agricultural 
development allowance, concessional treatment of inter-corporate divi- 
dends, tax-free dividends, \vealth tax exemption, tax credit certificates, 
and exemption of income from provision of technical know-how or 
services. 

Special incentives for the foreign or non-resident tax payers are: 

(1) Concessional tax on royalties and technical service fees received 
by a foreign company. 

(2) Exemption from surtax or royalties, interest and technical service 
fees of foreign companies. 

(3) Tax exemption to foreign technicians employed in India. 

(4) Tax free interest on loans from specified foreign sources. 

(5) Deduction of expenses on education of children outside India. 

(6) Exemption of leave passage money. 

(7) Exemption for foreign employees for services rendered in India. 

(8) Exemption from tax on export income. 

(9) Exemption on remittances to India out of foreign profits or 
capital. 

The growing number of collaborations owes a great deal to Govern- 
ment policy, both deliberate and undesigned. By means of import 
restrictions, the Government has raised profits on home production, 
and among the foreign firms that wish to share in the protected market, 
the Govermnent has shown hostility towards those that are entirely owned 
abroad. So collaboration has become more or less a sine qua non iot 
foreign firms wishing to enter the Indian market. Similar hostility 
towards foreign control reduces the attraction of financial investment 
in India, and correspondingly increases the advantage of the sale o 
know-how for royalties. 

The object of the Government in encouraging collaboration is four- 
fold: 

(a) By their means we would be replacing the import of goods by the 
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import of capital and know-how, substituting domestic for foreign 
labour and materials and thereby saving exchange. 

(b) The import of know-how would educate our countrymen in 
industrial techniques and take the country towards technological self- 
dependence. 

(c) Finance brought into collaborations from abroad would be free 
from political strings unlike Government grants or loans. 

(d) The outflow of returns on imported equity capital would be 
more flexible than on foreign loans and could be more easily adjusted 
to our bayments circumstances. 

Foreign technical help can be obtained in three forms: employment 
of foreign technical personnel, technical consultancy arrangement, and 
technical collaboration arrangement. The first two are essentially 
personal in nature, while the third is institutional. The growing pheno- 
menon noticed since 1957 is the rise In this third form of technical 
assistance arrangement. 

The advantages of a collaboration arrangement are that it enables 
the country to take a start on its development ciTort at a higher level of 
technology than if it were to seek to develop on its own. It thereby 
enables development not only to take place faster but also helps avoid 
waste of capital, both as a result of experlmentatjon and of delays in 
obtaining output from equipment. The agraminis have also helped 
many new entrepreneurs to take up industry. The large number of new 
entrepreneurs who have come up in recent years have been greatly helped 
by their collaboration with well-knovm foreign firms, often in techni- 
cally difficult industries. An essential advantage, particularly where the 
foreign partner also participates in the capital and management of the 
Indian company, is the adherence to improved mauagement practices 
and strict quality control that it ensures. 

KepetitiTC Collaboration: On the subject of foreign collaboration, the 
Committee of Inquiry on Industrial Licensing Policy, has discussed at 
length what it calls “repetitive collaboration”. This phenomenon it 
says, arises in the form of collaborations being entered into for a product 
irrespective of the fact that it is already being produced on the basis of 
- ’ •• • •. — — *- -> agreements are 

. . . • ' I same foreign 

)duct. 

Analysing the list of foreign collaborations, the Committee has found 
that 363 categories were involved in repetitive collaborations. Of these, 
there were SO products for which collaborations in multiple numbers 
have been granted in the same year. Also there has been significant 
difference in the terms of approval in many cases. It gives the example 
of how in calculating the payment of royalty, several bases have been 
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accepted in different agreements. 

The Committee has enumerated areas of production, mostly of con- 
sumer goods, where there is no great advantage in obtaining foreign 
know-how, much less granting repetitive collaboration. Some of the 
items are loudspeakers, toys, sports goods, spectacle hinges, ball point 
pens, tooth paste, readymade garments etc. 

Similarly, multiple collaborations have been permitted and renewed 
in respect of items like domestic refrigerators, radio receivers, transistors, 
tape-recorders, gramaphones, record changers and cameras. These 
non-essential goods the Committee concludes, lead to outflow of foreign 
exchange over long periods of time. 

On the question of indigenous production of these items contributing 
to import substitution, the Committee says it is inconceivable that such 
goods would have been at all imported in view of the diSicult foreign 
exchange situation. Further not all imports need to be substituted. 

The Committee has also been critical of another type of collaboration- 
items in wliich production has already been well established and no 
further major import of technology is necessary'. 
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Government of India Resolution on Industrial Policy 
dated tbe 6th April, 1948 

The Government of India have given careful thought to the econo- 
mic problems facing the country. The nation has now set itself to 
establish a social order where justice and equality of opportunity shall be 
secured to all the people. The immediate objective is to provide 
educational facilities and health services on a much voider scale, and 
to promote a rapid rise in the standard of living of the people by 
exploiting the latent resources of the country, increasing production 
and offering opportunities to all for employment in the service of the 
community. For this purpose, careful planning and integrated effort 
over the whole field of national activity are necessary; and the 
Government of India propose to establish a National Planning Com- 
mission to formulate programmes of development and to secure their 
execution. The' present statement, however, confines itself to Govern- 
isent’s policy in the industrial field. 

Any improvement in the economic conditions of the country postulates 
an increase in national wealth; a mere redistribution of existing wealth 
would make no essential difference to the people and would merely mean 
the distribution of poverty. A dynamic national policy must, there- 
fore, be directed to a continuous increase in production by all possible 
means, side by side with measures to secure its equitable distribution 
lo the present state of the nation’s economy, when the mass of the people 
arc below the subsistence level, the emphasis should be on the expansion 
of production, both agricuftural and iaduslrial; and in particular on 
the production of capital equipment, of goods satisfying the basic needs 
of the people, and of commodities the export of which will increase 
earnings of foreign exchange. 

The problem of State parlicipalion in Industry and the conditions in 
which private enterprise should be allowed to operate must be judged in 
this context. There can be no doubt that the State must play a pro- 
gressively active role in the development of industries, but ability to 
atlMvx tbt Tiiavw objec^vvtt siiovrid tlvs isnsaedvate exteat oC 

State responsibility and the limits to private enterprise. Under present 


cular, they are considering steps to create a body of men trained in busi- 
ness methods and management. They feel, however, that for some 
time to Come, the State could contribute more quickly to the increase of 
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national wealth by expanding its present acti\ities wherever it is already 
operating and by concentrating on new’ units of production in other 
fields, rather than on acquiring and running existing units. Meanw’hile, 
private enterprise, properly directed and regulated, has a valuable role 
to play. 

On these considerations, the Government have decided that the manu- 
facture of arms and ammunition, the production and control of atomic 
energj’, and the ownership and management of railway transport should 
be the exclusive monopoly of the Central Government. Further, in 
any emergency, the Government would always have the power to take 
over any industry' vital for national defence. In the case of the follow- 
ing industries, the State — which in this context, includes Central, Pro- 
vincial and State Governments and other Public Authorities like Mimici- 
pal Corporations — will be exclusively responsible for the establishment 
of new undertakings, except w’here, in the national interest, the State 
itself finds it necessary to secure the co-operation of private enterprise 
subject to such control and regulation as the Central Government may 
prescribe: — 

(1) Coal (the Indian Coalfields Committee’s proposals w’ill be 
generally follow'ed). 

(2) Iron and Steel. 

(3) Aircraft Manufacture. 

(4) Shipbuilding. 

(5) Manufacture of telephone, telegraph and w’ireless apparatus, 
excluding radio receiving sets. 

(6) Mineral Oils. 

While the inherent right of the State to require any existing industrial 
undertaking W’ill ahvays remain, and will be exercised whenever the 
public interest requires it. Government have decided to let existing 
undertakings in these fields develop for a period of ten years, during 
w’hich they will be allow'ed all facilities for efficient w’orking and reason- 
able expansion. At the end of this period, the w’hole matter w’ill be 
reviewed and a decision taken in the light of circumstances obtaining 
at the time. If it is decided that the State should acquire any unit, the 
fundamental rights guaranteed by the Constitution w’ill be obseiv’ed and 
compensation w’ill be awarded on a fair and equitable basis. 

Management of State enterprise will, as a rule, be through the medium 
of public corporations under the statutory' control of the Central Govern- 
ment, who will assume siich powers as may be necessary to ensure this. 

The Government of India have recently promulgated a measure for the 
control by' the State of the generation and distribution of electric pow’er. 
This industry will continue to be regulated in terms of this measure. 

The rest of the industrial field will normally be open to private enter- 
prise, indiridual as w'ell as co-operative. The State will also progressively 
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participate in this field; nor will it hesitate to intervene whenever the 
progress of an industry under private enterprise is unsatisfactory. The 
Central Government have already embarked on enterprises like large 
river-valley developments, which arc multi-purpose projects of great 
magnitude, involving c-ttensivc -generation of hydro-electric power and 
irrigation on a vast scale, and are calculated in a comparatively short 
lime to change the entire face of large areas in this country. Proj'ects 
like the Damodar Valley Scheme, the Kosi Reservoir, the Hirakud Dam, 
etc., are in a class by themselves and can stand companson with any 
of the raaj'or schemes in America or clsewlwrc. The Central Govern- 
ment have also undertaken the production of fertilizer on a very large 
scale and have in view other enterprises like the manufacture of essential 
drugs, and ofsymhelic oil from coal; many Provincial and State Govern- 
ments are also proceeding on similar lines. 

There arc certain basic industries of importance, apart from those 
mentioned in paragraph 4, the planning and regulation of which by 
the Central Government is necessary in the national interest. The 
following industries whose location must be governed by economic 
factors of all-India import, or which require considerable investment 
or a high degree of technical skill, will be the subject of a Central regula- 
tion and control: 

(1) Salt. 

(2) Automobiles and tractors. 

(3) Prime Movers. 

(4) Electric Engineering. 

(5) Other heavy machinery. 

(6) Machine tools. 

(7) Heavy chemicals, fertilizers and pharmaceuticals and drugs. 

(8) Electro-chemical industries. 

(9) Non-ferrous metals. 

(10) Rubber Manufactures. 

(11) Power and industrial alcohol. 

(12) Cotton and woollen textiles. 

(13) Cement. 

(14) Sugar. 

(15) Paper and newsprint. 

(16) Air and Sea Transport. 

(17) Minerals. 

(18) Industries related to defence. 

The above list cannot obviously be of an e.xhaustive nature. The 
Government of India, while retaining the ultimate direction over this 
field of industry, will consult the Governments of the Provinces and 
States at all stages and fully associate them in the formulation and 
execution of plans. Besides these Goveraments, representatives of 
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Industry and Labour will also be associated witli the Central Govern- 
ment in the Industrial Advisory Council and other bodies which they 
propose to establish, as recommended by the Industries Conference. 

Cottage and small-scale industries have a very important role in the 
national economy, offering as they do scope for individual, village or 
co-operative enterprise, and means for the rehabilitation of displaced 
persons. These industries arc particularly suited for the better utilisa- 
tion of local resources and for the achievement of local self-sufficiency 
in respect of certain types of essential consumer goods like food, cloth 
and agricultural implements. The healthy expansion of cottage and 
small-scale industries depends upon a number of factors like the pro- 
vision of raw materials, cheap power, technical advice, organised 
marketing of their produce, and, where necessary, safeguards against 
intensive competition by large-scale manufacture, as well as on the 
education of the worker in the use of the best available teclinique. Most 
of these fall in the Provincial sphere and are receiving the attention of 
the Governments of the Provinces and the States. The Resolution of 
the Industries Conference has requested the Central Government to 
investigate how far and in what manner these industries can be co- 
ordinated and integrated with large scale industries. The Government 
of India accept this recommendation. It will be examined, for example, 
how the textile mill industry can be made complementarj' to, rather 
than competitive with the handloom industry, which is the country’s , 
largest and best organised cottage industry. In certain other lines of 
production, like agricultural implements, textile accessories, and parts 
of machine tools, it should be possible to produce components on a 
cottage industry scale and assemble these into their final product at a 
factory. It will also be investigated how far industries at present highly 
centralised could be decentralised with advantage. 

The Resolution of the Industries Conference has recommended that 
Government should establish a Cottage Industries Board for the foster- 
ing of small scale industries. The Government of India accept this 
recommendation and propose to create suitable machinery to implement 
it. A Cottage and Small-scale Industries Directorate will also be set 
up within the Directorate General of Industries and Suppfies. 

One of the main objectives will be to give a distinctly co-operative 
bias to this field of industry. During and before the last war, even a 
predominantly agricultural country like China showed what could be 
done in this respect, and her mobile industrial co-operative units were of 
outstanding assistance in her struggle against Japan. The present 
international situation is likely to lessen to a marked degree our chances 
. of getting capital goods for large-scale industry, and the leeway must 
be made up by having recourse to small-size industrial co-operatives 
throughout the country. 
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The Government, however, recognise that Ihejr objective, v/r., secur- 
ing the maximum increase in production, will not be realised merely by 
prescribing the respective spheres of the State and of private enterprise 
in Industry; it is equally essential to ensure the fullest co-operation 
between labour and management and the maintenance of stable and 
friendly relations between them. A Resolution on this subject was un- 
animously passed by the Industries Conference which was held in 
December last. Amongst other things, the Resolution states;— 

“ The system of remuneration to capital as well as labour must 

be so devised that, while in the interests of the consumers and the 
primary producers, excessive profits should be prevented by suitable 
methods of taxation and otherwise, both will share the product of their 
common effort, after making provision for pajment of fair wages to 
labour, a fair return on capital employed in the industry and reason- 
able reserves for the maintenance and expansion of the undertaking.” 
Government accept this Resolution. They also consider that labour’s 
share of the profits should be on a sliding scale normally varying with 
production. They propose, in addition to the over-all regulation of 
industry by the State, to establish machinery for advising on fair wages, 
fair remuneration for capital, and conditions of labour. They will 
also take steps to associate labour in all matters concerning industrial 
production. 

The machinery which Government propose to set up will function at 
different levels, central, regrorul and unit. At the Centre, there will 
be a Central Advisory Council, which will cover the entire field of 
industry, and will have under it Committees for each major industry. 
These Committees may be split up into sulxommittecs dealing with 
specific questions relating to the industry, e.g., production, industrial 
relations, wage fixation, and distribution of profits. The regional 
machinery under the Provincial Governments will be Provincial Advisory 
Boards wfuch, like the Central Advisory Council, will cover the entire 
field ofindustry within the province; thcywill have under them the Pro- 
vincial Committees for each major industry'. The Provincial Committees 
may also be split up into various sub-committees dealing with specific 
questions rclting to production, wage fuation and industrial relations. 
Below the Provincial Commiltees will come the Works Committees and 
the Production Committees attached to each major industrial establish- 
ment. 

The Works Committees and the Production Committees will be bi- 
partite In character, consisting of representatives of emplojers and 
workers only, in equal numbers. All other Committees will be tripartite, 
with representatives of Government, employers and workers. 

Government hope that the madiinery proposed will substantially 
reduce the volume of industrial disputes. In the case of unresolved 
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conflicts, Government trust that management and labour m their 
own interests and in the larger interests of the country, agree to settle 
them through recognised channels of conciliation 

will be provided by Government. The Industrial Relations Machine^, 
both at^the Centre and in the Provinces, is being strengthened, and 
permanent Industrial Tribunals are being established for dealing w 

“TheGove^em of India are also taking special st'P' 
industrial housing as quickly as possible. A ^ jation, 

tion of one million workers’ houses in ten years m un er p^^^ 

and a Housing Board is being constituted for this purpo . ^ 

be shared in suitable proportions between Governmeih, e^^^^ 
labour, the share of labour being recovered in the form of a 

In order to ensure quick decisions on the various 
of the Industrial Truce Resolution, Government are appomti g P 

°^^he Government of India agree with the view of the 
ference that, while it should be recognised |bat parti^pati^^f f 
capital and enterprise, particularly as regards industnal 
knowledge, will be of value to the rapid industnahsation ^ 

it is necessary that the conditions under which they may part P 
InLn industry should be carefully regulated in the -bonann^e^; 
Suitable legislation will be introduced for this P'^’TOse^ 
tion will provide for the scrutiny and approval by the C^tr ^ 
ment of every individual case of participation of P ^ 

management in industry. It will provide that^, ^ 
interest in ownership, and effective control, should a y 
Indian hands; but power wiU be taken to deal with ex^ptw ^ 
a manner calculated to serve the national interest. In a » 
ever, the training of suitable Indian personnel for the purp 
tuaUy replacing foreign experts will be insisted upon ^^,__nsibiUty 
The Government of India are fully alive to their direct re p n 
for the development of those industries wWch they b^ve „ 
ssary to reserve exclusively for State enterprise. ey 
to extend their assistance to private or co-operative ^ 

of the industrial field, and in particular, by to the 

culties and by facilitating the import of essential raw 
maximum possible extent. The tariff policy^ o ove 
designed to prevent unfair foreign competition and t P ^ ^gns 
utilisation of India’s resources without imposing "”J“"bfeble 
on the consumer. The system of taxation sviU be ^«mwed and rea^^^^^^ 
ed where necessary to encourage saving and pro . _ of the 

and to prevent undue concentration of wealth in a sma 
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population. 

The Government of India hope that this elucidation of their intentions 
of fundamental aspects of industrial policy will remove all misappre- 
hensions, and they are confident that a joint and intensive effort will 
now be made by labour, capital and the general public, which will pave 
the way for the rapid industrialisation of the countrj’. 
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Statement Made by the Prime Minister in the Constituent 
Assembly of India (Legislative) On 6 April, 1949. 

The policy as regards participation of foreign capital has already been 
announced in broad terms in Government’s resolution of the 6th April, 
1948. The stress on the need to regulate, in the national interest the 
scope and manner for foreign capital arose from past association of 
foreign capital and control with foreign domination of the economy of the 
country. But circumstances today are quite different. The object of our 
regulation should therefore be the utilisation of foreign capital in a 
manner most advantageous to the country. Indian capital needs to be 
supplemented by foreign capital not onl}' because our national savings 
will not be enough for the rapid development of the countrj' on the 
scale we wish, but also because in many cases scientific, technical and 
industrial knowledge and capital equipment can best be secured along 
with foreign capital. 

In this context, foreign investors would no doubt wish to have some 
clear indication of our policy on certain matters, like the repatriation of 
capital, their remittance of profits, and the treatment of foreign enter- 
prise ris~a-v/s Indian enterprise. I propose to make the policy of 
Government quite clear in tins matter. 

In the first place, I would like to state that Government would expect 
all undertakings, Indian or foreign, to conform to the general require- 
ments of their industrial polic}'. As regards existing foreign interests, 
Government do not intend to place any restrictions or impose any condi- 
tions which are not applicable to similar Indian enterprise. Government 
would also so frame their policy as to enable further foreign capital to 
be invested in India on terms and conditions that are mutually advan- 
tageous. 

Secondly, foreign interests would be permitted to earn profits, subject 
only to regulations common to all. We do not foresee any diflaculty in 
continuing the existing facilities for remittance of profits, and Govern- 
ment have no intention to place any restriction on withdrawal of foreign 
capital investments, but remittance facilities would naturally depend on 
foreign exchange considerations. If, however, any foreign concerns 
come to be compulsorily acquired. Government would provide reason- 
able facilities for the remittance of proceeds. 

Thirdly, if and when foreign enterprises are compulsorily acquired, 
compensation will be paid on a fair and equitable basis as already 
announced in Government’s statement of polic}’. 
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Goverament have stated before that, as a rule, the major interest in 
ownership and effective control of an undertaking should be in Indian 
hands. They have also stated that power will be taken to deal with 
exceptional cases in a manner calculated to serve the national interest. 
Obviously there can be no hard and fast rule in this matter. Government 
will not object to foreign capital having coiUrol of a concern for a limited 
period, if it is found to be in the national interest and each individual 
case will be dealt with on its merits. In the matter of employment of 
personnel, Government would not object to the employment of non- 
Indian in posts requinng technical skill and experience, when Indians of 
requisite qualifications are not available, but they attach vital impor- 
tance to the traimng and employment of Indians even for such posts in 
the quickest possible manner. 

I should like to add a few words about British interests in India 
which naturally form the largest part of foreign investments in India. 
Although it is the policy of the Government of India to encourage the 
growth of Indian industry and commerce (including such services like 
Banking, Shipping and Insurance) to the best of their ability, there is 
and will still be considerable scope for the investment of British capital 
(n India. These considerations will apply equally to other existing 
non-Indian interests. The Covemmeot of India have no desire to 
injure in any way British or other non-Indian interests in India and 
would gladly welcome their contribution in a constructive and co-opera- 
tive role in the development of India’s economy. 
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Government of India 
Industrial Policy Resolntion 
New Delhi, the 30th April, 1956 

The Government of India set out in their Resolution dated the 
6th April, 1948, the policy which they proposed to pursue in the 
industrial field. The Resolution emphasised the importance to the 
economy of securing a continuous increase in production and its equit- 
able distribution, and pointed out that the State must play a pro- 
gressively active role in the development of industries. It laid down 
that besides arms and ammunition, atomic energy and railway trans- 
port, which would be the monopoly of the Central Government the 
State would be exclusively responsible for the establishment of new 
undertakings in six basic industries — except where, in the national 
interest, the State itself found it necessary to secure the co-operation of 
private enterprise. The rest of the industrial field was left open to 
private enterprise though it was made clear that the State would also 
progressively participate in this field. 

2. Eight years have passed since this declaration on industrial policy. 

These eight years have witnessed many important changes and develop- 
ments in India. The Constitution of India has been enacted, guarantee- 
ing certain Fundamental Rights and enunciating Directive Principles o 
State Policy. Planning has proceeded on an organised basis, and the first 
Five Year Plan has recently been completed. Parh'ament has accepte 
the socialist pattern of society as the objective of social and economic 
poh'cy. These important developments necessitate a fresh statement 
of industrial policy, more particularly as the second Five Year Plan vm 
soon be placed before the country. This policy must be governed by 
the principles laid down in the Constitution, the objective of socialism, 
and the experience gained during these years. . 

3. The Constitution of India, in its preamble, has declared that it aims 
at securing for all its citizens — 

“JUSTICE, Social, economic and political; 

LIBERTY of thought, expression, belief, faith and worship; 

EQUALITY of status and of opportunity; and to promote among 

them all; 

FRATERNITY assuring the dignity of the nation.” 

In its Directive Principles of State Policy, it is stated that: 

“ITie State shall strive to promote the welfare of the people by secunng 
and protecting as efiectively as it may a social order in which justice, 
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Social, economic and political, shall inform all the institutions of ths 
national life.” 

Further that — 

“The State shall, in particular, direct its pohcy towards securing 

(a) that the citizens, men and women equally, have the right to an 
adequate means of livelihood; 

(b) that the ownership and control of the material resources of the 
community are so distributed as best to subserve the common 
good: 

(c) that the operation of the econoimc system does not result in the 
concentration of wealth and means of production to the common 
detriment; 

(d) that there is equal pay for equal work for both men and women; 

(e) that the health and strength of workers, men and women, and 
the tender age of children are not abused and that citizens are not 
forced by economic necessity to enter avocations unsuited to their 
age or strength; 

(f) that childhood and youth are protected against exploitation and 
against moral and material abandonment.” 

4. These basic and general principles were ^ven a more precise direc* 
tion when Parliament accepted in December, J9S4, the socialist pattern 
of society as the objective of social and economic policy. Industrial 
policy, as other policies, must therefore be governed by these principles 
and directions. 

5. In order to realise this objective, it is essential to accelerate the rate 
of economic growth and to speed up industrialisation and, in particular, 
to develop heavy industries and machine making industries, to expand 
the public sector, and to build up a large and growing co-operative 
sector. These proride the economic foundations for increasing oppor- 
tunities for gainful employment and improving liriog standards and 
working conditions for the mass of the people. Equally, it is urgent, 
to reduce disparities in income and wealth which exist today, to prevent 
private monopolies and the concentration of economic power in different 
fields in the hands of small numbers of individuals. Accordingly, the 
Stale will progressively assume a predominant and direct responsibiUly 
for setting up new industrial undertakinp and for developing transport 
facilities. It will also undertake Syjte trading on an increasing scale. 
At the same time, as an agency for planned national devefopment, in 
the context of the country’s expan^ng economy, the private sector 
will have the opportunity to develop and expand. The principle of co- 
operation should be applied wherever possible and a steadily increasing 
proportion of the activities of the private sector developed along co- 
operative lines. 
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6. The adoption of the socialist pattern of society as the national 
objective, as well as the need for planned and rapid development, require 
that all industries of basic and strategic importance, or in the nature of 
public utility services, should be in the public sector. Other indus- 
tries which are essential and require investment on a scale which only 
the State, in present circumstances, could provide, have also to be in the 
public sector. The State has therefore to assume direct responsibility 
for the future development of industries over a wider area. Neverthe- 
less, there are limiting factors which make it necessary at this stage for 
the State to define the field in which it will undertake sole responsibility 
for further development, and to make a selection of industries in the 
development of which it will play a dominant role. After considering 
all aspects of the problem, in consultation with the Planning Commission, 
the Government of India have decided to classify industries into three 
categories, having regard to the part which the State would play in each 
of them. These categories will inevitably overlap to some extent and 
too great a rigidity might defeat the purpose in view. But the basic 
principles and objectives have always to be kept in view and the general 
directions hereafter referred to be followed. It should also be 
remembered that it is always open to the State to undertake any type 
of industrial production. 

7. In the first category will be industries the future development of 
which will be the exclusive responsibility of the State. The second 
category will consist of industries, which will be progressively State- 
owned and in which the State will therefore generally take the initiative 
in establishing new undertakings, but in which private enterprise will 
also be expected to supplement the effort of the State. The third cate- 
gory will include all the remaining industries, and their future 
development will, in general, be left to the initiative and enterprise of the 
private sector. 

8. Industries in the first category have been listed in Schedule A of this 
Resolution. All new units in these industries, save where their establish- 
ment in the private sector has already been approved, will be set up only 
by the State. Tins does not preclude the expansion of the existing 
privately owned units, or the possibility of the State securing the co- 
operation of private enterprise in the establishment of new units when 
the national interests so require. Railways and air transport, arms an 
ammunition and atomic energy will, however, be developed as Centra 
Government monopolies. Whenever co-operation with private enter- 
prise is necessary, the State will ensure, either through majority parti 
cipation in the capital or otherwise, that it has the requisite powers to 
guide the policy and control the operations of the undertakings. 

9. Industries in the second category will be those listed in Schedule • 
With a view to accelerating their future development,- the State wi 
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increasingly establish new undertakings in these industries. At the 
same time private enterprise will also have the opportunity to develop in 
this field, either on its own or with State participation. 

10. All the remaining industries will fall in the third category, and Jt is 
expected that their development will be undertaken ordinarily through 
the initiative and enterprise of the private sector, though it will be open 
to the State to start any industry even in this category. It will be the 
policy of the State to facilitate and encourage the development of these 
industries in the private sector, in accordance with the programmes 
formulated in successive Five Year Plans, by ensuring the development 
of transport, power and other services, and by appropriate fiscal and 
other measures. The State will continue to foster institutions to provide 
financial aid to these industries and special assistance will be given to 
enterprises organised on co-operative lines for industrial and agricultural 
purposes. In suitable cases, the Slate may also grant financial assistance 
to the private sector. Such assistance, especially when the amount 
involved is substantial, will preferably be in the form of participation in 
equity capital, though it may also be in part in the form of debenture 
capital 

11. Industrial undertakings in the private sector have necessarily to 
fit into the framework of the social and economic policy of the State 
and will be subject to control and regulation in terms of the Industries 
(Development and Regulation) Act and other relevant legislation. The 
Government of India, however, recognise that it would, in general, bo 
desirable to allow such undertakings to develop with as much freedom 
as possible, consistent with the targets and objectives of the national 
plan. When there exist in the same industry both privately and 
publicly owned units, it would continue lo be the policy of the State to 
give fair and non-discriminatory treatment lo both of them. 

12. The division of industries Into separate categories does not imply 
that they are being placed in svatcr-tight compartments. Inevitably, 
there will not only be an area of overlapping but also a great deal of 
dovetailing between industries in the private and the public sectors. 

It will be open to the State to start any industry not included in Schedule 
A and Schedule B when the needs of planning so require or there are 
other important reasons for it. In appropriate cases, privately owned 
units may be permitted to produce an item falling within Schedule A 
for meeting their own requirements or as by-products. There will be 
ordinarily no bar to small privately owned units undertaking production, 
such as the making of launches and other light-craft, generation of 
power for local needs and small scale mining. Further, heavy indus- 
tries in the public sector may obtain some of their requirements of 
lighter components from the private sector, while the private sector in 
turn would rely for many of its needs on the public sector. The same 
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principle would apply with even greater force to the relationship between 
large scale and small scale industries. 

13. The Government of India would, in this context, stress the role of 
cottage and \Tllage and small scale industries in the development of the 
national economy. In relation to some of the problems that need 
urgent solutions, they offer some distinct advantages. They provide 
immediate large scale employment; they offer a method of ensuring a 
more equitable distribution of the national income and they facilitate 
an effective mobilisation of resources of capital and skill which might 
otherwise remain unutilised. Some of the problems that unplanned 
urbanisation tends to create will be avoided by the establishment of small 
centres of industrial production all over the coimtry. 

14. The State has been following a policy of supporting cottage and 
village and small scale industries by restricting the volume of production 
in the large scale sector, by differential taxation, or by direct subsidies. 
While such measures will continue to be taken, whenever necessarj'. 


the aim of the State policy will be to ensure that the decentraUsed sector 
acquires sufficient vitahty to be self-supporting and its development is 
integrated with that of large scale industr>'. The State will, therefore, 
concentrate on measures designed to improve the cornpetitive strength 
of the small scale producer. For this it is essential that the technique of 
production should be constantly improved and modernised, the pace of 
transformation being regulated so as to avoid, as far as possible, techno- 


logical unemplojTOent. Lack of techm’cal and financial assistance, 
of suitable working accommodation and inadequac}' of facilities for 
repair and maintenance are among the serious handicaps of small 
scale producers. A start has been made with the establishment of 


industrial estates and rural co mmuni ty workshops to make good thwe 
deficiencies. The extension of rural electrification and the availability 


of power at prices which the workers can afford will also be of consider- 
able help. Many of the activities relating to small scale production 
will be greatly’ helped by the organisation of industrial co-operatives. 
Such co-operatives should be encouraged in every way and the State 
should giv’e constant attention to the developrnent of cottage and village 


and small scale industry. 

15. In order that industrialisation may benefit the economy of the 
country as a whole, it is important that disparities in levels of develop- 
ment between different regions should be progressively reduced. The 
lack of industries in different parts of the country is very often deter- 
mined by factors such as the availability of the necessary raw materi^ 
or other natural resources. A concentration of industries in certain 
areas has also been due to the ready availability of power, water supply 
and transport facilities which have been developed there. It is one o 
the aims of national planning to ensure that these facflities are steadily 
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made available to areas which are at present lagging behind industrially 
or where there is greater need for providing opportunities for employ- 
ment, provided the location is otherwise suitable. Only by securing 
a balanced and co-ordinated development of the industrial and the 
agricultural economy in each region, can the entire country attain higher 
standards of living. 

16. This programme of industrial development will make large demands 
on the country’s resources of technical and managerial personnel. To 
meet these rapidly growing needs for the expansion of the public sector 
and for the development of village and small scale industries, proper 
managerial and technical cadres in the public services arc being establish- 
ed. Steps are also being taken to meet shortages at supervisory levels, 
to organise apparenticeship schemes of training on a large scale both 
in public and in private enterprises, and to extend training facilities in 
business management in universities sod other institutions. 

17. It is necessary that proper amenities and incentives should be 
provided for all those engaged in industry. The living and working 
conditions of workers should be improved and their standard of effi- 
ciency raised. The maintenance of industrial peace is one of the prime 
requisites of industrial progress. In a socialist democracy labour is a 
partner in the common task of development and should participate in it 
with enthusiasm. Some laws govenung industrial relations have been 
enacted and a broad common approach has developed with the grow- 
ing recognition of the obligation of both management and labour. 
There should be joint consultation and workers and technicians should, 
wherever possible, be associated progressively in management. Enter- 
prises in the public sector have to set an example in this respect. 

18. With the growing participation of the Stale in industry and trade, 
the maimer in which these activities should be conducted and managed 
assumes considerable importance. Speedy decisions and a willingness 
to assume responsibility arc essential if these enterprises arc to succeed. 
For this, wherever possible, there should be decentralisation of authority 
and their management should be along business lines. It is to be ex- 
pected that public enterprises will augment the revenues of the State 
and provide resources for further development in fresh fields. But such 
/enterprises may sometimes incur losses. Public enterprises have to be 
judged by their total results and in their working they should have the 
largest possible measure of freedom. 

19. The Industrial Policy Resolution of 1948 dealt with a number of 
other subjects which have since been covered by suitable le^slation or 
by authoritative statements of policy. The division of responsibility 
between the Central Oovernment and the State Governments in regard 
to industries has been set out in the Industries (Development and 
Regulation) Act. The Prime Minister, in his statement in Parliament 
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on the 6th April, 1949, has enunciated the policy of the State in regard to 
foreign capital. It is, therefore, not necessary to deal with these 
subjects in this resolution. 

20. The Government of India trust that this restatement of their Indus- 
trial Policy will receive the support of all sections of the people and 
promote the rapid industrialisation of the country. 


SCHEDULE A 

1. Arms and ammunition and allied items of defence equipment. 

2. Atomic energy. 

3. Iron and steel. 

4. Heavy castings and forgings of iron and steel. 

5. Heavy plant and machinery required for iron and steel produc- 
tion, for mining, for machine tool manufacture and for such other 
basic industries as may be specified by the Central Government. 

6. Heavy electrical plant including large hydraulic and steam turbines. 

7. Coal and lignite. 

8. Mineral oils. 

9.. Mining of iron ore, manganese ore, chrome ore, gypsum, sulphur, 
gold and diamond. 

10. Mining and processing of copper, lead, zinc, tin, molybdenum 
and wolfram. 

11. Minerals specified in the Schedule to the Atomic Energy (Control 
of Production and Use) Order, 1953, 

12. Aircraft. 

13. Air transport. 

14. Railway transport. 

15. Sliipbuilding. 

16. Telephones and telephone cables, telegraph and wireless apparatus 
(excluding radio receiving sets). 

17. Generation and distribution of electricity. 

SCHEDULE B 

1. AH other minerals except “minor minerals” as defined in Section 
3 of the Minerals Concession Rules, 1949. 

2. Aluminium and other non-ferrous metals not included in Schedule 
‘A’. 

3. Machine tools. 

4. Ferro-alloys and tool steels. 

5. Basic and intermediate products required by chemical industries 
such as the manufacture of drugs, dyestuffs and plastics. 
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6. Antibiotics and other essential drugs. 

7. Feililizcrs. 

8. Synthetic rubber. 

9. Carbonisation of coal. 

10. Chemical pulp. 

11. Road transport. 

12 Sea transport. 



APPENDIX rV 


List of Protected Indnstries as on March 31, 1970 


SI 

No. 

Name of the 
industry ond year 
of the last 
report 

Item nos. in first 
schedule to the 
Indian Tariff 

Act 1934 

Date of 
expiry of 
protectire 
rates of duty 

Remarks 

1 

2 

3 

4 

5 

I. 

DyestuSs 



Subject to half yearly 
Review. 


(a) Dye-Inter- 
mediates* (1970) 

28(35), 28 (36) 
28(37), 28(38), 

28 (39) and 28(40) 

31.12.71 

First review 
(January — June and 
July — December 
1969 undertaken) 


(b) Dyes** (1968) 

30(1) (a). 30(1) 

(b), 30 (1) (c). 

30 (13), 30 (15) and 
30 (16) 

— 

Subject to periodical 
review. 

2. 

Alamlnlum* (1968) 

66(a) and 66(1) 

31.12.71 

— 

3. 

Automobiles** (1968) 

(0 75, 75(1) and 
75(3) 

— 

Review to be under- 
taken in 1973 



(ii) 75(9), 75(10), 
75(11), 75(12) 
and 75 (14) 


Review to be under- 
taken after two years. 

4, 

Sericniture* 

(1969) 

46(a), 46(b), 

46(1), 47 and 48 

31.12.74 

Review to be under- 
taken every’ alternate 






year. 


*Items under protective rates of duty. 

**Deeined to be protected although these items are under revenue rates of dut>’. 
Sourct: Eighteenth Annual Report of 1969-70 of TarilT Commission. 
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II. NitiOBenous fertiVizgn (N) content th. Tonnei 
32. Phosphatic fertilizers PaOs content Ih. Tonnei 
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XIII. Basle Metal Industries; 
62. Steel ingots 
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APPENDIX VII 


Contribution of Small Scale Sector in Selected Industries 



Industry 

Percentage Share in Capacity 
Established 


Large Scale 
Sector 

Small Scale 
Sector 


1 

2 

3 

100 : 
1. 

Per cent 

Clinical thermometers 

Nil 

100.00 

2. 

Bifurcated rivets 

Nil 

100.00 

3. 

Paper pins and gem clips 

Nil 

100.00 

4. 

Measuring tapes (cotton) 

Nil 

100.00 

5. 

Mechanical toys 

Nil 

100.00 

6 . 

Spindle inserts 

Nil 

100.00 

7. 

Glass ampoules 

Nil 

100.00 

8. 

Plaster board 

Nil 

100.00 

9. 

Chalk crayons 

Nil 

200.00 

10. 

Graphite crucibles 

Nil 

100.00 

11. 

Wood-wool 

Nil 

100.00 

12. 

Pencil sharpeners 

Nil 

100.00 

13. 

Hair clippers 

Nil 

100.00 

14. 

Artists’ colours, oil, water and poster 

Nil 

100.00 

15. 

Hole nails 

Nil 

100.00 

16. 

Black insulating adhesive tape 

Nil 

100.00 

17. 

Hypodermic needles 

Nil 

100.00 

18. 

Soldering irons 

Nil 

100.00 

19. 

Hearing aids 

Nil 

100.00 

20. 

Spectacle hinges 

Nil 

100.00 

21. 

Shoe eyelets 

Nil 

100.00 

22, 

Steel wool 

Nil 

100.00 

23. 

Animal shoe nails 

Nil 

100.00 

24. 

Wooden electrical accessories 

Nil 

100.00 

25. 

Pine oil 

Nil 

100.00 

26. 

Palm roosa oil 

Nil 

100.00 

27. 

Telescopic aerials 

Nil 

100.00 

28. 

Press buttons 

Nil 

100.00 

29. 

Link clips 

Nil 

100.00 

80 to 99 Per cent 

30. Rolling shutters 

5.18 

94.82 

31. 

Electric irons 

5,45 

94.55 

32. 

Gun metal bushes 

5.57 

94.43 

33. 

Shoe tacks 

19.65 

89.35 

34. 

Picking sticks 

11.56 

88.44 

35. 

Wire netting and wire mesh 

11.91 

88.09 

36. 

Oil pressure stoves 

15.21 

84.79 

37. 

Metal clasp switches 

16.16 - 

83.84 

38. 

Barbed wire 

16.67 

83.33 

39. 

Foimtain pens 

18.80 

81.20 

40. 

Electric call beUs 

0.07 

99.03 

41. 

Gun metal bush 

5.06 

94.04 

42. 

Electric brass lamp holders 

19.03 

80.07 

43. 

Telescopic aerials 

14.36 

85.64 

44. 

Microscopes 

13.94 

86.06 

45. 

Snap fastners 

19.57 

80.43 

46. 

Spectacle frames 

18.50 

81.50 

47. 

Industrial brushes 

9.07 

90.93 

48. 

Glass ampoules 

4.01 

95.99 

49. 

Greese nipples 

2.69 

97.13 


{Continued) 
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CootrflnttoB of SmtU Scale to Selected lodostrles 


Industry 


Permlage Share in Capacity 
Established 


Latfe Seale Smaii Scale 
Sector iSfcCer 


2 


60 to 79 Per cent 

20. Paints and varnishes 

51 . Doiuesfic wireless receivers (valve type} 

52. Upholstery coil springs 

53. Polythene tubing 

54. Machine screws 
53, Hair pins 

56. Pressure cookers 

57. Stapling machines 

58. Oil pressure stoves 

59. Spring washers 

60. Absorbent cotton 

61. Switches, plugs, sockets and ceiling roses 

62. Pressure gauges 

63. Hollow and solid rivets of alutninium 

64. Microscopes 
63, Tumntine oil 

66. Sealed beams 

67. Miniature bulbs 

68. Fountain peas 

69. Surgical gloves 

70. Shapiog machines 
40 to 59 Per cent 

71. Low tension insulators 

72. Ignition switches 

73. Ballbearings 

74. Automobile batteries 

75. Expanded metal (iron and steel) 

76. Flash light torch cases 

77. Nuts, bolu and nvets 

78. Bicycle free wtieels 

79. Automobile ndialors 

80. Steel furxuture 

81. Cast iron pipe and fittings 

82. Fluorescent lube starter 

85. Sensiterized feno and ammonia paper 

84. Oil seals 

85. Leather board 

86. Pire extinguishers 

87. Gang condensers 
30 to 39 Per cent 

55. Starters 

89. Scientific instruments 

90. Safety pins 

91. Drums and barrels 

92. Pistons 

93. Air compresson 

94. Hydraulic jacks 

95. P.V.C rubber insulated cables and wire 

96. Taps and dies 


36JS 

29.11 

26.42 

25.68 
42B3 
36.39 
2148 
37,85 
29.65 
26.00 

25.00 
38.71 
2U1 
2951 
23.28 
3848 
23.81 
28.79 
21.49 
27.19 

22.69 

49.14 

5297 

48.92 

5250 

53.87 
56.31 

57.05 
5742 
58.40 
40.09 

43.00 

37.95 
6093 

38.95 
5120 
48.48 
3098 

64 75 

65 J7 

67.88 

63.06 
68.61 
69 87 
6808 

67.07 
6207 


63.65 

70.89 
73.58 
74.32 
37.07 
63.61 
78J2 
62.13 
70.35 
7400 

75.00 
6129 

78.89 
7049 
76.72 
6ti2 
76.19 
7121 
78.51 
7281 
77.31 

50.86 

47.03 

SISS 

47.70 

46.13 
43 69 
4205 
4238 
41.60 
39 01 

55.00 

42.07 

49.07 
41.05 
48.80 
3IJ2 
4902 

3525 

34.43 

3212 

3604 

31J9 

30.13 
3I4C 
3203 
375)3 
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Contribution of Small Scale in Selected Industries 


Industo' 


Percentage Share in Capacity 
Established 

Large Scale Small Scale 
Sector Sector 


97. Locks 

98. Fixed carbon resiSter 

99. Auto hub drums 

100. plastic coated cloth 

101. Hosiery needles 

102. Industrial fans and blowers 

20 to 29 Per cent 

103. Loudspeal:ers 

104. Electric motors 

105. Bicycle chains 

106. Bici'cles 

107. Domestic refrigerators 

108. Clocks and watches 

119. Crown corks 

110. Pressed glassware 

111. Electrolytic condensers 

112. Radio sets and components 
113i Water meters _ 

114. Fuel pumps 

Up to 20 Per cent 

115. Electric fans 

116. Pencils 

117. Piston rin^ .. 

118. Universal joints 

119. Thermos flasks 

120. Automobile dynamos 

121. Bicycle tube valves 

122.. Mica condensers 
123. Collapsible tubes 

124.. Grinding wheels , 

125. Dehydrated food . 

126. . Fire bricks 

127. Tie rod ends 

128. Potentio meters 

129. Voltage regulators 

130. Brake hoses 

131. Speedometer cables and castings 

132. 'Welding electrodes 

133. ' Dusters 

134. ' Glass bottles and vials 


63.00 

37.00 

61.92 

38.02 

61.75 

38.25 

65.44 

34.56 

62.50 

37.50 

67.86 

32.14 

70.81 

29.19 

71.82 

28.18 

72.42 

27.58 

63.89 

26.11 

76.59 

23.41 

78.57 

21.43 

80.00 

20.00 

79,76 

20.24 

72.03 

27.70 

72.07 

27.03 

79.36 

20.64 

75.00 

25.00 

83.24 

16.76 

85.65 

14.35 

85.48 

14.52 

98.42 

1.58 

96.16 

3.84 

93.05 

6.05 

85.09 

14.10 

99.02 

0.08 

87.29 

12.71 

80.09 

19.01 

84.00 

16.00 

92.33 

7.67 

96.74 

3.26 

91.87 

8.13 

85.39 ■ 

14.61 

83.33 

16.67 

94.90 

5.10 

96.73 

* 3.27 

94.41 

4.59 

91.30 

8.70 



30. Paints, varnishes and lacquers and niiscollancous 
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CHAPTER IX 


TRANSPORT AND COMMUNICATIONS 

I. State of Transport Prior to Railnay Age 

Information is rather scanty about the state of communications and 
trajisport in India prior to the Mauryan Era. A clearer picture of the 
conditions is available on coming down to the Mauryan times when 
political consolidation and more efficient administration promoted 
commerce and industry and greater use of communications and transport 
for internal and foreign trade. A Royal Road, 10,000 stades 
(about 2,400 km.) in length, ran from the North-West Frontier 
to Pataliputra, with milestones showing distances and by-roads and 
signposts at every tenth siade. Kautilya refers to the maintenance of 
the King’s Highsvay (Rajamargd) at pubUc expense and of State roads 
and paths for asses, camels, cart-tracks, foot-paths and others. The 
principal highway from Rajagnha through Sravasti connected TaxUa 
and the frontiers and Central and Western Asia. Apart from these 
arterial routes, there was a network of other roads providing means for 
internal communication. The greater economic importance of the 
southern routes from the point of view of trade connections was 
stressed by Kautilya. Frequent travel by officials of a centralized and 
bureaucratic administration contributed to the maintenance of good 
communications. Land routes over which foreign trade was conducted 
also acquired a special importance and were naturally more frequently 
used. 

There are many references to early maritime activity and foreign 
trade. The great activity during the reign of Asoka on colonial enter- 
prises and cultural missions presumes the existence of an adequate sea- 
going fleet and of facilities for sea voyages. Kautilya refers to ships, 
both large and small, used for navigation and to the maintenance by 
the State of boats for hire and to the steps taken to destroy pirate ships. 
Sliips sailed from Tamluk to various ports along the east coast. On 
the west coast, the sea route took ships to ports along the south-eastern 
coast of Arabia, in proximity to modern Aden, where Indian traders 
exchanged their goods for those from the Eastern Mediterranean region 
sent down the Red Sea. 

The picture of internal and external trade and transport becomes 
fuller by about the early centuries of the Christian Era. The sea-ports 
and their importance in relation to foreign trade find frequent mention. 
The port of Berenice, built by Ptolemy Philadelphus (285-246 B.C.) 
on the Egyptian coast of the Red Sea, became the most important 
centre for Indian trade. 
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A brisk foreign trade between India and the West, particularly the 
Roman Empire, stimulated considerable amount of business activity in 
a number of ports on the west coast of India, namely, Barj'gaza (Brigu- 
kaccha, Bharugachha or Broach), Sopara, Kalyana, Naura, Tyndis, 
Muziris (Musiripattanam or Cranganore) and Nelcynda (Nilakantha). 
After Hippalus discovered the favourable monsoon winds, the Greek 
and Egyptian traders could make direct voyages from the Gulf of Aden 
to the Malabar Coast. The discovery of Roman coins over a wide 
area in South India attests to the spread of Roman trade with India. 

The Tamils had taken to the sea quite early and found their way to 
South East Asia in the first century A.D. Foreign trade extended by 
the third decade of the sixth century A.D. to Cliina through Indonesia 
on the east and to Etliiopia and the Homerite country (Arabia) on the 
west. 

Glimpses of the conditions of trade and transport afforded in the 
accounts of travellers, such as Hiuen Tsang (A.D. 629-645) and Marco 
Polo (A.D. 1260), point to the attention given to roads and rest houses. 
About 1,700 serais were altogether built by Sher Shah with separate lodg- 
ings for Muslims and Hindus and with adequate supplies for the needs 
of travellers and their horses. Jean Baptiste Tavernier’s travels in 
India during 1640-67, in a carriage drawn by bullocks from Kandahar- 
Multan to Dacca, Surat to Golconda, and thence to Masulipatam, 
were found by him to be as comfortable as in Europe. During the 
rains, transport was at a standstill, while during the hot weather when 
fodder and water were difficult to get, it was kept down to small limits. 

The struggle among foreign powers to obtain control over the foreign 
trade with India shed an interesting sidelight on the significance of 
communications. The Portuguese opened the route v/o the Cape of 
Good Hope after Vasco da Gama landed in Caheut and later foimd ports 
or open roadsteads along the Malabar Coast where merchants from 
Sri Lanka or Malacca met those from the Persian Gulf or the Red 
Sea. Later the Dutch broke the Portuguese monopoly and were in turn 
ousted by the English. 

With the arrival of these foreign powers, there is more information 
re atmg to the trade and economic conditions in India. Duarte Barbosa 
re ers to the trade with Calicut and ship-building and ship-repairing 
actrwties at Cochin and Dharmapuram. The European merchants 

V ^ exploit the trade in the products of the coast and to articles 
o gn \ ue in comparatively small bulk. It was practically impossible 
to penetrate inland and to draw thence to the west coast the products 
o t e interior. On the east coast there was no port on the surf-beaten 

me o s ore until the Gangetic delta was reached at the head of the 
Bay of Bengal. 

During the first half of the 19th century, roads were non-existent 
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except where they had been constructed for military purposes. With 
traffic generally having to be carried over narrow, unmetalled tracks, 
rendered impassable during the monsoon, the speed of movement 
was regulated by the capacity of the bollock carts struggling over the 
paths. Ten miles a day was a fair average. In many parts of the 
country where carts were unusable, pack-bullocks provided the bnly 
means of transport. Under these circumstances, a navigable river 
was a better means of transportation and trade could be carried on in 
boats. But, in the politically unsettled stale of the country, roads and 
rivers ahke were infested by bands of robbers and these conditions dis- 
couraged trade as well as travel. 

The economic isolation of even neighbouring districts rendered the 
famine in one of them impossible to be alleviated by abundant harvests 
in another. Harvests in some parts of the country at times pro\«l so 
plentiful that it would not pay to carry grain to markets. The ports 
were also ill-equipped for the reception and shipment of merchandise. 
The freight charges round the Cape of Good Hope from Calcutta, 
Madras and Bombay to London were so high and the duration of Ihc 
voyage so long tliat, taking into consideration the charges for internal 
transit, trade was non-existent except m articles of special demand in 
which the country had more or less a monopoly and which could $t»nd 
a long voyage. 

It will not be incorrect to state that the conditions of internal tiade 
and communications were mostly (he same for centuries past till about 
the commencement of the railway age. Transporting foreign merchan- 
dise to the people at large and persuading the agriculturist to produce 
goods for overseas markets alike had to wait till the railway system 
was well advanced by about the decade 1860-70. Even then the Cipc 
route kept the freights high and hampered trade, while the long voyage 
exposed the cargo of wheat and seeds to the damage caused by weevils. 
These difficulties were removed by the opening of the Suez Can a l and the 
consequent reduction of the duration of the voyage from about a hun- 
dred days or more to about twenty-five days, or even three weeks with 
faster vessels. This change was of basic importance to Indian trade 
and it came about at a time when all the ports were connected to the 
interior by rail. The English merchant houses were now able to supply 
European manufactures at a cost witWn the means of the Indian con- 
sumer and, at the same time, export Indian products to Europe in good 
condition and at competitive prices, even as against countries more 
favourably situated, because of cheap labour of which India had an 
abundant supply. The result became manifest during the following 
decade, 1870-80, in a most striking development of trade. 

Administrative needs and defence requirements for a power which 
w.os rapidly beginning to assume political control of the entire country 
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called for better communications. The changes connected with these 
developments are dealt with in the following sections. Although the 
advent of the railways has been only recent, the economic revolution 
they brought about in India, as in other countries, entitles them to be 
considered first. The other forms of transport, viz., road, inland water, 
coast-wise and ocean shipping and airways are taken up in the same 
order. 


II. Railways 

The success which attended the early development of railways in 
Great Britain showed clearly the many advantages to be derived from 
the new form of transport in a country of considerable distances, politi- 
cally still unconsolidated and requiring large scale movement of troops 
and military stores. It was not until 1845 that applications received by 
the Court of Directors from private parties for co-operation in opem'ng 
railways on an extensive scale in different parts of India were sent to 
the Governor General for report. The Court preferred a cautious 
approach and a limited scale for the first attempts. Later the Court of 
Directors, realizing that, without a cheap means of communication, 
there could be no rapid progress in the country materially or in the 
efficiency of administration, desired that India should, without un- 
necessary loss of time, possess the immense advantage of a regular 
system of railway communication. Reviewing the question in an ex- 
haustive minute in 1853, Lord Dalhousic urged the importance of a 
speedy and wide introduction of railway communications throughout 
India. He specially recommended that, in the first instance, a system 
of trunk lines should be formed, connecting the interior of each Presi- 
dency with each other. 

The Court of Directors accepted the general plan proposed and, by 
the end of 1859, the following eight companies were formed for the 
construction of nearly 8,000 km. of line, with a capital under guarantee 
of £52,500,000 sterling, namely: 

(1) the East Indian Railway; 

(2) the Great Indian Peninsula Railway; 

(3) the Madras Railway; 

(4) the Bombay, Baroda and Central India Railway; 

(5) the Eastern Bengal Railway; 

(6) the Indian Branch (later the Oudh and Rohilkand) Railway; 

(7) the Sind, Punjab and Dellii (later merged in the North-Western). 

Railway; 

(8) the Great Southern of India (later the South Indian) Railway. 

Thus was laid the foundation of the system of railways which, radiating 

from the ports of Calcutta, Bombay and Madras, literally extended 
throughout the length and breadth of India. 
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As companies could not be promoted without a minimum return 
on their capital guaranteed by the Government, a guarantee of 5 per 
cent was eventually agreed to, coupled with the free grant of all land 
needed; and the companies, in return, were required to share surplus 
profits half-yearly with the Government after the guaranteed interest 
for the half-year had been met, exchange for remittance of interest 
charges being reckoned at 22 d to the rupee, and permit the Government 
to exercise the closest control over all expenditure and over the manage- 
ment and working of the lines. 

Unfortunately, all expectations in rcgaid to profits came to naught 
because of the heavy outlay on construction built to a standard far in 
excess of the needs of the time. A committee of the House of Commons 
in 1857-58, enquiring into the delays, found that, apart from the standard 
of construction, far higher than required for the conditions of the country 
or for the actual work the railways were designed to perform, there were 
such other factors as the conveniences which, though desirable, were un- 
necessary for the safe or efficient operation of the railways; experimental 
lines built on double track, the necessity for which did not arise till a 
generation later; alteration in the routes after work had been actually 
commenced; and the outbreak of the Great Revolt of 1857 causing the 
suspension of all works for a time. Consequently, the earnings which 
might have been sufficient to pay interest charges on a reasonable ex- 
penditure proved inadequate to meet the guarantee on the outlay actually 
incurred. The Government had to make good the deficit. 

When the railways failed to earn the guaranteed interest, the deficit 
to be met by Government became a recurring feature. In view of the 
increasing demands for guaranteed interest, the whole guarantee system 
fell into disrepute. Private enterprise still held aloof without a guaran- 
tee. The extension of railway communication was not keeping pace 
with the increasing requirements of the country, and the progress during 
the preceding ten years hardly averaged 560 km. of new line each year. 
The guaranteed railways had cost a great deal more than necessary in 
the absence of any incentive to keep down expenditure; and the Govern- 
ment believed that railways could be more cheaply constructed and 
more economically worked by direct agency of the State, while money 
could be borrowed at a lower rate than was paid under the guarantee. 
In 1869, the Government obtained sanction for the discontinuance of 
the guarantee system and for the coitstmclha of rall»'ays by the Slate. 

The guaranteed companies had constructed on a gauge of 5* 6”, 
costing about £10,560 a kilometre; a narrower gauge on 3’ 3-3/8” metre 
gauge might be cheaper. The State Railways accordingly decided to 
build on the metre gauge. Even then progress was still not rapid 
enough and in 1 875 the amount to be spent annually was raised to Rs. 4 
crores. But war and famine reduced the funds available and a great 
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part of the expenditure was devoted to the con%fersion, for strategic 
reasons, of the recently begun lines on the North-West. The continued 
fall in the gold value of silver had also, by 1879, seriously disturbed the 
financial position of the Government. Resort had, therefore, again to 
be made to the companies to construct railways under a guarantee. The 
system now adopted was distinguished from the old guarantee in that 
the terms were easier for the Government. The lines thus promoted 
were: the Indian Midland (1882-85), later merged in the Great Indian 
Peninsula; the Bengal Nagpur (1883-87); the Southern Mahratta (1882); 
and the Assam Bengal Railways (1891). The total length of these lines 
exceeded 6,400 km. 

The results of the Government’s efforts to attract unaided private 
enterprise were not encouraging. Of the four companies promoted, 
the Nilgiri became bankrupt while the Delhi-Ambala-Kalka and the 
Bengal Central eventually received a guarantee; the fourth — the Bengal 
and North Western — had the Tirhut Railway leased to it. 

In the Indian States, a beginning was made with the Nizam’s State 
Railway, a length of 531.3 km. 

Upto the year 1870, when the first change in policy took place, 6,848 
km. had been opened for traffic, of which all but 72 km. w’ere on the 
broad gauge. During the next ten years, that is, upto the end of 1879, 
6,822 km. were added to the railway system, the total opened to traffic 
being 13,670 km., of which 10,560 km. were on the broad gauge, 3,000 
km. on the metre gauge and about 108 km. on narrower gauges. The need 
for a more rapid extension of railways was stressed by the famines of 
Bihar (1874) and the Deccan (1876). The diversion of a portion of the 
Famine Insurance Grant for expenditure on railways of a protective or 
productive nature, being small, did not assist matters and the progress 
continued to be slow'. By 1883, however, the finances of the country 
had considerably improved and raising the limit of borrowing from 
Rs. 2 crores to about Rs. 3 crores enabled quicker progress only for a 
time, as after the Panjdeh incident in 1885, funds had to be diverted 
to the construction of costly strategic and unremunerative railways on 
the North-West Frontier. In 1890, the whole, available balance of the 
Famine Insurance Grant was devoted to railway construction and in 
1892 half a crore was specially added to capital expenditure to finance 
new lines of railw'ay and extensions. 

In view of the adverse effects of the falling exchange. Government 
wanted to replace the gold liabilities involved in the guarantee by the 
introduction of rebate terms and resort again to the companies. Des- 
pite the attempts to make the terms as favourable as possible, short of 
a direct guarantee, one concession after another lapsed. The Indian 
States provided part or whole of the funds required for railways passing 
through their territory, in some cases from revenues of the States, in 
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Others from loans to them by the Government or on the Government 
guaranteeing loans made to a State by a company. The total length 
constructed in this way amounted to 5,855 km., but these expet^ents could 
not be relied on for a steady supply of funds for the development of 
the railway system. 

The easier and cheaper means of transport afforded by the railways, 
the opening of new lines and the construction of feeder roads added 
greatly to the business of the trunk lines. The need for the provision 
of improved facilities to cope with this increasing business had steadily 
grown. While the demand for new lines all over the country was urgent, 
little money could be made available for expenditure on open lines, 
with the result that the latter were starved. Famines, frontier wars 
and a falling exchange prevented funds bemg provided for a wider 
development of the railway system. The expenditure incurred on 
railways constructed by the agency of guaranteed companies had been 
kept apart from the Government allotments and was not affected by the 
exigencies of Government finances. But the continued fall in cxch^ge, 
however, made it necessary for the Government to take cogniance of aU 
capital liabilities; and since 1896 the expenditure not only by the railways 
owned by the State but also by those guaranteed by it was included in the 
railway programme. The capital budget programme necessarily re* 
quired to be increased and an improvement in exchange as a conse* 
quence of closing mints to the free coinage of silver made this possible. 

Growth of Railway Traffic, 1853-1900: During 1853-1900, the growth 
of the railway system and of the traffic carried by it presents, as far as 
they go, an impressive record. The capital outlay on the railway in- 
creased from Rs. 38 lakhs to Rs. 330 crores, and the kilgmelrage open 
from 32 to 39,835 km. The gross earnings rose from less than a lakh 
to over Rs. 31i crores, and the working expenses from less than half 
a lakh to more than Rs. 15 crores. The net earnings increased from 
about half a lakh of rupees to about Rs. 16J crores. 

The volume of passenger and goods traffic registered a no less striking 
increase. The number of passengers went up from 19 millions in 1871 
— figures for the previous years are not available — to 176 millions in 
1900. Passenger earnings during this period advanced from Rs. 202 
lakhs to Rs. 895 lakhs. As regards go^s traffic, the tonnage moved 
during the period 1875-1900, increased from 3.5 im'liions to 42.90 
millions. Goods earnings amounted by the year 1900 to Rs. 20 crores, 
as against Rs. 4.2 crores in 1871. 

During the fifteen years 1885-1900. the tonne kilomctragc had almost 
doubled to 10,696 million. Passenger kilomctragc had gone up from 
5,858 to 11,000 million. 

The average freight rate per tonne per kilometre gradually decreased 
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from 6.75 pies paisa) in 1875 to 3.65 pies (1.9 paisa) in 1900. 
The average fare per passenger per mile (1.60 km.) — available from 

1885 only — remained almosx constant in the neighbourhood of 2 50 
pies (1.6 paisa). 

TABLE 1 

Railway Development During 1853-1900 



1853 

1860 

1870 

1880 

1890 

1900 

Route kilomelrage 

32 

13,486 

7,678 

14,778 

26,400 

39,835 

Capital outlay (Rs. lakhs) 

38 

2,666 

9,001 

12,857 

21,367 

32,953 

Gross earnings (Rs. lakhs) 

0.9 

67 

667 

1,287 

2,067 

3,154 

Working expenses (Rs. lakhs) 

0.4 

37 

363 

648 

1,030 

1,509 

Net earnings (Rs. lakhs) 

0.5 

30 

304 

639 

1,036 

1,645 

Passenger earnings (Rs. lakhs) 

— 

— 

202 

457 

626 

895 




(1871) 




Goods earnings (Rs. lakhs) 

— 

— 

420 

923 

1,300 

2,038 

No. of passengers (million) 



(1871) 




— 

— 

19.28 

(1871) 

49.16 

114.08 

178.31 

No. of tons (million) 

— 

— 

3.54 

10.39 

22.61 

42.90 

Passenger kilometres (million) 



(1871) 




— 

— 



4,664 

7,691 

11,008 

Tonne kilometres (million) 




(1882) 




— 

— 

4,006 

5,739 

10,867 


drus me Close of the century, the kilometrage open was 22,370 
under broad gauge, (5- d") 16,270 under metre gauge (3’ 3-3/8”) and 
1,122 under narrow gauges (2' 6" and T 0"). 

... ^''elopment in both passenger and goods traffic required more 
g stock, larger stations and goods sheds, additional sidings and 
s, an sometimes duplication of the permanent way. The 
th ^ faster and better train service, if the safety of 

exTvnrUtT^i P^tilic was to receive due consideration, necessitated 
cuWes interlocking plant and automatic brakes. The diffi- 

becamp cn rai wajs in properly conducting their business finally 

S •» ‘Wr Rowing traffic as 

Son r""™ *■""* “ Order, pro- 

lines in r, o ^ ^ steady proseeution and early completion of 

r gress, pre erence being given to companies’ lines over those 
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under construction by the agency of the State. After these needs had 
been met, the claims of new lines were to be considered. 

The complexion of the railway sterns themselves had undergone 
by this time a substantial change. The old guaranteed lines had been 
purchased by the State: the East Indian in 1880; the Eastern Bengal in 
1884; the Sind, Punjab and Delhi in 1886; the Oudb and Rohilkhand in 
1889; and the Great Indian Peninsula in 1900. Of these, the East 
Indian and the Great Indian Peninsula were again leased to companies 
to work, while the others were taken over and worked as State railways. 
Of the original lines constructed under a guarantee, only two were 
worked under their old contracts, namely, the Bombay, Baroda and 
Central India Railway and the Madras Railway. The former was taken 
over by the State at the end of 1905 and the contract of the latter was 
terminated in 1907. Many of the rajlways constructed and for some 
time worked by the State had been leased to companies or to lines 
owned and worked by the Indian Slates. 

In purchasing these old guaranteed lines, payment was usually made 
in the form of terminable annuities which became a charge against the 
revenues of the railways. As these annuities represented not only 
interest charges but also the amount payable in redemption of capital, 
the railway returns appeared worse than they actually were. The great 
development in trafhc, however, counteracted this effect of the annuity 
charges and annuity payments, and every other liability, and the Govern* 
ment started making a handsome profit from its railway property since 
1900'1901. The construction of canals in the Punjab, and the coloniza- 
tion of districts served by them, added so enormously to the traCac of 
the North-Western Railway as to convert it from an unremunerative 
line to one yielding large profits. The new kilometrage added from 
year to year opened up new country and the improvement in the means 
of communication developed resources and brought new business to 
the old lines. 

Metre Gauge Lines: Although originally the metre gauge lines were 
built as light railways, the traffic which they were called upon to carry 
proved so much heavier and developed so much more rapidly than had 
been anticipated that it was soon found that something more substantial 
must be provided if they were to fulfil thrir purpose. To increase the 
capacity of the metre gauge was a great deal less costly than to convert 
it to the broad gauge; and, as funds continued scarce, the former course 
was adopted. These two factors, the cheapness of construction and the 
expense of conversion to broad gauge, exercised so great an influence 
on the policy of the Government that it had seldom been found possi- 
ble to adopt the original idea of comerting the metre gauge as soon as 
the traffic justified the change. 
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For thinly populated areas, and for short lines of purely local im- 
portance, a gauge narrower than the metre gauge was adopted as the 
most suitable means for developing the resources of the country. 

A break of gauge, always a drawback, could, during periods of 
pressure, such as in the export season, at times of famine, and during 
extensive military movements, be extremely inconvenient. But the evil 
had reached such dimensions — at the end of 1900 there were open for 
traffic 16,270 km. of metre gauge railway as compared with 22,370 km. 
on the broad gauge — that the remedy was far from simple. 


Report by Special Commissioner for Indian Railways: It had by now 
become necessary to examine the adequacy of the existing administrative 
machinery for dealing with the railways. In October 1901, a Special 
Commissioner for Indian Railways, Mr. (later Sir) Thomas Robertson, 
\\as appointed to enquire into, and report on, the general administra- 
tion and working of Indian Railways. His studies and recommenda- 
tions emphasized the need for a more effective form of Central orgam'za- 
tion for Government control of the Indian Railways. In pursuance of 
his recommendation, the Railway Board was formally constituted 
in arch 1905, and placed outside of, but subordinate to, the Govern- 
ment of India and represented in the Viceroy’s Council by the Member 
m-charge of the Department of Commerce and Industry. The duties 
assigned to the Railway Board were of two kinds. Its deliberative 
unctions included the preparation of the railway programme of ex- 
pen iture and the discussion of the larger questions of railway policy 
an ^onomy affecting all lines, the final authority for decisions in 
ryard to which was still retained by the Government of India. Its 
administrative duties included the construction of new lines by State 
agency, the carrying out of new works on open lines, the improvement 
o rai way management with regard to both economy and public con- 
venience the arrangements for through traffic, settlement of disputes 
e ween lines, the control and promotion of staff on State lines and the 

working and expenditure of companies’ 
flf.ipc^ t ^ authority in legard to these administrative duties was 
a e subject to certain restrictions, to the Railway Board. 

inaugurated was the most important that had been 
intrnflur and administration since railways were first 

undertalcfnar principle of consolidating several railway 

in Enplanrl 'T management, which had been so largely adopted 

L arfatlr, I^^ia also; and tL addeS to 

in the <:vcf ^ °Pment of business and showed the need for some change 
tailwL tn . "d^^^'stering the Traffic Department. On the larger 
of trnffipj ^ri split up into ‘Commercial’ (the procuring 

) an ransportation’ (the handling and haulage of traffic). 
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CommUfec on Railway Finance and Organization, 1907: The demand 
for railway expansion continued, but the expenditure on new construc- 
tions fell far short of popular expectations. The Secretary of State 
for India appointed in 1907 a Committee on Railway Finance and 
Administration, with Sir John Mackay as Chairman, to examine the 
country’s requirements of new railways and explore means for financing 
such new constructions. Since 1900 the annual losses on railway 
account had disappeared and the gain to the State from its railway 
investment had become a regular feature. The fact of Indian railways 
being a paying proposition was commented upon by the Mackay 
Committee which, referring to the inadequacy of rail transport and the 
urgency of large scale constructions, expressed the view that even a 
total route mileage of 100,000 (1,61,000 km.) was short of that which 
would ultimately be found to be necessary in India and ‘the steady and 
even rapid development of the railway system of India should be regard- 
ed by Government as one of its important duties.’ A sum of £100 
million was accordingly recommended to be spent on new constructions 
and development in the next eight years. 

New constructions, however, continued to progress at a much more 
modest pace, as only about 16,100 km. were added to the rail'^'uy system 
during the period 1900-14. This was a good deal less than the in- 
crease in the route mileage during the preceding fifteen years. The 
progress of new construction was nevertheless fairly steady till the de- 
velopments during the First World War slowed it down. 

World War I and After: Indian railway's made an important contribu- 
tion to World War I by diverting as much of their resources as possi- 
ble to meet the military requirements. The transportation of troops, 
materials and supplies at short notice cast a heavy burden on the rail- 
ways. Many sections of railway workshops were also set apart for the 
production of war equipment. As overseas supplies of railway materials 
and components from the United Kingdom, the principal supplier, 
were cut off, arrears of maintenance and renewals accumulated and the 
railway assets were reduced to a serious stale of attrition. At the end of 
the war, the transport situation had become so grave that all interests 
concerned with agriculture, trade and industry were unanimous in 
demanding drastic and emergent steps to rehabilitate the Indian railway 
system to meet the economic requirements of the country. 

At about the same time certain important matters of future railway 
policy were awaiting early conrideration. The contract with the East 
Indian Railway was due to expire in 1919. Public opinion had con- 
sistently declared its preference for State management and was not 
satisfied with railways in India being managed any longer by the English- 
domiciled companies with Boards of Directors in London. For one 
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thing, there appeared no reason why these companies should continue 
to obtain recruits from overseas for almost all the higher posts when 
good material was already available in the country. Then there was 
the question of industrialization of the countrj' and the contribution 
that the railways could make towards accelerating its pace. Govern- 
ment management, it was held, would tend towards a more positive 
policy for effective domestic industrial development than the continua- 
tion of company management with its natural bias towards its vested 
interests and ma.ximization of dividends to its shareholders. Also, pro- 
curement of railway stores afforded a valuable opportunity for encourag- 
ing domestic industries by giving them a degree of preference. It was 
felt that the company-managed railways, with their Boards of Directors 
in England, could not be expected to respond readily to such develop- 
mental policies, whereas State management would be more sympathetic 
towards economic advancement in the country. Finally, Government 
would recognize more readily than the companies the need for improv- 
ing the conditions and amenities for the third class passengers. The 
force of public opinion in favour of State-managed railways had 
gained strength and this, coupled with the impending constitutional 
changes, led to a decision to postpone any far-reaching changes until a 
comprehensive enquiry was undertaken into all aspects of the question. 

Railway Working Resnlts, 1901-1920: The results of working of 
Indian railways for select years during 1900-1920 are shown in the Table 
below: 

TABLE n 

Results of Working of Indian Railways, 1901-20 
(Select Years) 

(Rs. in lakh, other figures in million) 


1901 


Route kilometrage 


40,768 

Capital outlay 

Rs. 

33,517 

Gross earnings 

Rs. 

3,360 

Working expenses 

Rs. 

1,572 

Net earnings 

Rs. 

1,788 

No. of passengers 


195 

Passenger kilometres 


12,548 

No. tonnes of goods 


43.7 

Tonnes kilometres 


11,548 

Passenger earnings 

Rs. 

1,007 

Goods earnings 

Rs. 

2,123 


1905 

1910 

1915-16 

1919-20 

45,537 

51,659 

57,668 

57,119 

33,852 

43,905 

53,298 

56,633 

4,170 

5,114 

6,466 

8,915 

1,995 

2,116 

3,292 

5.066 

2,175 

2,399 

3,174 

3,849 

248 

372 

464 

520 

15,933 

21,617 

26,601 

33,177 

56 

66 

83.3 

89.4 

14,784 

19,774 

28,056 

33,631 

1,274 

1,712 

2.099 

3,361 

2,021 

3,043 

3,876 

4,712*' 
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East India Committee 1920-1921: In 1920 the East India Railway 
Committee was appointed, with Sir Williams M Acworth as Chairman, 
to undertake a comprehensive enquiry into questions relating to the 
management, finance and future control and organization of the rail- 
ways. The Committee, after a detailed enquiry, recommended by a 
majority the termination of the contracts with the companies as they 
fell due. The financial policy of the Government of India, which made 
no provision either for reserves or for ensuring a steady flow of funds 
for financing railway construction, improvements, etc., came in for 
criticism, and, in order to ensure a sound financial policy, keeping in 
view the developmental needs of the country, and to free the railways 
from the effects of fluctuations in the general finances of the country, 
the Committee recommended the separation of the Railway budget 
from the Central budget of the country. The need for making adequate 
provision for depreciation and limiting the demands of the State on 
railway surpluses was also stressed. On a number of other subjects of 
topical interest, such as Indianization of the higher cadres of the railway 
services, stores purchases, rating policy, etc., the Committee were gene- 
rally in agreement with informed public opinion. 

The East India Railway Committee’s recommendations were accepted 
by the Government and, by a Resolution passed on September 20, 1924, 
in the Central Legislative Assembly, Railway finance was separated 
from the General finances. The Railway Board was reorganized, with 
a Chief Commissioner and a Financial Commissioner, besides the 
technical Members. The tccbatcal Directorates were also strengthened 
and expanded. As regards the policy of Stale management, the 
Government was already operating three railway systems, namely, the 
North-Western Railway, the Oudh and Rohilkhand Railway and the 
Eastern Bengal Railway, On January I, 1925, the East Indian Railway 
was taken over by the State and merged with the Oudh and Rohilkhand 
Railway. On May I, 1925, on the expiry of the contract, the Great 
Indian Peninsula Railway Company was also taken over under State 
management. Thus, by 1929, five major systems — including the 
Burma Railways taken over in the same year by the Go\ernment — 
were operated under direct Stale management. 

The ftrsV s« ytass after the aidoptwR of tlvt coaveaUoa iastiutting 
a separate budget for the Railways witnessed the introduction of a series 
of important changes in finance and organization. A proper depre- 
dation fund was set up on the basis of the recommendations of a Depre- 
ciation Fund Committee. The system of accounts and statistics was 
examined by Sir Arthur Lowes Dickinson, and a beginning was made 
towards the separation of accounts from audit. The administrative 
organization of the individual railways was also overhauled, and in the 
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case of the larger systems, namely, the North-Western and the East 
Indian Railways, the divisional sj'stem of working replaced the former 
district system. A more progressive policy designed to improve the 
conditions of railway labour was adopted. In order to provide a proper 
machinery for the adjudication of rates disputes, a Rates Advisory 
Committee was established. Amenities to the travelling public, specially 
the third class passengers, were steadily extended and improved. 

Railway Development during 1924-30: The requirements of railway 
development received detailed consideration. Programmes of open-line 
improvements and of new construction were drawn up and large addi- 
tions were made each year to the route mileage. The capacity of certain 
intensively worked lines was increased by doubling and quadrupling, 
and by improved signalUng. The plans of rehabilitation and moderm'za- 
tion included the improvement of the permanent way, strengthening of 
bridges, remodelling of yards, new station buildings, more staff quarters, 
etc. Several of the workshops were extended and their equipment 
improved. The electrification of the suburban services in Bombay and 
Madras City areas was undertaken during this period. The total capital 
outlay incurred on all these items on the State-owned lines during 1924- 
1932 amounted to Rs. 122.89 crores. The construction of new lines 
alone amounted to an addition of 8,630 km. at a capital expenditure of 
about Rs. 44.90 crores. 

Railway revenues tended to be bouyant. Gross traffic receipts of the 
State-owned railways (excluding worked lines) rose from Rs. 100.13 
crores in 1924-25 to Rs. 103.73 crores in 1928-29. After meeting the 
operating expenses and providing for depreciation, the net traffic 
receipts plus the miscellaneous receipts were sufficient to meet the interest 
charges in full and the payment of the contribution to the general reve- 
nues. As on March 31, 1930, the balances in the Depreciation Fund 
and the Reserve Fund amounted, respectively, to Rs. 12.24 crores and 
Rs. 16.35 crores. 

Impact of World Depression: The years of prosperity came to an un- 
expected and abrupt end with the world crisis, the impact of which was 
felt in 1931. Railway receipts, following the general depression in agri- 
culture, industry and trade, declined steeplj', from Rs. 102.70 crores in 
1929-30 to Rs. 86.63 crores in 1931-32 and to Rs. 84.43 crores in 1932- 
33. Retrenchment of expenditure and staff had to be enforced in order 
to keep down the losses in w'orking. The accumulations in the Reserve 
Fund were almost wiped out within two years and, besides suspending 
the payment of the contributions to the General Revenues, the Depre- 
ciation Fund had to be raised to the extent of Rs. 30.28 crores since 
1931-32 in order to meet the interest charges on capital. It was only in 
1937-38 that the situation improved slightly. The deterioration in the 
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financial results of the railways and the volume of traflic may be seen 
from the figures given in the following Table. 


TABLE ni 

Results of Working of Indian Goeemnient Railwajs, 1924-1937 

(Rs. in crores, other figures ju jniJJion) 




1924-30 

\erage 

^ 1930-33 

1935.36 

1936-37 

Financial results 


Rs. 

Rs 


Rs. 

R$. 

Gross traffic receipts 


101.22 

88 69 


90 65 

93.49 

Total working expense* 


64.71 

6403 


64 32 

63.38 

Net receipts 


36.51 

24.57 


25.53 

32.11 

Profit (+)/Loss (— ) 


—8 77 

—7.53 

+3.99 

+1.21 


1924-25 

1929-30 

1930-31 1931.32 

1932-33 

1936-37 

No. of passengers 

576 

634 

576 

502 

490 

510 

Passenger kilometres 

32.042 

37.100 

32.972 

28,334 

27,600 

29,404 

Good* tonne, 

n 

88 

84 

72 

78 

87 

Tonne kilometres 

34,778 

35,197 

33.367 

28,130 

30,589 

35.050 


Effects of World War 11 and Partition: These depressing financial trends 
were reversed when, towa rds the end of the decade, the traffic demands of 
World War II brought in increased earnings from 193M0 onwards. 
These produced in the succeeding years sorpiuses which more than 
made up for the loans previously taken from the Depreciation Fund to 
meet the deficit in the thirties as well as to pay off the contributions 
then suspended. From 1940-41 onwards all past records of traffic 
receipts, net earnings and surpluses were broken. These were the results 
of the equally striking increases in passenger traffic and goods traffic, as 
shown in Table IV. 'After payment of the interest charges and the 
contributions to the General Revenues, the surpluses were quite sub- 
stantial as evidenced by the balances, as on March 31, 1947, of Rs. 23 
crores in the Revenue Reserve Fund and Rs. 14.83 crores in the Better- 
ment Fund. These were in addition to the Rs. 103.29 crores of the ba- 
lance in the Depreciation Fund. 

World War II, more protracted than its predecessor, inflicted on the 
railways for greater wear and tear. The attrition of assets due to 
intensive use and postponement of renewals, and even of essential 
maintenance, due in many cases to lack of resources, left Indian Railwa>s 
in an even more serious state of disrepair than in 1918. When they 
emerged from the depression by J937, the railways had before them 
the problem of overtaking the arrears of maintenance and replacements 
since 1931. But the outbreak of the Second World War in 1939 inter- 
rupted the natural course of achieving this as overseas sources of supply 
had diverted their production to meet the exigencies of war. 
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During the first phase of the war, Indian Railways, despite their 
accumulated deficiencies and difficulties, were called upon to release 
locomotives, wagons and track material for the Middle East for which 
the Indian command had the defence responsibility. Over 8 per cent 
of the metre gauge locomotives and 15 per cent of the metre gauge 
wagons of the Indian Railways, as well as 6,440 km. of track and 4 
million sleepers, were released for military purposes. This necessitated 
the dismantling of 26 branch lines as well as the curtailment of services 
on many others. Later, when India had become the base for mounting 
a major offensive against Japan, the load on the railways increased still 
further. A large number of railway workshops were diverted to the 
manufacture of munitions while the maintenance and renewal of railway 
equipment received little attention. The continuous strain imposed on 
the railways by demands for heavy military movements brought them 
almost to breaking point. Considerable arrears of renewals and re- 
placements accumulated and indigenous facilities for rehabilitation were 
appreciably reduced, or incapacitated by the mobilization of workshop 
equipment for the war effort. 

The results of railway working during 1938-39 to 1946-47 may be 
seen from the figures for select years in the following Table: 

TABLE IV 

Financial Results of Working of Class I/Govcmment Railways 1937-38 to 1946-47 


(Select years) 

(Rupees in crores, other figures in millions) 


1937-38 

1938-39 

1939-40 

1940-41 

1944-45 

1945-46 

1946-47 

Gross earnings 

Rs. 103.5 

103.5 

107.8 

122.4 

226.0 

237.3 

215.4 

Total working 
expenses Rs. 66.8 

66.8 

69.8 

70.7 

145.6 

165.9 

175.1 

Net earnings Rs. 34.7 

34.7 

38.0 

51.7 

80.5 

71.4 

40.4 

Volume of traflic: 

No. of passengers 499 

499 

499 

542 

872 

986 

^ 1.078 

Passenger kilometres 

28,917 

28,635 

30,784 

58,526 

64,448 

65,389 

Goods, tonne 

85 

89 

90 

99 

99 

89 

Tonne kilometres 

35,776 

37,923 

40,858 

45,889 

47,163 

43,625 


A redeeming feature of rail transportation during World War II 
from the financial point of view was that both the Depreciation and the 
Reserve Funds were well stocked with large balances to meet future 
expenditure, as little could be purchased during the war. Another 
important development during the period covered by the war was that 
the remaining company-managed railways, about the taking over of 
which by the State the decision had been postponed during the thirties, 
were all brought under State management. The acquisition of these 
British companies’ lines afforded an opportunity to use some of the 
rapidly accumulating sterling balances to good purpose. The Assam 
Bengal Railway was taken over on January 1, 1942 and merged with 
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the Eastern Bengal Railway to form the Bengal Assam Railway. The 
Bombay, Baroda and Central India Railway was acquired by the State 
on January 1, 1942. The Bengal and North-Western Railway and the 
Rohilkhand and Kumaon Railways were taken over and brought under 
State management as the Oudh and Tirhut Railway, as from January 
I. 1943. The acquisition of the Madras and Southern Mahratta Rail- 
way and the South Indian Railway took place on January 1, 1944. The 
Bengal Nagpur Railway was also acquired by the State as from October 
1, 1944. In regard to both the South Indian and the Bengal Nagpur 
Railways, the taking over was well ahead of the due dates of the expiry 
of the contracts, namely, 1945 and 1950. 

When the hostilities ceased the railways were faced with major pro- 
blems not susceptible of immediate solution. Plans for post-war re- 
habilitation and development were necessarily long-term, but most ol 
these were stultified by the efiects of the partition of the country which 
led to the dismemberment of the North-Western Railway and the Assam 
Beng.ll Railway, and the transfer of 11,166 km. and the corresponding 
equipment to the newly constituted State of Pakistan. In addition to 
the problems of reorganizing the parts of these systems which fell in 
Indian territory into self-sufficient units and complicated staif changes, 
there were the formidable difficulties caused by the mass migration from 
one Dominion to the other. 

The termination of the war in 1945 faced the Indian Railways with 
problems of large scale rehabilitation, which were aggravated by the 
enormous increase in the volume of traffic referred to earlier. The 
railways were handicapped by the fact that a considerable proportion 
of the locomotives, coaching vehicles and wagons were overage and 
obsolete. The tract had deteriorated to an extent that necessitated 
severe speed restrictions. All these factors had their inevitable reper- 
cussions on the general efficiency of the transport system: restricting 
capacity, slowing down of the movement of trains, frequency of engine 
failures, and making the imposition of priorities essential. 

The partition also affected the railway netnork. The parts of the 
North-Western Railway and the Bengal Assam Railway which were 
left on Indian territory had to be integrated into workable units con- 
nected with the main system. Some of the lines, as those in Assam, 
were completely cut off from the rest of the country. The pattern of 
traffic was also altered by the loss of the port of Karachi and this added 
to the burden on the Delhi-Bombay route, which consequently stood in 
need of augmentation of line capacity, improvement of yard facilities, 
and readjustment of many other essential operational arrangements. 

Developments since 1948: The shock of the partition was, however, 
mostly absorbed by the middle of 1948, but other factors continued to 
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strain the transport system to the utmost and created several bottle- 
necks. The traction position called for urgent attention. Large orders 
were placed with early delivery dates for locomotives, and the timely 
arrival of these contributed to a noticeable improvement. Simul- 
taneously, efforts were made to set up in the countrj' a modem loco- 
motive manufacturing industry for the Indian Railways designed for an 
output of 120 locomotives per annum plus spares, boilers and other 
components. The erection of the factory, the Chittaranjan Loco- 
motive Manufacturing Works, was completed within two years of 
commencement and it started production in 1951. The Tata Engineer- 
ing and Locomotive Company, a private company in which Government 
acquired shares, produced metre gauge locomotives and boilers. 

The shortage of coaching vehicles was the main obstacle to affording 
relief to overcrowded trains. Railway workshops and the unused 
capacity of the Hindustan Aircraft Factory at Bangalore were utilized 
to produce more coaching vehicles. A new coach-building factory 
was built at Perambur, near Madras, to manufacture an improved type 
of passenger coaches. 

Following the attainment of independence, a number of far-reaching 
changes in railway organization and policy were carried out. The 
basis of rates and shares was revised thoroughly and the new system 
was brought into force in January 1948. Passenger fares which used 
to vary in the past from railway to railway were standardized through- 
out the country. The revision of freight rates was more difficult, but 
the necessity for rating reforms had been recognized for some time past. 
A Post-War Rating Committee had been set up to undertake a detailed 
examination of existing rates and make recommendations regarding the 
changes to be introduced. The revised rates which incorporated many 
of these recommendations on comprehensive lines came into force 
with effect from October 1, 1948. As a result of these changes, the 
highly individualistic character of some rates was modified and a tele- 
scopic bias was imparted to the class rates — a reform long pressed for 
by the commercial community. The difference between the rates on 
railway risk and owner’s risk conditions, which was rather wide under 
the previous classification, was now narrowed down to about the diff- 
erence between two successive classes. The large number of special 
rates was considerably reduced and the terminal charges were standardiz- 
ed. 

The machinery for the adjudication of rates disputes was also over- 
hauled at the same time. The former Railway Rates Advisory Commi- 
ttee could only recommend; it had no power to enforce its decisions on 
the railway administrations. Its intervention was not, therefore, in- 
voked by the trading community as frequently as it might have been 
owing to this limitation. In 1948, the Indian Railways Act was amended 
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and provision was made for the setting up of a Railway Rates Tribunal 
with mandatory powers. 

It was logical that the political independence of the country should 
create an urge for self-sufficiency on the part of the railways in the 
technical field. After a careful assessment of the talent available, it 
was decided m 1949 to form Design and Consultant Wings from the 
engineenng cadres of railwaj's m India to replace a well-known firm of 
British consulting engineers, who had given technical guidance for the 
past three quarters of a century. Indian railways were foitunate in 
having with them civil and mechanical engineers of high cahbre, with 
aptitude and experience in this line of work. A proper organization of 
Locomotive, Carriage and Wagon, and Structural and Permanent Way 
Design and Consultant Wings, manned by Indian officers, was thus 
set up. 

Another important event ^vas the revision in 1949 of the convention 
separating railway finance from geocfa! finance. The original conven- 
tion of 1924 was intended to be reviewed afier three years, but this 
review had been postponed from time to time for various reasons. The 
only change brought about during the 25 years since its adoption was 
the amendment in 1943 of one of the clauses relating to the contribution 
under which, instead of a specified formula. Government was em- 
powered to fix it from year to year from 1944-45 onwards. There were 
some other features of the old convention which had become out of 
step with post-war conditions and requirements of the country. A 
Committee of Parliament went Into the whole question and made a 
number of important recommendations which vvere generally accepted. 
According to the revised convention of 1949, contributions to the 
General Revenues were abolished. Instead, a dividend of 4 per cent 
per annum on the loan capital invested, as computed aimually, was 
payable to General Revenues. The contribution to the Depreciation 
Reserve Fund was increased to a minimum of Rs. 15 crores ajearin 
recognition of the high costs of replacement at post-war levels of prices. 
The financial limit for charging to Revenue the cost of minor additions 
and improvements was raised from Rs. 10,000 to Rs. 20,000 for each 
individual item. A special provision was also made to cover expendi- 
ture on unremunerative projects for improving operational efficiency 
in excess of Rs. 3 lakhs, such costs being charged to a Railway Devclop- 
raent Fund intended to finance passenger amenities, staff welfare works 
and projects which were necessary but were finandally unremunerative 
att he time of construction. Finally, the scope of the Rcsene Fund was 
limited to securing payment of prescribed dividends and to bridging the 
gap, should any occur during the period of the convention, namely, five 
years. The revised convention was an advance on the original con- 
vention and provided correctives to any tendency to over-capitalization. 
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i'he regrouping of Indian Railways on a rational and geographical 
basis, which had been the subject of consideration for more than a 
quarter century, had by 1949 reached a stage where it could no longer 
be postponed. The cutting up of the North-Western Railway and the 
Bengal Assam Railway, as a result of the partition of the country, had 
left certain sections within India, which were, relatively, too small and 
poorly equipped with workshops and other resources for economical 
working. After the Federal Financial Integration of the Indian States on 
April 1, 1950, the railways belonging to these States, varying from 6.44 
km. of the Sangli State to 2,254 kra. of the Nizam’s State, had become 
parts of the Indian Government Railway System. The reorganization 
of all these lines to form a smaller number of larger and more resource- 
ful systems was thus imperative in order to bring about improved 
standards of working, uniformity in operational arrangements and pro- 
cedures, extension of facilities and reasonable amem'ties for the travelling 
and trading public. As the result of detailed and expert consideration 
of the question and after taking into account the views of the publi^ 
and the Parliamentary Committee, the Railway Board carried out its 
plan of reorganizing the integrated Indian Railway system into six 
administrative and operating zones. 

The first regrouped railway to be formed was the Southern Railway on 
April 14, 1951, comprising the Madras and Southern Mahratta Railway, 
the South Indian Railway and the Mysore Railway with headquarters 
at Madras. On November 6, 1951, the Central Railway and the Western 
Railway were formed with separate headquarters, but both located at 
Bombay. The former absorbed the Dholpur and the Scindia State 
Railways as well as the Nizam’s State Railway into the Great India 
Peninsula Railway; and the latter the Saurashtra Railway, the Jaipur 
Railway, the Rajasthan Railway and the Kutch State Railway into the 
Bombay, Baroda and Central India Railway. The final phase of the 
programme of regrouping was completed on April 14, 1952, when the 
Northern Railway, the North-Eastern Railway and the Eastern Railway 
were formed. The Northern Railway represented the fusion of the 
Eastern Punjab Railway, the Bikaner Railway and the Jodhpur Railway 
within the Allahabad, Lucknow and Moradabad divisions of the East 
Indian Railway with headquarters at Delhi. The North-Eastern Railway 
was a case of simple amalgamation of the Oudh and Tirhut Railway 
and the Assam Railway, with headquarters at Gorakhpur. The re- 
maining divisions of the East Indian Railway were combined Mth the 
Bengal Nagpur Railway to form the Eastern Railway with headquarters 
at Calcutta. The route kilometrage of each regrouped railway is given 
in Table V. 

The executive and administrative organi 2 ation of the constituent 
units was left largely undisturbed. In the case of the Southern, Western 



TRANSPORT AND COJttlUNlCATIONS 
TABLfc V 


723 


Jiallway 

Cent/al 

Eastern 

North-Eastern 

Northern 

Southern 

Western 


Route Kitometrage 
S.736 
9,120 
7.704 
9,667 
9.6S4 
9 062 


and North-Eastern Railways, based on the district system of working, 
three regional headquarters were established for each zone under the 
control of regional Deputy Heads of Departments for intermediate 
co-ordination and supervision. On the other railways the constituent 
units were moulded to the predominating divisional pattern. Only 
on the Eastern Railway was there a combination of the two, the old 
East Indian Divisions being retained as such along with the district 
organlzaVion of the Bengal Nagpur Railway controWed through a region 
at Bilaspur. This policy had the advantage of avoiding any dislocation 
ill tlie actual working. 

Indian railways have had to plan their programmes of rehabilitat'ioa, 
improvement and new construction within the limitations of finance and 
indigenous resources. New constructions have been few in spite of 
many demands in the country. The Assam Rail Link and the connec- 
tion from Deesa to the new port of Kaodla, each about 290 km. in length 
but traversing widely different country, were about the only larger lines 
to be taken up. Rehabilitation of the major assets and the improve- 
ments necessary to obtain optimum performance from the existing re- 
sources were given the highest priority in the capital programmes. Most 
of the lines dismantled during the war were restored and many pro- 
posals for new construction intended to provide additional carrying 
capacity were considered. With effect from 1950-52 the railway pro- 
grammes were gradually dovetailed into the Five Year Plans referred to 
later in this section. 

Among other developments should be mentioned the celebration by 
the Indian Railways in 1 953 of the completion of lOO years of working. 
A Centenary Railway Exhibition «a$ organized displaying the old and 
the new stock, the products of the post-independence enterprise, such as 
the domestically manufactured locomotives, passenger coaches and 
wagons, additional passenger amenities, and the contribution of Indian 
industry towards ' national self-sufficiency in railway requirements. A' 
commemoration volume entitled “Indian Railway — One hundred 
Years” was brought out on the occasion. 

Representation of interest groups in the Railway Local Advisory 
Committees had for many years past afforded railway administrations 
a means of ascertaining public opiiuon regarding the services rendered 
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by them, to the users. With a view to bringing the machinery more in 
line with current requirements by providing increased opportunities 
of associating the public with the railways, the Railway Users Consulta- 
tive bodies were established during 1953-54 on a federalized pattern at 
divisional/regional, zonal and national levels representing all important 
interests. 

In view of the prospective developments under the Second Five Year 
Plan, the division of the Eastern Railway was considered desirable and, 
accordingly on August 1, 1955, the Railway was bifurcated, the Bengal 
Nagpur Railway portion with slight adjustments in the Adra District 
jurisdiction forming the South-Eastern Railway, and the rest of the 
system upto Mughal Sarai and the Sealdah Division becoming the new 
Eastern Railway. On January 15, 1958, the North-Eastern Railway 
was also bifurcated. With a view to providing the eastern-most part 
of India with a suitable administrative machinery competent to deal 
promptly and effectively with the immediate as well as the long-term 
railway problems, it was felt that a full-fledged and viable railway ad- 
ministration with headquarters at Pandu was necessary. The lines com- 
prising the Pandu Region (with the exception of a few branch lines), 
2,778 route kilometres in length, was formed into the North-East Frontier 
Railway. The remaining lines, 6,397 route kilometres in length consti- 
tuted the North-Eastern Railway. On October 2, 1966, the South 
Central Railway was formed from out of parts of the Southern Railway 
and the Central Railway with a route kilometrage of 6,088. There are 
thus nine railway systems as from 1966. 

The freight structure underwent important changes as the result of 
the recommendations of the Freight Structure Enquiry Committee 1955- 
57. The risk rates differentiation was abolished and the class rates 
were placed on a new basis. The Rates Tribunal was reconstituted on 
the lines of the recommendations of the Committee. 

Railway Plans: Indian Railways, which since 1930 had been seen little 
beyond a shrinkage in their network, entered into a period of dynamism 
and active development under the impact of the Five Year Plans. The 
projects included in these Plans involved a steadily increasing demand 
for rail transport therefor and new facilities, improvements and addi- 
tional lines for the capacity to be planned and provided in advance so 
, as to be available when required. The expenditure incurred on the 
three Railway Plans have shown a steady increase as in Table VI. 

As the First Five Year Plan for the Railways was more one of rehabilita- 
tion after the war, the next two plans afford a better picture of the effect 
of the national plans on railway development and improvements as will 
be seen from Table VII. 
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TABLE VI 

Railtray Plan Outlay on the Three Plan asd During 1966-69 


First Plan, 1951-52 to 1955-56 

423.23 

Second Plan. 1956-57 to 1960-61 

1,043.69 

Third Plan, 1961-62 to 1965-66 

1,763.65 

Annual Plans, 1966-69 

734.30 

TABLE Vn 


Second and Third Plan Outlays on Rallwaj: 



fin erores of R$.) 

Second Plan Third Plan 


Rolling stock 372.62 

Machinery and plane 17.00 

Track renewals 188.84 

Bridge works 24.83 

Gangs Bridge 7.23 

Traffic facilities 173.44 

Signalling, interlocking, etc. 17.31 

Workshops ^§’12 

Electrification 53.77 

Staff quarten 37.86 

Staff amenities lJ-32 

Passenger and other usen, amenities ^-71 

New lines and restoration of dismantled lines 77.83 

Investment in road services ,5-34 

Other specified works 30.39 

Miscellaneous ]6!« 


531.00 
30 00 

170.00 

25.00 

249’!oO 
30 00 
3200 
10600 

35.00 

15.00 

15.00 
147.00 

10.00 
1500 
35.00 


The striking increase in the volume of traffic during the period covered 
by the decade 1956-57 to 1965-66 may be seen from Ibe statistics given 
below: 


TABLE VIII 


(Figures in millions) 


Passengers 

Orttinatats 


Passenger Tonnes Torate 
km. Origvusling km. 


In view of the difficulties of coping with antidputed increases in Iraffic 
with steam traction in the regions where the coal-Eeids and the new 
steel plants arc situated, it was recognized lhat electnfication an 
dieselizalion had become an operational necM.ty. ftowsion was 
accordingly made for the eleettilication of a number of secliom on llm 
Eastern. South-Eastern, Central and Southern Radwais. Apart fmm 
the subntban electrification at Caleutia, 
the total route Mometrafie eleelrilied by the end / 

(150 km on the D.C. and 1,078 km. on the 25 kv A.C.) against a total 
of 2^5 pto^ammed by the end of the Third Plan. The elecm- 
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fication on the Eastern Railway completed in 1962 upto Mughal Sarai 
and further extended to Allahabad and Kanpur, in addition to a num- 
ber of sections adjacent to Calcutta. On the South-Eastern Railway 
electrification of Howrah-Tatanagar, Rourkela-Birmitrapur and other 
sections in the coal-fields and iron belt has been completed at different 
stages. The Igatpuri-Bhusaval on the Central Railway and Egmore- 
Tambaram-Villupuram are the other main projects in the electrification 

programme. 

The extent of diesel traction by the end of 1962-63 is shown by the 
number of diesel locomotives. These amounted to 219 on the broad 
gauge and 60 on the metre gauge. In anticipation of the increasing 
dependence on diesel traction, it has been decided to undertake domestic 
manufacture of broad gauge main line locomotives at the diesel loco- 
motive manufacturing works which is being set up at Varanasi with a 
capacity of 150 locomotives per annum. Capacity for the manufacture 
of electric locomotives is also being created at the Chittaranjan Loco- 
motive Workshops. When these are completed, Indian railways will 
be more self-sufficient than before in regard to motive power equipment. 

The Fourth Five Year Plan, 1969-74, was formulated under condi- 
tions which anticipated improvement after the recession in the economy 
during 1966-69, for w'hich Annual Plans had been drawn up. The basic 
objectives of the Fourth Plan for the railways are to provide in full for 
the increase in the traffic expected, to modernize the railway equipment 
and practices within the limits of the funds available and to convert 
1,676 km. of metre gauge to broad gauge in areas of rapid economic 
development and high traffic potential. Including Rs. 525 crores from 
the railways’ own resources, the total railway outlay for the Fourth Plan 
has been placed at Rs. 1,525 crores. 

The extent of increase in traffic and earnings during 1951-52 to 1968- 
69 as compared with the pre-plan year 1950-51, may be seen from 
the following Table. 


TABLE IX 

Principal Statistics of Goremmcnt Railways, 1950-51 and 1968-69 



(Figures in million/Rs. in crores) 



1950-51 

1968-69 

Capital-at-charge 

Rs. 

827.0 

3,101.3 

Gross traflSc receipts 

Rs. 

263.3 

899.11 

Working expenses 

Rs. 

215.7 

756.2 

Net revenue receipts 

Rs. 

47.6 

142.8 

Operating ratio 

% 

80.0 

82.5 

Percentage of net revenue receipts % to 
capital-at-charge 


5.75 

4.60 

No. of passengers originating 


1,284 

2,213 

Passenger kilometres 


66,517 

106,940 

Tonnes originating 


93 

204 

Tonne kilometres 


44,117 

125,140 

No. of stations 


5,916 

7,032 

No. of employees (thousands) 


'914 

1,354 
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IQ« Roads And Road Transport 

Road De>eIopment: Before the commencement of British rule, road- 
ways in the modern sense were practically unknown; and even after 
its establishment there were few to be found, except within urban limits 
until 1839 when it was decided to make a strenuous effort to connect 
Calcutta with Delhi by means of a good metalled road suitable for 
wheeled vehicles, with bridges over small streams and ferries over the 
larger rivers. The level plains of India, scoured by streams which for 
eight months or more in each year were passable without difficulty by 
the conveyance normally used in ihe country, offered so small an 
obstacle to movement between different locahties that upto the end of 
the I8th century there was no demand for prepared tracks. Transport 
was chiefly effected by pack animals, travelling along village pathways, 
while travellers could ride or be conveyed in palanquins. As regards 
the Indian armies, the whole system of military transport and supph'es 
being necessarily adapted to a roadless country, the ordinary require- 
ments under this head during peace differed in no material degree from 
the requirements of a time of war. This explains the extraordinary 
promptitude with which the wars of the Indian army had been so fre- 
quently entered upon. 

The necessity, however, of maintaining a right of way and providing 
security to life and property on frequented routes was recognized. The 
Mughal emperors, in particular, concerned themselves to mark out and 
guard these. Among the routes most used by the caravans which 
carried traders and goods from one end of India to another were im- 
portant tracks from Mirzapur to Ihe South (known as the Great Deccan 
Road), from Agra to Ajmer, and from AUahabad to Jabalpur, which 
Were kept open by the British until after the Great Revolt of 1857. 
There were also two or three established trade routes from Delhi; one 
passing through Mathura to Agra and thence via Etawah to Allahabad; 
another running via Qarhmuktesar, Moradabad, Bareilly, Sandi and 
Rai Bareilly to Varanasi and on to Patna; a third following the align- 
ment of the present Grand Tnmfc Road from Delhi to Aiigarh. 

The roads were generally guarded at intervals by posts (cfiaufcis); 
between chaukis, the tracks were marked out by stones, pillars or avenues 
of trees. The zamindars through whose lands the roads ran provided 
watchmen {chaukidars) and were allowed to levy a small toll on the 
passing traffic. The Anialguzars or magistrates were responsible for 
all goods stolen within their jurisdiction. The security thus given was 
probably fairly efficient. 

In the early period of British rule, llw improvement of roads was 
undertaken chiefly with a view* to facilittUe postal communication; 
and until the various sections vvtuch afterwards formed the Grand Trunk 
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Road from Calcutta to Dellii were commenced, the idea of providing 
for wheeled traction was hardly entertained. 

The backwardness of the state of affairs and the lack of proper 
organization was referred to by Sir John Shore in May 1833 as follows: 
‘As to roads, except for those within the limits of the civil stations, the 
16 miles between Calcutta and Barrackpore is all that we have to boast 
of’. The main roads were at that time under Military Boards, one for 
each Presidency, without sufficient powers, either financial or adminis- 
trative. In October 1839, the Military Board in Calcutta received 
orders to join up the various roads between Calcutta to Delhi, and to 
bnng them into good order. 


The conditions under which the provision and maintenance of roads 
were then carried out were chaotic. The actual work was effected 
through their own officers by the provincial authorities; and funds were 
supplied, sometimes directly by the Supreme Government, and partly 
y t e zamindars and traders directly interested, sometimes by dona- 
tions from the great nobles and rajas whose territories were traversed 
by the roads m question. A properly constituted department for carry- 
mg out civil public works was formed in the newly annexed Punjab 
y aptain Napier (afterwards Lord Napier). Tlus was so successful 
DM- 'w the Military Boards were abolished and the 

u 1 C or s Departments were organized in all the provinces, under 
e general control of the Supreme Government exercised throueh its 
newly constituted Public Works Secretariat. After this reform,''pro- 
gress m road-making became much more methodical, and the upkeep 
more satisfactory than had previously been the case. 

same time the construction of railways began to exercise 
wnsi era e influence on the function and character of new roads, 
me extension of the railway system emphasized the need for roads buUt 
which would enable them to feed rather than compete 
fnr m f Communication; it also aroused greater demand 

f, ® roa s. In 1823, according to Malony, ‘the actual amount 
^ excess of local consumption’, and ‘for the pros- 
Gor. country' cheap and easy communication for the exporta- 

uce Was indispensable’. Tlus remark sums up in brief 
firct ^ Tf ^ which roads were generally constructed in the 

19th century. As the harvest season coincided with 
, up o t e rivers, there was not much need for bridges except 
not roads. On many of these, permanent bridges have 

in tFip' ' provided, ferried or floating bridges doing duty 

m their place The majority of the early roads were merely embank- 
low-lymg places with easily graded approaches to river 
ba^, and cleared and level surfaces elsewhere. 

Vith the introduction of the railways, the conditions changed and there 
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arose a demand for bridged and metalled communications which would 
give access to the railway line at all times of the year. In some cases no 
doubt old routes were to a certain extent superceded by railways as a 
means of through communication; but on the whole, the influence of 
railways had been in the direction of stimulating progress in road con- 
struction and developing the traflic to be carried. 

Another factor in stimulating the construction and upieep of the roads 
was the extension of Local Self-Government. Just as the substitution 
of the provincial Public Works Departments for the old Military Boards, 
and the financial decentralization effected by Lord Mayo and Lord 
Lytton, enabled the Government to transfer most of the responsibility 
for road work to Local Governments, so the extension of Local Self- 
Government carried the process of decentralization a step fuither and 
enabled the Provincial Governments to delegate a large portion of their 
functions in this respect to District Boards. The extension of local 
control in each case was accompanied by considerable improvement 
to local coramurucallons. The agency to tarry out the work was not 
the same in all provinces, as in Madras (Tamil Nadu) and Bengal 
where the District Boards employed independent staff, while 
elsewhere the road work sanetiofled by the local Boards was generally 
carried out by the Public Works Department. 

Moat Indian roads used to be metalled with broken brick (kfioa) or 
with nodular limestone (kankar) in the absence of stone and gravel not 
procurable ovei vast areas. The expense of maintenance, somewhat 
high, increased greatly by the effects of grinding wheels of carts. The 
cost of building roads varied from place to place according to the nature 
of the terrain. Costs were high in Bengal oning to the embankments, 
large amount of drainage to be crossed and inferior road metalling; 
in Bombay and parts of Madras the hilly character of the country in- 
creased the cost of construction. The expenditure on maintenance 
varied according to the funds available with local bodies and other 
agencies. 

With the constitution of a suitable organization to look after the 
business of roads building and maintenance, a methodical classifica- 
tion of roads became necessary. The classification adopted lasted 
till 1943 and was as follows: 

Class I metalled: 

(a) With bridges or ferries and drained throughout. 

(b) Partially bridged and drained. 

Class II unmetalled: 

(a) With bridges or ferries and drained throughout. 

(b) Partially bridged and drained. 

Class III banked and surfaced, but not drained. 

Oass IV banked but not surfac*d: partially bridged and drained. 
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Class V cleared and partially bridged and drained. 

Class VI cleared only. 

The road meterage in British India in 1901-1902 under regular mainte- 
nance was as follows: total length of metalled roads about 5,955 km., 
the upkeep of which being divided pretty equally between Government 
and local authorities; total length of unmetalled roads, about 218,872 
km. about five-sevenths of which being maintained by local bodies. In 
addition to these %vere a number of roads repaired or reconstructed at 
irregular intervals, such as during famines, and certain others maintained 
by the Forest Department or by the owmers of large private estates. 

Roads and railways together have revolutionized the methods of 
transport, causing pack animals to be almost entirely displaced by 
wheeled vehicles throughout the greater part of the countrj'. Tavernier 
referred to hea\'y' wagons drawn by six pairs of oxen in the plateau and 
elevated tracks of Central and Southern India, but these had to be steadi- 
ed with cords at the river banks and other bad places where too often 
they had to be unloaded. Light springless carts, drawn by a pair of oxen 
carried travellers 48 km. or 56 km. a day under most favourable cir- 
cumstances. The commerce of the country', which used to be chiefly 
dependent on pack animals for transport and on enormous caravans 
traversing the Peninsula, carrying merchandise from one point to another, 
was to be taken over by railways, pack transport being limited to regions 
where railways had not come in, such as in sandy and hilly tracts. In 
several instances well built roads have been wholly or partly utilized for 
the purpose of light railways and tramways. 

As roads came to be looked upon as a subject of local interest and 
importance only, the Government of India Act 1919 deemed roads to 
be purely a provincial subject and the Central Government ceased to 
be concerned with road development except for roads of strategic im- 
portance and for certain arterial roads, in the then existing princely 
States, such as the Bombay-Indore-Agra Road. The result W'as that 
little attention w’as paid to inter-State roads or roads required for de- 
veloped areas. 

Indian Road Development Committee 1927 : The end of World War I 
saw' the advent and development of motor transport in India and the 
need w’as felt for better roads capable of withstanding the centuries 
old bullock cart traffic and the new form of transport as the existing 
roads could ill resist the combined disintegrating action of such traffic. 
On a resolution passed by both chambers of the Indian Central Legis- 
lature in 1927, a committee w'as appointed to examine and report on the 
question of road development in India with M. R. Jayakar as Chairman. 
The committee observed in its report that “until recently, there had 
bs^n a lack of system and continuity in road programmes” which had 
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to be corrected in view of the “demand for an extended range of move- 
ment and for a coherent system” which would make “the broken and 
disconnected lengths into a continuous whole”. 

The lack of bridges and cros^gs was a serious obstacle to traffic of 
all kinds and, apart from the inconvenience, waste of time and possible 
damage to bullocks, by seriously reducing even in the dry season the 
load the bullock cart could carry without difficulty, tended to diminish 
^ the economic value of the road as a whole. As for motor transport, 
regular services would not be satisfactorily established on an unbridged 
road. The deterioration of the road surfaces was being aggravated 
by the operation of motor transport. The condition of the subsidiary 
roads connecting villages also called for special consideration and relief. 

The Committee concluded that the development of the road system 
was desirable, especially so because it would “make for the economic, 
social and political advancement of the rural population, on which the 
future of the nation so much depends.” As road development was 
passing beyond the capacity of Provincial Oovernments and /oca! bodies, 
and was becoming a national Interest, the Committee recommended 
that it might to some extent be a proper charge on Central revenues. 
The most important recommendation afTecting road development was 
that an additional duty of 2 annas per gallon (12.5 paisa per 4.5 litre) 
should be levied by the Centre on motor spirit for the specific pur* 
pose of road development and that the proceeds should be credited 
to a separate Road Development Fund. The Committee considered 
that the balances in the Fund should not be allowed to lapse at the end 
of each year as a road programme was required to be planned and 
executed for a number of years and for (his purpose continuance of funds 
was to be assured. 

This recommendation was accepted bythe Government andthe Central 
Road Fund came into existence on March 1, 1929. The additional 
petrol duty of 2 annas (12.5 paisa) was raised to 2J annas per gallon 
(15.6 paisa per 4.5 litre) in 1931. The setting up of this Fund represents 
the first important step taken by the Central Government to promote 
road development in Indio. 

The procedure for financing road development from the Central Road 
Fund required that 20 per cent of the annual revenue of the Fund should 
be retained as a Central Reserve in the Fund from which grants were 
given by the Government of India for meeting expenditure on the ad- 
ministration of the Fund, road experiments and rcseareh. and suitable 
road and bridge schemes in States (provinces), such as inter-State roads 
and bridges on the borders of States. The balance of 80 per cent was 
allocated to the various States on the basis of the actual petrol consump- 
tion in the respective States. A third division was instituted m the 
Fund in April 1950, called the Special Reserve, to which contributions 
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were to be made from outside the Central Road Fund proper for the 
financing of specified road projects. 

With the commencement of the world-wide depression in 1930-31, 
the financial resources of the Central and Provincial Governments were 
adversely affected and funds for road development almost dried up. 
Indeed there was a time when the Road Fund became the main source 
of finance for road development. The deterioration of the roads 
became so serious that, even for normal maintenance needs in some 
instances, the balances in the Road Fund had to be drawn upon. 

Nagpur Plan: In the meantime, the importance of a National Trunk 
Road system was coming to be recognized and discussions between the 
Provincial and Central Governments on making a start on a skeleton 
system led to the Government of India proposing a provision in the 
Constitution Act then under contemplation to permit national trunk 
roads being treated in some measure as a federal charge. Actually, 
however, because of the emphasis on provincial autonomy, no provision 
was made in the Government of India Act 1935, with reference to the 
Central interest in the development of arterial roads. 

With the outbreak of World War II, the existing short-comings of the 
road system were brought home forcibly on the Governments. In- 
tensive efforts were made to develop roads of military importance not 
merely in the operational areas but generally all over India, financed 
largely by substantial grants from the Defence Service Estimates. 
Defence requirements and the strategic importance of an efficient arterial 
road system during the emergency emphasized the need for this more 
than ever. It was also realized that the roads could be maintained 
satisfactorily only if the Centre took them over for development and 
maintenance. 

In view' of these considerations, the Government of India convened a 
Conference of Provincial and State Chief Engineers at Nagpur in Decem- 
ber 1943, to consider the problem of post-w'ar road development in 
India. The most important recommendations reached by the Con- 
ference w'ere: 

(1) roads should be divided into four classes, namely. National 
Highways, Provincial or State Highways, District Roads and 
Village Roads; the National Highways, which w'ere defined as 
highways running through the length and breadth of India 
connecting major ports, foreign highw'ays, and capitals of pro- 
vinces and of large States, being the framew'ork of the country’s 
road system; 

(2) the Centre should assume financial responsibility for the con- 
struction, development and maintenance of National Highways and 
have an effective say in the use and control of these highways; 
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(3) there should be uniform “classification” standards throughout 
India; and 

(4) as lack of bridges svas a handicap to through road communica- 
tions, it was desirable to overcome this short-coming as early 
as possible, the Centre so phasing the bridge construction pro- 
grammes that major bridges which he on the boundaries bet- 
ween Provinces or States were not neglected. 

The estimated road kilonietrage to be reached during the succeeding 
twenty years was placed at 644,000. 

After consultation with the Provincial Governments and discussions 
at meetings of the Transport Advisory Council, the Government of India 
accepted, with effect from April 1, 1947, complete financial liability for 
thedcvelopmentandraaintenanceof certain roads provisionally approv- 
ed by them as suitable for inclusion in a system of National Highways. 
In the Constitution, the subject “Highways” declared by or under law 
made by Parliament to be National Highway is a Central subject (entiy 
23, list 1 in the seventh schedule). On April 15, 1957, the National 
Highways Act 1956 was brought into force. Under this Act, all high- 
ways in respect of which the Central Government accepted complete 
financial liability for development and maintenance as national high- 
ways were, declared to be National Highways. The Act also empowers 
the Union Government to declare any other highway to be a National 
Highway or omit any highway from the list of highways to be declared 
os National Highways. Thirty-nine routes were declared under the Act 
as National Highways to be developed, constructed and maintained. 
The Constitution also conferred powers on the Government of India to 
give directions to a State as to the construction and maintenance of the 
means of communicarion declared to be of national or military im~ 
portance. After the States’ financial intention and the States’ re- 
organization, road policy acquired a more uniform acceptance and 
application over the whole country than before. 

Meanwhile, the Roads Wing of the Department of Transport was 
created as a result of the recommendation of the Nagpur Conference to 
provide a strong administrative and technical organization to adminis- 
ter the Road Fund and other funds approved by the Central Govern- 
ment for the development and maintenance of the National and State 
Highways and co-ordinate the road policies at the Centre and in the 
States. On the technical side, it functioned as a Central Designs Ofiit* 
besides acting as a repository of technical information on roads and 
bridges. From 1950 onwards, the Roads Wing also had the overall res- 
ponsibility for the development and maintenance of certain selected 
roads, namely, those in the Centrally-administered areas (Union Terri- 
tories), roads under the charge of the Central Public Works Depart- 
ment (C.P.W.D.) in Sikkim and the roads in the North-East Frontier 
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Agency, the west coast roads in Tamil Nadu and Maharashtra States, 
the Passi-Badarpur Road in Assam and the Dhar-Udhampur Road in 
Jammu and Kaslxmir State. The head of the Roads Wing is the Con- 
sulting Engineer (Road Development) who is also ex-officio Joint 
Secretarj' to the Government of India. 

During the period 1951-1968 the increase in the surfaced and unsurfac- 
ed kilometrage of roads has been substantial, which may be seen from 
the Table below: 


TABLE X 

Length of Roads in India by Surface, 1951-1968, Select Years 

(In thousand kilometres) 

yis on March 31 



1951 

1956 

1961 

1966 

1967 

1968 

1 . P.W.Ds. and Local Bodies 
Black top 

21 

55 

98 

151 

158 

166 

Cement concrete 

2 

4 

5 

6 

5 

6 

Water bound Macadam 

135 

124 

132 

126 

137 

144 

Total surfaced 

157 

183 

236 

283 

301 

316 

Unsurfaced, motorable 

243 

256 

269 

271 

276 

286 

Total 

400 

439 

- 505 

555 

577 

602 

H. Knfcha, unsurfaced* 


60 

204 

280 

307 

323 

Total unsurfaced 

243 

315 

473 

551 

583 

609 

Grand total 

400 

498 

• 709 

835 

884 

925 


*Constructed in C.D. and N.E.S. Blocks, 


The rapid. increase in the kilometres of roads since 1951 has been 
made possible largely by the outlays on development, improvement and 
new construction under the three Five Year Plans. The total length of 
roads on March 31, 1968 in the different States is shown in the Table 
below: 

TABLE XI 

Length of Roads in India by States as on March 31, 1968 


(Figures in kilometres) 


StalefUnion Territory 

Surfaced roads 

Vnsurfaced roads 

Total 

Andhra Pradesh 

33,375 

54.973 

88,348 

Assam 

5,190 

36,736 

41,926 

Bihar 

13,525 

43,295 

56,820 

Gujarat 

15,063 

23,233 

38,286 

Jammu and Kashmir 

3,558 

15,625 

19,183 

Kerala 

19,480 

36,355 

55,835 

Madhya Pradesh 

26,684 

38,308 

65,002 

Maharashtra 

31,217 

25,328 

56,545 

Karnataka 

36,663 

27,131 

63,794 

Nagaland 

273 

4,166 

4,439 

Orissa 

9,190 

43,941 

53,131 

Punjab (including Haryana) 

12,964 

46,759 

59,723 

Rajasthan 

18,107 

29,909 

48,016 

Tamil Nadu 

41,776 

21,182 

62,958 

Uttar Pradesh 

26,976 

98,545 

125,521 

West Bengal 

15,150 

37,990 

53,140 

Union Territories* 

5,795 

26,668 

32,463 

Total 

315,996 

609,134 

925,130 


■*lncludes 62 km. of National Highway length in Sikkim. 
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liordcr Roads: The Border Roads DcN'clopment Board was formed in 
1960 to accelerate the economic development of the North and North- 
Eastern Border areas. Construction of more than 7,300 km. of new 
roads and the improvement of about 4,970 km. of existing roads have 
been included in the immediate programme of the Board. 

By the end of 1960-61; the Nagpur Plan targets had been lealized, 
taking the country as a whole despite shortfalls in individual States and 
regions. The Chief Engineers from the Centre and the States met to- 
gether some four years earlier and formulated a new twenty-year Road 
Development Plan for 1961-81 wtuch was presented to the Department 
of Transport, Union Ministry of Transport. The bases assumed for 
the Plan were that in developing agricultural areas, no village should 
remain more than 6.44 km. from a metalled road or more than 2.4 km. 
from any type of road. In working out specific proposals such economic 
factors as area, population, regional levels of development and develop- 
ment needs and possibilities were to be taken into consideration- This 
Road Plan would provide the country with 32 km. of road per 100 sq. 
km. of area by 1981, as compared with half the ratio of this length of 
road at the end of the Second Plan. The cost estimated was Rs. 5,200 
crores, of which Rs. 630 crores were to be on village roads. 

There can be no doubt that, with the clearer appreciation of local 
needs a$ a result of economic planning and belter estimation of the 
demands of new industries and Increased agricultural production, plans 
for road improvement and construction have received more detailed 
and critical apprmsal as part of the overall programme of road develop- 
ment. Special attention is also being paid to the roads for develop- 
ment projects in rural areas as well as backward and hilly regions. More 
recently, the complex problems of metropolitan areas have also been 
studied from the point of view of passenger and goods transport and of 
removal of obstructions to traffic movement such as level crossings. 

The progress of expenditure on roads dunng the successive Plan 
periods may be seen from the following figures; 


Pint Plan 
Second Plan 
Third Plan 

Annual Plans (1966-69) 
Fourth Plan 


Expenditure (Rs. Crores) 
134.47 
245.80 
459.00 
30700 
87600 


In Jum 1961. the IntenutioMl Development Association, m affiliate 
or the World Banl, extended a Development Credit of s60 mi Imn 
(Rs. 28.57 crores) to meet about 55 per cent of the cost of certain reto- 
ed road and bridse works on National Higbaasa m the Sla es of Bilm 
West Bengal, Orissa and Maharashtra as well as on the Eastern &pr«s 
Highway in Bombay City. The loan is interest- rec ep 
over a period of 50 years. 
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The road kilometrage during the successive Plan periods is summarized 
below: 


TABLE XII 


Road Kilometrage at the end of Each Plan 



Surfaced 

Unsurfaced 

Total 

1951 

157,019 

242,923 

399,942 

First Plan 

183,023 

315,321 

498,344 

Second Plan 

235,790 

473,330 

709,120 

Third Plan 

283,385 

551,380 

834,765 

Annual Plan 1968 

315,996 

609,134 

925,130 


The Fourth Plan, under both the Central and State sectors, places 
special emphasis in the road development programmes on the removal 
of deficiencies, such as missing links and unbridged river crossings on 
metropolitan roads, and on the development of rural roads. 

Road Transport: Road transport as an important factor of large scale 
transportation in the country developed only with the advent of the 
motor vehicle. Other forms of road transport, such as bullock carts, 
horse-drawn carriages, palkies, etc., had only a limited range of opera- 
tion in regard to both the area covered and the number of persons and 
volume of goods carried. The new form of transport came into in- 
creased use for public transport only in the second decade of the present 
century, and with it surface transport in India entered a new phase. 

Prior to 1914, the operation of motor vehicles in the provinces of 
Madras, Bombay, Bengal, the United Provinces and the Punjab, was 
regulated by their respective provincial acts. It was only in 1914 that 
the first All India enactment relating to motor vehicles — Indian Motor 
Vehicles Act 1914 — was passed. The Act, however, did not make any 
distinction between different types of motor velu'cles. Nor was any 
attempt made to restrict their free movement. 

Conditions radically changed after World War I, 1914-18, when the 
surplus military vehicles were put on the roads in large numbers. The 
pace at which goods and passengers came to be transported by road took 
even the Provincial Govenunents by surprise. Fare cutting and poorly 
maintained vehicles created serious problems of competition and safety 
on roads. The Act of 1914 had to be supplemented in the post-war 
years by provincial legislation in an effort to introduce some form of 
regulation and control. The remarkable ease with which motor vehicles 
reached parts of the country which had seldom seen even bullock carts 
from outside except at infrequent intervals of fairs, festivals or market 
days, helped to accelerate the pace, of the change. Within a decade 
the ubiquity of the motor vehicle had transformed the scene. 

The increasing diversion of traffic to the road and the consequent 
financial losses to the railways, particularly against the background of 
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steeply declining revenues with the onset of the world-wide depression, 
drew attention to the importance and urgency of developing a sound 
policy on the question of regulating rood-rail competition. The pro- 
blems to be dealt with related to the diversion of railway III class 


passengers to the bus, the long-distance passengers to the private auto- 
mobile and the goods traffic to the lorries. It was not all a question 
of more diversion of traffic: motor transport did indeed develop a 
considerable amount of new traffic in areas not served by the railways 
or where the facilities provided by the railways were less attractive 
from the point of view of frequency of service, convenience and/or cost. 
Road conferences with representatives of the Central and Provincial 
Governments and other interests affected, held at irregular intervals 


since 1929, did not lead to any improvement in the situation. The 
Indian Railway Enquiry Committee 1937, discussing the question of 
road-rail competition, made a large number of recommendations in 
regard to general policy, legislation and detailed measures to be taken 
in regard thereto. As a result of these, the Transport Advisory Council 
was set up as a policy-making body at the Centre, with the Central 
Minister (then called Member) dealing with motor transport as Chair- 
man and the State Ministers of Transport as Members. 

The Government of India Act 1935 made provision for Central legis- 
lation by including “mechanically propelled vehicles” m the concurrent 
list. Uniformity in dealing with motor vehicles was sought to be 
achieved by passing the Motor Vehicles Act of 1939 in accordawe with 
which rules were framed thereunder by the Slate (Provincial) Govern- 
ments. Modelled on the English Acts, the Act provided for the creation 
of Regional and Provincial Transport Authorities with ful powers o 
grant permits to “stage carriages” (buses), “public carriers’ (public goons 
vehicle owners), and “private carriers” (owners of goods ve c es cot 
ing their own goods), etc., and to lay do\vn conditions (routes, 
specifications of vehicles, standards of maintenance, etc.) un er w 
the permit holders must operate. An important 1 , 

pendent powers' for all practical purposes to Pro^ncia an 
Transport Authorities who were not subject to the dirw ion o . 
Governments in regard to their decisions on the issue o • ... 

the Act, State Governments were empowered to 
conditionally, by notification in the Slate Gazette, e . uy 

longdistance goods traffic by road or of specific ^ 

private or public carriers with the object of promo i g 
of road and rail transport. The reguUtory p niles 

Vehicles Act were later to be embodied in the Co e ; -yj-ted to 
Practices in the Regulation of Motor Transport,’ and circulated to 

State Governments for adoption in 1950. w„,i,i War 11 The 

Motor transportation suffered a setback during World War It. 
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private operators were faced with numerous difficulties, such as stoppage 
practically of the imports of spare parts as a result of wliich their prices 
rose to abnormal levels and the restrictions imposed on the amount of 
petrol that could be consumed. The available trucks w'ere practically 
requisitioned by Government and they were driven by producer-gas to 
the maximum extent possible. 

The proper index of progress of motor transportation is the number 
of motor vehicles operating in the country from year to year. Un- 
fortunately, there is no information prior to 1925 and, in respect of the 
number of veliicles operating in later years upto 1947, the statistics 
available for the country do not include the former princely States. 

The figures relating to imports however, are available and apply possibly 
to the whole country (Table XIII). 

TABLE XllI 

No. of .Motor Vehicles Imported Each Year and the Total Number of Motor Vehicles 


1913-1947, Select Years 


March 31 


Import of Motor Vehicles 

No. of Motor Vehicles 

1913 


3,089 

- 

1915 


3,356 



1920 


13,486 

— 

1925 


12,998 

48,797 

1930 


34,661 

117,900 

1935 


25.201 

127,878 

1940 


25,528 

136,985 

1945 


7,811 

142,172 



22,407 

168,368 


Policy for Road Transport: In September 1954 the Planning Commi- 
ssion, in consultation with the Ministry of Transport, issued a com- 
munication to State Governments with reference to the basic policy for 
the development of road transport under the Five Year Plan. Where 
Government participation was contemplated it was stated that the 
setting up of a tripartite organization with the State Governments, 
railways and private operators should be promoted. In formulating 
the Second Five Year Plan, the Pl anni ng Commission approved of the 
schemes of various State Governments for the expansion of road trans- 
port services on the strict understanding that they w'ould set up Road 
Transport Corporations under the Road Transport Corporations Act 
1950. Some of the State Governments, Uke Kerala and Uttar Pradesh, 
desired to continue the operation of nationalized transport ser\'ices 
departmentally on the ground that they v.’ould otherwise lose a sub- 
stantial amount of revenue. The corporations w'ould have to pay in- 
come-tax and incur more expenditure on amenities and road develop- 
ment from the balance of profits. The Planning Commission did not 
agree and, in December 1957, the State Governments were informed . 
by the Ministry of Finance (Department of Economic Affairs) that. 
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with effect from April 1, 1958, a^istance from the Centre, whether by 
way of loans or grants, would not be available to transport undertakings 
owned and/or managed departmentally unless they were incorporated 
under one or the other of the special enactments or as a company under 
the Indian Companies’ Act. In spite of these instructions, some State 
Governments did not agree to constitute Road Transport Corporations 
or joint stock companies to take over management of the departmentally 
operated road transport services. As the National Development Coun- 
cil did not reach any final decision, it was referred to the Committee 
on Transport Policy and Co-ordination, which unanimously supported 
the policy of forming statutory road transport corporations with the 
participation of the railways and the undertakings to ensure a degree of 
co-ordination of rml and road transport. The Planning Commission, 
therefore, decided to adhere to this policy. 

The Transport Development Council (set up in 1958) advises the 
Government on all matters relating to roads, road transport, inland 
water transport and internal air transport, and on such problems relat- 
ing to co-ordination between different forms of transport as may be 
referred to it. The Road and Inland Water Transport Advisory Commi- 
ttee, with the Minister of Shipping as Chairman, was set up m 1958 to 
discuss problems relating to roads, road transport and inland water 
transport, and make recommendations to the Transport Development 
Council for final decision. 


Inter-State Transport Commission: With the rapid extension of motor 
transportation from one State to another, the need was felt for an Inter- 
State Transport Commission to deal with mattcis affecting inter-St^ 
road transport. Legislation to this effect was completed In Decern 
1956 in thc.Motor Vehicles (Amendment) Act 1956, by which an Intw- 
State Transport Commission was constituted "for the purpose o e- 
veloping, co-ordinating and regulatingthe operation of tra^^ 
in respect of any area or route common to two or more ta es . 
functions which the Commission may be authorized to o un 

Act arc: . 

(a) to prepare schemes for the development, ci^ordination 

tion or the operation of transport sehtcles, and tn part.enlar 
goods vehicles in an inter-state region; funwpnces 

(b) to settle all disputes and decide all matters of 


lorities 

interested, regarding the grant. n’in^an^'route or 

permits, or countersign permits for operation m any 
area common to two or more Stales. 
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(d.) to grant, revoke or suspend any permit or countersign permits 
for operation of any transport vehicle in respect of such route 
or area common to two or more States as may be specified by 
the Central Government; 

(e) to perform such other functions as may be prescribed by the 
Central Government under Section 63-C of the Act. 

Since its establishment in 1958, the Inter-State Transport Commission 
has brought about a number of reciprocal agreements between all conti- 
guous States for the regulation of inter-State traffic, including some long 
distance inter-State routes, covering more than two States. Among the 
several steps taken to improve inter-State transport may be mentioned 
the issue of composite permits under the South Zone, affording an 
option to permit holders to choose any four States other than the home 
Smte for the purpose of operation. The Commission has been making 
e orts to improve missing links and remove bottlenecks to facilitate 
smooth flow of long distance traffic. 

The Central Road Transport Corporation was set up for maintaining 
essential supplies in the North-Eastern region following the Chinese 
aggression. 

Progress under Plans : The progress of road transport under the stimulus 
of planned programme of development has indeed been striking. From 
the statitics relating to it since 1950-51, it will be seen that the number of 
motor vehicles registered in India had more than doubled by 1960-61, 
an increased to 470 per cent by 1968-69. A large proportion of the 
was under motor-cycles and auto-rickshaws 

(Table XIV). 

TABLE XIV 

No. of Motor Vehicles Registered In India 



1950-51 

1960-61 

1968-69* 

Passenger cars and jeeps 

Taxis 

147,712 

287,913 

512,037 

Buses 

11,551 

21,663 

44,804 

Trucks 

34,411 

56,792 

85,490 

Motor cycles and auto rickshaws 
Others 

81,888 

26,860 

167,649 

94,595 

300,922 

392,154 

3,891 

35,863 . 

104,418 

Total 







1,439,825 

*Provisional figures 


The development and 
an increase of about 150 
as shown in Table XV. 


maintenance expenditure on roads has recorded 
per cent by 1960-61 as compared with 1950-51, 
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IV. Inland Water Transport 

As in other countries naturally endowed with navigable river systems, 
water transport has been an important adjunct of India’s economy from 
time immemorial. It was more economical, and with the long coastline 
of over 4,800 km. and main rivers flowing down hundreds of 
kilometres all the year round, these waterways provided the means of 
conducting trade with the neighbouring countries from earliest times. 

In 1829, H. T. Prinsep, Secretary to the East India Company, referred 
to the state of inland navigation in these terms: “There is no river in 
the world, unless those of China be exceptions, on which there is so large 
a navigation as on the Ganges and its tributary streams. Major Rennell, 
^yriting in 1780, reckoned that no less than 30,000 boatmen found their 
livelihood from this source, and as that was a time when trade was far 
less flourishing than at present . . it might not be too much perhaps to 
assume the number of boatmen in the present day to be double that 
estimate . . Everybody that has lived on the banks of the great Ganges 
has been struck by the constant succession of boats moving up or down, 
the river never appearing for a minute altogether clear and as this is 
nearly the same at all seasons and in all places, it leaves an impression 
of the extent to which this magm'ficent stream ministers to the wants of 
commerce and of the traveller, such as defies the attempt at computation, 
t IS not Ganges only as a single stream that confers these benefits but all 
the larger rivers that bring down the water of the Northern hills are 

navigable more or less throughout the year and almost to the foot of 
the first range.” 

Although the main river systems of the country, principally Ganga, 
ralmaputra, Indus, Bhagirathi, Hooghly, Mahanadi, Godavari, 
Krishna, Kaveri, Narmada and Tapti, had figured prominently as 
carriers of goods and passengers for centuries past, water transport 
thrives today only in the States of West Bengal, Assam, Andlira Pradesh 
^d Kerala and, to a limited extent, in the other States. During the 
t century, the canals and waterways provided some of the main 
artenes of the transport system of the country. The introduction of 
steam vessels in north-east India during the early part of the last century 
completely revolutionized inland water transport. This assisted the 
poMh and development of the indigo industry in Bihar, the jute industry 
m Bengal and the tea industry in Assam, Sylhet and Cachar vaUeys. 
n an water transport facilitated the movement of the produce of these 
ar^s to Calcutta for export by sea to the world markets. 

The importance of waterways was stressed by Sir Arthur Cotton, the 
irrigation works and canals in India. According to him, 
ater is incomparably India’s greatest treasure and, were this generally 
umed to account, she would be in the highest state of temporal pros- 
per! n t e Master Plan for Navigation, he proposed a network 
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Of navigable canals and rivets for the entire country, a greater part of 
which could have been executed at the time as the withdrawals for irriga- 
tion Were low and would have succeeded in attracting industries to the 
close proximity of waterways. The reluctance of the Government, 
apprehending the effects of competition of navigable canals on the vast 
system of the railways along the mam hoes of communication and possi- 
ble inroads into the profits of the railway companies which they had 
guaranteed or were deriving on the State line.s, stood jn the way of an 
active policy of development of inland w'Jter transport. Some of the 
irrigation canals, such as the Ganga and the Yamuna canals, also proved 
inadequate to serve at the same time the interests of irrigation and 
navigation. The withdrawals of water from the Ganga resulted in the 
rapid decline of navigation in the upper reaches in the dry season. 

With the active encouragement ^ven to the railways at the cost of 
Water transport, important towns, trading centres and industries develop- 
ed along areas fa close proxiaiiiy lo the railway lines, and the loading 
and unloading stations along the canals and other waterways, ceased to 
attract trade and declined rapidly in importance. The end of the last 
Century saw that, while the railways prospered, the less organized water 
transport was steadily driven out of business, except in regions such as 
north-east India where, by virtue of the natural advantages of a network 
of waterways and the difficulty of bridging mighty rivers like the Ganga 
and the Brahmaputra and numerous deltaic off-shoots in the Sunder- 
bans, steamer companies organized on sound coDUDerciaJ lines conti- 
nued to flourish. The other regions wtere inland water transport 
operated successfully were on the Kiishna and the Godavari, where 
similar advantages stood them in good stead. The backwaters of the 
west coast also supported an active water transport system. 

The total length of navigable waterways in the different parts of the 
country in 1890-91 was 2,882.5 miles (4,737 km.), as may be seen from 
the Table below: 


TABLE XVn 

LeDgth of N»TigaWe "'iftniWi 18^1 
Figures in brackets include ibe non-navigablc ponionsi. 


Punjab Canals 

Western Jamuna 
Sifhind British 
Ind. State 


243 (ISO) 
143 (319) 
46 (223) 


N'orib-Wcst Frontier Provinces Canals 213 (4J6) 

Upper Ganga 199 (537) 

Lo*er Ganga 123 (IW) 

Agra Canal 


535 
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Bengaf Canals 

Orissa Canals 
Mjdnapur Canal 
Hijii Tidal Canal 
Sonc Canals 
Minor Works 


Madras Canals 

Godavari Delta 
Krishna Delta 
Kumool-Cuddappah Cana! 
Minor Works 


TH£ GAZETTEER OF INDIA 
table XVII (Contd.) 


177 

72 (252) 

, 

29 (291 

2181 (367i) 
144i (1631) 


641 


496 (506) 

284 (325) 

190 (190) 

3041 (1,158) 


Total: All India 


12751- 

2,882i (16,026) 


Both inland navigation and irrigation depend for their fullest develop- 
ment on the construction of canals. The construction of a canal for 
ransport \\ou be justified only if there were a certainty that it would 
be extensively used for navigation and on the new hne of communica- 

of transport. Apart, 

7 ia ^ questions of cost, the exigencies of irrigation and 

nnSr" compatible. TrafiBc is not attracted to a 

trade '' u- i. through large cities or important 

the sp h uninterrupted connection either with 

omi? for r? the waterways which form the most convenient 

LSn^P tE® traverses. It happens, 

and nn \h ^ canals are not alwaj's suitable for navigation 

navLt; constructed for purposes of 

navigation only do not irrigate a single hectare. 

Tnfha^ North-East India: Of the various waterways in 

metemat^'iir' r have, by virtue of the largest 

inland ir T constitute the most important 

nu^ra aTd lE the Brahma- 

n? w.t their tributaries formina about 6,400 km. 

the S inTT " network of delta rivers and cmeks in 

velonmpnt^n/°^ i.. ^''^rs which impede the operation and de- 

east India a th'^l transport are thus a great natural gift to north- 

vroducp nV tn c the main channels oyer which the bulk of the 

produce of the region is transported. 

tbtmTr, ^ 'vaterways system. The Brahmaputra, 

length of 72 /^' down the wntre of the Assam valley, over a 

Dehine tEp B T- tributaries, mainly the Subansiri, the 

Sfdltnt.r 1 ! ® navigable for vary- 

the level f ^ ^cre is a considerable variation in 

e mam river between the monsoon and dry seasons. 
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amounting to about 9 metres and current velocities average 8.5 to 9.7 
km. per hour during monsoon and 4 to 6 km. per hour in the remaining 
season. The State is almost entirely dependent on water transport 
during the monsoon season when the road and rail communications 
are seriously disrupted. Navigation during this period has its hazards, 
because of the large volume of silt carried, debris, snags, etc. which are, 
however, contended with by the operators who have considerable 
experience of the region. These conditions have influenced the choice 
of paddle in preference to screw propulsion. 

Regular steam services used to operate upto Dibrugarh throughout 
the year at draft of 1.6 metres. After the earthquake of 1950 which 
caused the deterioration of the river channels in the upper reaches, the 
mainline services terminated at Deshangmukh, 76 km. downstream of 
Dibrugarh, with a feeder service at a draft of 1.21 metres (4’ .0') connect- 
ing upto Dibrugarh. The protection works at Dibrugarh having in- 
duced siltation along the town bank, leaving no suitable berthing sites, 
even down to 1.93 km. at Bogi Bheel, the feeder services have had to 
be withdrawn since 1956. The main products of Assam are oil, jute, 
timber products and tea. About 90 per cent of Assam's tea crop and 
jute used to be transported to Calcutta by river transport. Despite the 
little higher rates for carriage by water of lea from Assam tea gardens 
to Calcutta, as compared with the rail, water transport was preferred 
because of the advantage of transit time, about 7 days by river against 15 
to 20 days by rail. Furthermore, the tea transit sheds and other ware- 
housing establishments at Calcutta have been set up for operation in 
conjunction with water transport. 

Shoals at certain places cause difficulties to navigation. During 
April 8 to 20, 1958, 70 vessels with nearly 30.48! tonnes of cargo were held 
up. According to the Joint Steamer Companies, a loss of 12 per cent of 
annual capacity or of 91,444 tonnes of traffic were lost because of ^ ® 
Noonkhowa Shoal. Better co-ordination among the operators and 


river training measures have effected great improvement. 

The rivers of the Suema Valley have been deteriorating progressively 
for some years, caused by the rapid run off during the monsoon season 
and dimim’shed conservation of water supply due * ***’^!,*'-« * 1 ^ 
forestation of the surrounding Cachar Hills and increased grazing 1 
lower catchment areas. The low level during the dry 
shoals between Silchar and Karimganj have restricte e 
Lack of terminal facilities and proper ' 

the Ghats have been other difficulties experience y « Steamer 

The river navigation was mostly in the ° . o-:l^^.ay 

Companies comprising the Indian General N^vigationjid Rai^ay 
C„™p.„y Ud. and .he River Steam 
incorporated in England with sterhng capital. 
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of the Indian branch of the Indian General Steam Navigation Company 
were taken over by the River Steam Navigation Company. As their 
craft became uneconomical, Government of India entered into an agree- 
ment for the rehabilitation of these crafts by grant of loans amounting 
to Rs. 2 crores. There were also, besides these, ten Indian companies 
registered at Calcutta for river navigation. 

The Joint Steamer Compam'es maintained a system of tlirough booking 
with the railways for many years via certain junctions, namely, Shalimar 
“C” Shed, Dhubri, Pandu, Amingaon, Tezpur, Silghat, Neamati, Karim- 
ganj, Manihari Ghat, Paleza and Dibrugarh (temporarily closed). 
Tlie Indian companies operated between West Bengal, East Bengal 
(Bangla Desh) and Assam. They do not operate any service on the 
Ganga and its feeder rivers. The entire fleet of all these companies 
combined was but a small fraction of the fleet owned by the two English 
companies, and carried about 10 per cent of the total cargo moved in 
this region. Their difficulties were old and obsolete craft and inadequate 
financial resources, 

Ganga Water Transport Board; At the instance of the Inland Water 
Transport Conference 1951, the Ganga Water Transport Board was 
constituted on March 8, 1952. With representatives from the parti- 
cipating States and functioning under the Ministry of Transport, the 
efforts of the Board were directed to improving' facilities, equipment 
and transportation in the waterways under its control. 

The Ganga, with its important tributaries, the Gomati, Ghagra, Gandak 
Burhi Gandak and Kosi in the north and the Yamuna, Sone, and 
Damodar in the south, is the most important waterways system in the 
States of Uttar Pradesh, Bihar and West Bengal. Emerging as a fair- 
sized river from Hardwar, the Ganga gets depleted by the Upper and 
Lower Ganga canals, but augmented bj' the waters of the Ramganga 
and the Yamuna at Allahabad, the Ghagra, Sone and Gandak near 
Patna. From here the river flows in a solid stream, receiving in its course 
the waters of the Kosi before it turns south past the Rajmahal Hills and 
towards the east joining the Brahamaputra at Goalando and later 
spilling into various distributor)' streams before falling into the sea. 
The Ganga via the Hooghly and the Bhagirathi has a total length of 
about 2,600 km. 

The Ganga and its tributaries had long formed the main trade routes 
and carried a considerable volume of traffic. Steamers from Calcutta 
used to ply upto Garhmuktesar, about 644 km. above Allahabad. 
Till about fifty years ago, steamers used to proceed to Allahabad from 
Calcutta. Country boats plied above this point with a great bulk of 
cargo. On the Yamuna large quanities of cotton grown in Bundel- 
khand used to be sent down from Kalpi. 
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With the coming of the railways and of industries along their routes 
and the more recent development of roads and road transport, naviga- 
tion on the Ganga and the canals dwindled greatly in importance. 
Navigation on the Yamuna is at present confined to a stretch of about 
64 km. above its confluence at Allahabad. The snow-fed Ghagra has 
adequate discharge during the dry season and has considerable naviga- 
tion potential. Till the time of the partition of India, a daily service used 
to operate upto Burhej. The steamer services run by the Joint Steamer 
Companies from Patna to Burhej were terminated on January 1, 1958. 
Country boats, however, operate for regular trade as far as Kartanian 
Ghat near Nepal border. The Sone is navigable for big country boats 
only during monsoon upto Dehri-on-Sone On the Gandak, there is 
considerable boat traffic upto Tribcni Ghat on the Indo-Nepal border. 
Despite its vagaries, the Kosi is navigable by big country boats from its 
confluence with the Ganga upto Hanumannagar. a distance of about 
670 km. and by smaller boats to a further 56 km. upto Chapra in 
Nepal from which large quantities of stone arc transported down the 
river for the Kosi barrage. 

The Upper Ganga canal, built as an irrigation-cum-navjgatjon canal, 
was navigable throughout its length of 343 km. till 1933-34, after which 
navigability decreased to only about 6 km. from the ofl'-iake because 
of power houses blocking the canal. The Lower Ganga canal, also 
designed for navigation throughour, now permits boats to ply between 
the headworks and 56 km. and from km. 112 to km. 209. 

On the Sone canal system, country boats ply all the year round on 
the Main Western canal and for a short length of about 7 km. only 
on the Eastern canal. Country boats ply over 127 km. on the Patna 
caital and small steamers over 100 km. of this canal. The Arrah 
and Buxar canals arc throughout navigable for country boats and for 
some 85 km. on the former for small steamers. 

The Ganga is navigable from Patna downstream throughout the year. 
The prospects of the river and canal system in Uttar Pradesh and Bihar 
have been adversely affected by withdrawals of water for irrigation, the 
development of railways on both banks of the river and the recent de- 
velopment of mechanized road transport. The lack of location of 
major industries on the banks of the river has affected the scope for 
water transport. The partition of tte country has also affected the acti- 
vities previously carried on by water transport in the Ganga network. 
The movement of traffic between Calcutta and Upper India used to be 
triangular, namely, Bihar to Assam v/n East ^ngal (Bangla Desh), 
Assam to Calcutta and Calcutta to Bihar! the inland water transport 
operators maintained water transport through the Ganga, making 
Goalando the transWpment point for craft plying on the Ganga and 
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the Brahmaputra. With the partition of tlie country and the decline 
of trade with the then East Pakistan (Bangla Desh), the steamer com- 
panies completely closed their services on the Ganga. 

During 1948-53, the navigation potential of the river Ganga, parti- 
cularly between Mokameh and Kanpur, a distance of 885 km. was 
examined by the Central Water and Power Commission. Otto Popper 
and J. J. Surie, United Nations experts, who undertook a study of the 
problem of inland navigation in this region, recommended the starting 
of a pilot project consisting of shallow draft tugs and barges in the reach 
between Buxar and Allahabad, a distance of 373 km. and the conduct- 
ing of towing trials of the country boats by power craft. The Ganga 
Brahmaputra Water Transport Board, which had been appointed in 
1952, started on towing trials by tugs around Patna. The programme 
of starting a pilot project above Buxar, however, received a setback 
owing to the sudden closure of the steamer services on the Ganga River 
system by the Joint Steamer Companies, the only concern which had 
been running steamer services on the Ganga for about 100 years. The 
Board was merged with the Inland Water Transport Directorate in March 
1967. 

The Hooghly: The river Hooghly, formed by the confluence of the 
two Nadia rivers, spill channels of the Ganga about 129 km. above the 
port of Calcutta is one of the most important waterways in the country. 
The port itself, situated on the left bank of the Hooghly, is the principal 
outlet for such products of the country as coal, jute, tea and ores, as 
well as the products of the States of Uttar Pradesh, Bihar, Orissa, Assam 
and West Bengal. More than one-tenth of the large volume of traffic 
handled at the port is carried by inland water transport. Owing to 
inadequate upland water supply, the conservancy and maintenance of 
the approaches to the port has presented serious problems. The urgent 
need for ensuring perennial head water supply which will be necessary 
to cope with further increase in traffic generated by the development of 
steel mills and engineering industries has led to the construction of the 
Farakka Barrage, on the completion of which the navigability of the 
river is expected to improve considerably. 

The Sunderbans: The Sunderbans, representing the intersection of 
numerous streams and large rivers, has provided navigable cross channels 
connecting the estuaries of the rivers. Inland water transport is the 
sole means of communications in this area. The Do-Agra-Khal creek 
running east to west connecting with the Saptamukhi provides the only 
link for Calcutta with Assam and Upper India. 

Older Canals Connecting Calcutta: The remaining waterways have 
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declined in importance. The Roopnarayan river with its outfall into 
the Hooghly at Geonkhali has now a ferry service only up the river 
for a few miles. The Circular and Eastern canals taking from the 
Chitpur Lock on the Hooghly and extending upto Hansabad and the 
Yamuna river provided, prior to the partition, a convenient and safe 
navigation route for country boats plying between East Bengal and 
Calcutta, as it avoided (he dangerous outer passage through the Sunder- 
bans. The Tolly’s Nallah, which once extended to 28 km. from the 
Kidderpur Docks, has, m consequence of the silting up of the Bidyadhari, 
navigation facilities only for a short distance m the urban and rural 
areas. The Midnapur canal, 116 km. in length constructed towards 
the end of the last century, was of considerable economic importance at 
the time. The extension of the railway, the resultant competition and 
the diversion of traffic brought about a rapid decline of the canal, and 
parts of the canal, between the Roopnarayan and the Damodar, were 
closed. The traffic between Damodar and Ulubena on the Hooghly 
is stated to have dropped from 39,626 tonnes to 9,144 tonnes between 
I952>53 and 1955*56. The Hijii Tidal canal (also called the Orissa Coast 
canal) from Geonkhali on the Hooghly upto the Rasul river and the 
Orissa Coast canal further south has a total length of 89 km. in West 
Bengal. Although the railway has spelt ruin in this case as in some 
others, the Hijli Tidal canal appears to be active. 

Tile Damodar Canal: The Damodar*Tribeni canal, part of the Damodar 
Valley Corporation’s project, 137 km. long, is intended to be an iiriga- 
tion-cum-navigation canal, navigation being in the tail portion. The 
canal is expected to enable crafts and barges opto 1 83 metres draft to 
ply throughout the year. The canal is expected to attract trade and 
industry on both banks. The traffic planned is about 2 million tonnes, 
made up largely of coal from the Raniganj and Ondel coal-fields. 

The Mahanadi and Orissa Canab: The Mahanadi river system and 
canals provide the State of Orissa with important facilities of inland 
water transport, particularly in a region having sparse rail communica- 
tions and inadequate road facilities. The river has a length of about 
480 km. in the State and navigation Is active on it throughout the year. 

Below Cuttack is the Delta canal system. The Kendrapara. the 
Taldanda and the High Level canab connect the Paradip port with 
Cuttack; they also supply water for irrieation purposes'. The Kendra- 
para takes off from the pool upstream of Birupa anicut and has its out- 
fall into the Jumbo river, connecting Cuttack with Paradip and False 
Point. The Taldanda canal on the right bank of the Mahanadi takes 
off near Cuttack and has its outfall on the hfahanadi about 14.5 km. 
from Paradip port. It has got narrowed in the lower reaches where 
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the depths are considerably reduced. The High Level Canal Range I 
runs from its offtake off Birupa river to its outfall into the Brahmani 
at Jenapur, a distance of 53 km. 

Before railways came to Orissa, the Kendrapara canal was the princi- 
pal artery of communication, bi-weekly steamer services operating from 
Cuttack to Chandbali port through the Gobri canal and the Brahmani 
and Baitarani rivers. These services were connected to regular services 
to Calcutta through the Matai Nallah and the Orissa Coast canal. The 
development of the railways proved fatal to water transportation and 
the Orissa Coast canal itself was abandoned in 1928. 

Waterways provide the chief mode of transport in the deltaic districts 
of Cuttack, Balasore and Puri. The network of navigable waterways 
and connecting cross channels in this area is comparable to the Sunder- 
bans. 

The Mahanadi plays an important part in bringing the rich forest and 
mineral resources in the upper reaches of the river. When the minimum 
regulated discharge of water from the Hirakud becomes available, the 
navigable potentialities in the middle and upper reaches are expected 
to improve. 

The Government of Orissa has been taking steps to rehabilitate, im- 
prove and develop the waterw'ays and these have acquired a special 
significance in connection with the traffic to be handled by the Paradip 
port. These canals and the Mahanadi may acquire greater importance 
when the major port of Paradip begins to handle the full traffic potential 
of its hinterland. 

The Godavari and Krishna River Systems: The navigable waterways 
of the Godavari comprise the main river with the tributary Sabari, the 
delta arms of the Gautami, Vasistha and Vynatheyam and a network 
of irrigation-cum-navigation canals in the delta. The Godavari, the 
second largest river in the Union, with a total length of about 1,500 km., 
descends through the Western Ghats from near Nasik and flows in a 
south-easterly direction, falling into the Bay of Bengal in the form of a 
delta below Rajahmundry. From anicut at Dowlaiswaram, below 
Rajahmundry, a network of irrigation-cum-navigation canals takes out 
on either bank. 

The Godavari is navigable by country boats of upto 40 tonnes to a dis- 
tance of about 300 km. and by small steamers upto Bhadrachalam, a 
distance of 161 km. upstream from Dowlaiswaram, throughout the year. 
The delta canal system extending to about 790 km. comprises (1) the 
Godavari Eastern Delta canals to the north of the Gautami, ( 2 ) the 
Godavari Central Delta canals between the Gautami and the Vasistha, 
and (3) the Godavari Western Delta canals to the south of Vasistha. 
The activities connected with tapping the rich mineral and forest pro- 
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duce of Hie regions traversed by the nver have given special importance 
to the extension of navigation facilities of the Godavari network 

The Krishna, rising in Mahabaleshwar, traverses through a hilly region 
in a south-easterly direction till it falls in the Bay of Bengal, below Vijaya- 
wada. The Krishna River system comprises, besides the river, the delta 
canal system. Kurnool-Cuddappah canal and the Tungabhadra canal in 
Karnataka. There is a weir across the nver at Vijayawada from which 
irrigation-cum-navigation canals have been taken out. The canal sys- 
tem has a total length of 644 km The river is navigable by country 
boats and small steamers (upto 30 tonnes capacity) in the tidal reach for 
about 66 km. to a point 37 Icm. below Vijayawada anicut, whence 
navigation is routed through the delta canals connected above the weir 
by suitable locks. From the anicut upstream country boats and small 
steamers ply for about 37 km throughout the year, and during the mon- 
soon for a further 64 km. 

The Krishna Pelta canals form the connecting link between the 
Godavari canals in the north and the Buckingham canal in the south 
Through communication is therefore possible between these canal 
systems, thus providing a continuous waterway over a distance of about 
730 km. from Kakinada in the north to the Nfercanum IMarakkanum) 
backwaters in the south. Several industrial conems, which have sprung 
up close to the Krishna Delta canal system, can, it is stated, utilize 
water transport for bulk movement of commodities when improvement 
has been effected in the facilities. 

The Tungabhadra canal, 227 km. in hogth, takes o!T ftom the Tunga- 
bhadra Dam and is expected to permit navigation upto 166 km 

Buckingham Canal : The Buckingham canal, one of the longest in the 
world with a total length of 415 km., runs through the two States of 
Andhra Pradesh and Tamil Nadu almost parallel and close to the east 
coast. It is a tidal canal, exclusively constructed for navigation by 
joining a scries of natural backwaters and connecting all the coastal 
districts from Guntur to South Arcot. It is 315 km. long, north of the 
city of Madras, and 100 km. south of it. The northern part connects 
with the Commumur canal of the Krishna Delta which, in turn, is 
connected to the Godavari canal as far north as Kakinada. At the 
southern end, it terminates in the Mcrcanum (Marakkanum) back- 
waters. 

The history of the canal, one of the earliest feats of engineering in 
the last Century, runs back to 1801. From a 1 7.7 km. long canal from 
the Madras city to the southern end of the Ennorc backwater, it was 
later extended to Pulicat lake and called ‘Cochrana Canal* after Basil 
Cochrane who owned it and levied lolls for 45 years till 1847. It was 
then acquired by Government and gradually extended to III km. to 



752 


THE GAZETTEER OF INDIA 


the north at Dugarazapatnam and 64 km. south to the Palar river. 
The northern part, called the East Coast canal, was extended by 1876 
to Krishnapatnam, 148 km. north of Madras, thereby bringing the 
important town of Nellore within reach of a short length of road to 
connect the town. In 1878 it was named Buckingham canal after the 
then Governor of the State (Duke of Buckingham and Chandos). 

Until the construction of the railway connection to Nellore, the canal 
was the principal means of transportation for passengers and goods 
between Madras and Nellore. In 1877 the canal was extended to 
183 km. north, when thousands of persons affected by the Great Famine 
were employed for excavation work on the Pennuru river. By the 
end of the following year, the canal was extended to its existing northern 
limit, the junction of Pedda Ganjara by means of a lock with a lift to 
the fresh water high level Commomore canal of the Krishna Delta 
system. The length of the canal north of the Cooum river, 316 km. 
has since been known as the North canal. 

As regards the southern part, the connecting cut, called the Junction 
canal, between the Cooum and Adyar rivers in the town of Madras 
was constructed by 1877. By 1882 the entire length of 106 km. to the 
Mercanum (Marakkanum) backwater, called the South canal, and the 
several bridges, including the Junction canal, were built. Thus the year 
witnessed the completion of 421 km. of open excavated channels con- 
sisting largely of cuts joining backwaters with but one regulating lock. 
The silting of the canals and the need to avoid risks of river floods or 
storm wave backing into the canal led to changes in design and between 
1892 and 1897, the flood gates were converted into locks and openings 
to the sea and long surplus escapes were formed in the eastern bank of 
the canal. 

The economic importance of the canal in the last century to the dis- 
tricts traversed by it was indicated by the fact that, until the advent of 
the railway, the canal was the only means of transport of passengers and 
goods between Nellore and Madras. In the early eighties, the cost of 
transport by the Buckingham canal varied from 2 to 3 pies per ton per 
mile as against 3 annas 2 pies by road. The volume of traffic on the 
canal in 1882-83 consisted of 24,982 trips of laden boats, 2,817 trips of 
empty boats, 7,970 trips of passenger boats; 337,992 tons; 4,961,087 ton 
goods valued at Rs. 100.35 lakhs; number of passengers 98,802; and 
tolls and licence fees Rs. 99,758. 

After the completion of the entire length, the canal placed the city 
of Madras in cheap and easy communication with the important towns 
of Kakinada, Vijayawada, Masulipatanam, Nellore and numerous small 
trade centres. 

The canal is ordinarily fit for navigation all the year round for traffic 
to be carried by boats from 5 to 30 tonnes. With the coming in of the 
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railways, the d/vers/oQ of traffic, sometimes even deliberately, led gra- 
dually to the neglect of the canal and the silted-up condition, in the 
absence of proper maintenance, contnbnted to still further deterioration 
Nothing was done despite public agitation in 1910 and even the acute 
shortage of rail and shipping facilities during World War I failed to spur 
action towards improving the canal ft was only during the Second 
World War under the stress of exceptional strain on rail and road trans- 
port that Government took steps to keep the canal in working condi- 
tion. From 1940 to 1944 the amount spent on improvements was 
Rs. 18.4 lakhs. These included a masonry lock near Pulicai lake, six 
cargo boats, power tugs for pulling boats, nvetting of banks and berms 
of the Junction Canal in Madras connecting the Northern and Southern 
Canals. There was also a proposal to connect the Buckingham canal 
with the Vedaraniyam canal in the Tanjorc district whch would provide 
direct communication from Kakinada to Point Calimere and thence to 
Ceylon {Sri Lanka). 

From 238,772 tonnes earned during the pre-war year 1938-39, the traffic 
rose to 487,700 tonnes in 1943-44. It declined in the following years, 
touching 120,321 tonnes in 1953-54. There was, however, an improve- 
ment to 291,506 tonnes during 1957*58. The Inland Water Transport 
Committee 1959 drew attention to some of the disabilities from which 
the canal suffered, such as inadequate maintenance, lack of head room 
in the two railway bridges in the Madras City area, the lack of terminal 
facilities, inadequate road connection with important railheads and 
towns, absence of regular two paths, difficulties in obtaining fresh water 
supplies and lack of proper warehouses to avoid detentions to craft. 

Vedaranniyam Canal: The Vedaranniyam canal, taking off from the 
Kudavayyar river, connects the Vedaranniyam town, a large salt manu- 
facturing centre, with the port of Nagapattinam. It has silted up in a 
number of reaches and the construction of the railway line, Tirutturai- 
pundi-Agastyampalli, has deprived the canal of its importance. It 
was originally built to meet the transport needs for moving such commo- 
dities as salt, fuel and rice. About 1,000 boats used to ply on this canal, 
but the number has dwindled to 1 10 licensed boats carrying about7,n2 
tonnes of cargo, made up of local produce, such as fodder, firewood and 
dry fish. A proposal to connect the southern arm of the Buckingham 
canal with the Vedaranniyam canal was under consideration, and this, 
if given effect to, will extend the waterway right from Kakinada to 
Vedaranniyam, over a distance of 966 km. 

Kerala Waterways: A large number of westward flowing rivers, marshy 
submersible lands, lakes and backwaters and link canals along the coast 
have Combined to provide one of the most important networks of water 
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transport in the State of Kerala. The system of waterways extends from 
Hosdurg in the north to Trivandrum in the south. The continuous 
chain of backwaters and lagoons is separated from the coast by a narrow 
strip of land, varying from about 1 1 km. to less than half a km. The 
e.xtension to Trivandrum was effected by tunnels through the Varkala 
barrier enabling the canal to get through. The nine sections into which 
these waterways are divided are as follows: 

Km. 


Hosdurg — Azhikkal 55 

Azhikkal-Badagara 49 

Badagara-Kadalundi 72 

Kadalundi-Ponnani 61 

Ponnani-Ala 80 

Ala-Cochin 35 

Cochin-Aleppey 71 

Aleppey-Quiioh 75 

Quilon-Trivandrum 62 


The Kerala waterways have attracted a number of industries and 
products close to them, such as timber, plywood manufacture, coco- 
nut, coir products, arecanuts, shell, lime, tiles, bricks and clay, pepper, 
ginger, vegetables, rice, fish and other products of the region, besides 
coal and petrol. The ease of access to a number of minor ports and the 
major port of Cochin affords special advantages to the trade and com- 
merce in the State. 

Of the 41 rivers, seven are important for navigation, connecting the 
interior parts of the State to the backwaters. The total volume of 
traffic carried on the waterways, according to a recent Traffic Survey 
Kerala Waterways was placed at 2.3 million tonnes. Thousands 
of valloms (country boats) give employment to a large, number 
of people in plying them, and in ancillary' services, such as 
loading and unloading, and serve the needs of cottage industries 
established all along the coast. These depend mostly on water trans- 
port. Most of the industrial and commercial centres like Trivandrum, 
Quilon, Kottayam, Changanesseiy', Alwaye, Trichur, Feroke and Calicut, 
have either directly or through link canals access to the west coast 
canal system which itself passes near or through the main ports of the 
State, namely, Trivandrum, Aleppey, Cochin, Calicut, and Cannanore. 

The Inland Water Transport Committee drew attention to some of the 
improvements required to de\'clop the water transport facilities, such as 
the deepening and widening of the channels, -more adequate terminal 
facilities, navigational aid, new locks between Ponnai and Chetwai, 
raising the headroom of road bridges, replacement of existing locks 
by larger ones, maintenance of minimum width of about 15 metres 
and depth of 1.82 metres at low water, except in part of the 
northern section of the canal, new tunnels at Varkala, if the traffic poten- 
tial justified, and the extension of the canal from Badagara to Mahe. 
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These recommendations have been gone into in greater detail by the 
State Government and action on some of them has been taken by it. 

As the coastal strip of the Karnataka State north of \fangalore is with- 
out any through lines of communication either by railway, road or 
waterways, and as the swifl-flowmg rivers with a drop of 600 to 900 
metres to sea level within a distance of 64 km are not navigable in the 
monsoon months, it has been suggested that, if the lagoons and back- 
waters formed in the lower reaches by these rivers are connected b> a 
canal, it may prove to be a useful waterway between the two ports of 
Maipe and Mangalore 

Inland Naiigation in Maharashtra and Gujarat: The two States of 
Maharashtra and Gujarat between them have the longest coastline of 
about 2,400 km. In the Stale of Maharashtra, there are, besides the 
major ports of Bombay and Marmagao, numerous minor ports having 
a considerable amount of traffic carried by powered vessels and sailing 
craft. A large number of rivers, creeks and tidal inlets of estuaries 
navigable from about 6 to 64 km. from their mouths, have combined to 
develop a closely inter-connected coastal and inland navigation system. 

Among the navigable rivers may be mentioned the Vasishti and the 
Sabitri. both of which have potentialities of further development. 

The Bombay Steam Navigation Company used to operate a regular 
passenger service between Bombay, Rewas Port, and Dharamatar Port 
on the Amba river and this was preferred for the reason that it is a much 
shorter route than that by road. 

The Narmada river, 1 ,300 km. long and draining the large watershed 
of Centra! India, is navigable in its tidal compartment upto Broach. 
48 km. from the mouth, by vessels of 70-80 tonne capacity and small 
country craft to Chandoo, about 64 km. upstream. 

The Tapti river, which once nourished the port of Surat, has deteriorat- 
ed considerably and sailing vessels can come upto Surat, 29 km. from 
the mouth only with great difficulty. Small country craft and bamboo 
rafts, however, can come upto Kathor. In viewof thesiltation oftho 
river, there is a proposal to shift the port down the estuary to Magdalla. 
The new industrial estate at Udhana, near Surat, is expected to provide 
adequate traffic potential for both coastal shipping and inland water 
transport. 

Certain improvements effected after a hydrographic survey of the rivers 
and creeks, such as dredging to maintain adequate depth, navigational 
aids for marking shoals, rocks, etc., provision of tugs to assist counlr)’ 
boats in tidal stretches to secure better turn-round, have been suggested 
to extend the scope for inland water transport in this part of the country. 
Long-term measures for extensive afforestation on the foothills of the 
catchment area have also been recommended. 
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The development of water transport on the Thana and Bassein creeks 
and the Ulhas river is expected to afford relief to the present bottleneck 
in transport in Bombay. 

Rajasthan Canal: The Rajasthan canal, the construction of which 
has been recently undertaken, can well combine irrigation potentialities 
with facilities for inland water transport. The navigational require- 
ments, however, have not been taken into account in the present plans 
for the canal, but new railway facilities have been provided to meet the 
needs of the areas adjacent to the canal. 

Present State of Inland Water Transport: Inland water transport has 
suffered from neglect for over a century. The real weakness of the 
situation, according to the Inland Water Transport Committee, lies in 
“the almost complete absence of expert technical organization conver- 
sant with, and having practical experience of, various complexities of the 
inland water transport, both in the Government of India and in the State 
Governments mainly interested, e.g., Assam, Bengal, Orissa, Andhra 
Pradesh, Kerala and Bombay.” Despite the revival of interest since 
independence in developing inland water transport, there has been even 
during recent years a decline in the activities connected with it. On the 
Calcutta-Assam river route the cargo carried up and down between 1958 
and 1962 decreased from 755,122 to 406,420 and from 525,096 to 
406,420, respectively. The factors which have stood in the way of 
the progress of inland water transport have been (a) the railways and 
roads running parallel to the canals; (b) the priority generally given to 
the claims of irrigation as against those of navigation; (c) the absence 
of any industrial site in the proximity of any natural waterway; and 
(d) the low operational efficiency of inland water transport because of 
obsolete craft which have outlived their normal life and the near-primi- 
tive methods of handling cargo. 

The country boats, the design of which varies from State to State, 
being adapted to the limitations of particular waterways and the traffic 
handled, are still the mainstay of inland water transport. The propul- 
sion is by oar, sail or towing lines, and the use of power is almost non- 
existent on grounds of cost. These boats use waterways where powered 
craft cannot be used. Except in port areas, they are seldom registered 
or subjected to periodical surveys, and their operations are restricted by 
excessive tolls at ferry ghats in many places. More efficient utilization 
of country boats depends on better organization, improvement in design 
standardization and suitability to powered propulsion. 

The Transport Development Council makes a periodical review of the 
condition of inland water transport. The working of a Directorate of 
Inland Water Transport in the Ministry of Transport since 1967 is 
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intended to maintain an ovcrail watch on matters connected with the 
revival and sustained expansion of water transport in the country. 

The subject Shipping & Navigation on Inland Waterways as regards 
mechanically propelled vessels” is included in List III (Concurrent List) 
of the Seventh Schedule of the Constitution The executive responsi- 
bility for the development of inland waterways and navigation thereon 
rests with the State Governments, unless any waterway is declared as 
“National Waterway” by law by Parliament. No waterway has so 
far been declared as a National Waterway. The river conservancy and 
any other measure for the improvement of any waterway are, therefore, 
the concern of the State Governments. 

Plan Outlays: The expenditure on the development of Inland Water 
Transport during the Third Plan period and the succeeding three years 
and the outlay proposed under the Fourth Plan are shown below: 

Public Secior Outlay oo loUnd Transport 

(R$ Crores) 

Third Plan 4.M 

Annual Plans 6,00 

Fourth Plan 13.00 


1961-66 

1966-69 

1969-74 


The proposed expenditure during the Fourth Plan includes provision 
for Central schemes, namely, the Rajabagan Dockyard at Calcutta for 
the Central Inland Water Transport Corporation, technical organization, 
training schemes, and the development of the Pandu and Jogigopa ports. 
The Centrally-sponsored schemes arc expected to cost Rs. 4 crores. 

V. Shipping 

The finds of Egyptian, Assyrian and Indian archaeologists have con- 
firmed the Sea faring activities of lodiao traders long before the Christian 
Era. India’s maritime activity appears to have attained considerable 
e.Tpans/on in the Fast durJirg the latter days of the Gupta Empire and 
the period of the Chalukyas and Cholas, taking within its sweep Ihe 
Indian Archipelago, the China Sea and exen Japan. 

Coming to later times, the testimony of Ibn Batuta points to the 
concentration of foreign commerce in Gujarat, Malabar and the Konkan 
and the participation of Indian and Arab ships in this trade. Niocolo 
Conti in the 15th century makes mention of India-built ships — “some 
ships longer than ours, capable of containing 2.000 butts and with five 
sails, and as many masts.” He added; “The lower part is constructed 
with triple planks to withstand the force of tempests, to wluch they are 
much exposed.” Some were “so built in compartments that, should 
otic part be shaitered. the other remaira'ng entire may accomplish the 
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voyage.” Calicut was regarded as one of the greatest ship 
building centres in India, executing orders from even foreign countries. 

During the Mughal Empire, the development of shipping and inland 
navigation was under the care of a specialized branch of administra- 
tion. A special admiralty was created during Akbar’s reign with special 
specific functions assigned to it, namely, supplying big ships and boats, 
supervising construction of big ships, supplying trained personnel of 
various grades running into 12 main categories, superintendence of 
boats, ships and their operations, and collection and remission of port 
dues. 

With the coming in of European powers to engage in the East Indies 
trade, the existence of Indian shipping was threatened and it came to 
be gradually eliminated. The policy followed by them was clearly en- 
unciated by Francisco Almeida, the first European Viceroy of the Indies 
to his Sovereign; “Let it be known to your Majesty that, if you are. 
strong in ships, the commerce of the Indies is yours; and if you are not 
strong in ships, little will avail of any fortress on land.” This policy 
has been sedulously followed in later years by the Dutch and finally by 
the British power to the detriment of Indian shipping and its final dis- 
appearance from foreign waters and later even from her own coastal 
trade. 

Ship building, however, persisted, flourishing under the East India 
Company right upto the middle of the 19th century. In 1800, Lord 
Wellesley referred to “the state of perfection wliich the art of ship- 
building has already attained in Bengal, promising still more rapid 
progress and supported by abundant and increasing supplies of 
timber” and to the ability of the port “to furnish tonnage to 
whatever extent it may be required for conveying to the port of London 
on the trade of the British merchants of Bengal”. 

The art of ship building was in so excellent a condition that ships 
built in India sailed the Thames in company with British-built ships under 
the convoy of British frigates. The teakwood vessels of Bombay were 
greatly superior to the “Oaken Walls of Old England” and for this 
reason, Lt. Col.. A. Walker, argued for a policy of drawing on Indian 
resources and skill for supplying the needs of British Navy and merchnt 
■ fleet. The teakwood built ships lasted fifty years against the ships of 
the British having to be renewed every twelve years. While no Europe- 
built ship was capable of doing more than six voyages in safety, 
Bombay-built ships, after running for fourteen or fifteen years, were 
bought by the Navy. The authority just quoted assessed the difference 
in favour of India-built ships at 325 per cent. In view of the greater 
durability and economy of Indian ships, British ship building interests 
scented danger. ' According to Taylor, “The arrival in the Port of 
London of Indian produce in Indian-built ships created a sensation 
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among the monopolists which could not have been exceeded if a 
hostile fleet had appeared on the Thames. The shipbuilders of the Port 
of London took the lead in raising the cry of alarm; they declared that 
their business was on the point of bring ruined and that the families of 
all shipwrights in England were certain to be reduced to starvation.” 

Discrimination Against Indian Ships: The cry prevailed and stirred acts of 
hostility on the part of the British Government, such as the banning of 
Indian ships from British waters and the Government of India imposing 
discriminatory and crushing duties on goods imported on Indian 
bottoms. H.H. Wilson observed: “The foreign manufacturer employ- 
ed the arm of political injustice to keep down and ultimately strangle a 
competitor with whom he could not have contended on equal terms.” 
Indian shipbuilding had to perish so that British shipbuilding industry 
could flourish. These, and not the advent of steamships and iron and 
steel replacing wood, as often alleged, led to the decline of the Indian 
ship building industry. 

Between 1857 and 1898-99, the Indian vesseb entered and cleared, 
declined from 34,286 to 2,302, and (he tonnage from 1,219,958 to 133,033. 
Over the same period, while the British vessels dropped from 59,441 to 
6,219, the tonnage rose from 2,475,472 to 7,685,009. Foreign ships, 
which had by this time entered the picture, accounted for 1,165 vessels 
and 1,297,604 tons. 

It was during the period of World War I that it came to be realized 
that the difficulties connected with the shortage of shipping would have 
been substantially less had an Indian shipping industry been in existence. 
The Indian Industrial Commission, 1916-18, recognized the need for 
developing Indian shipping and for training officers and engineers in 
connection therewith. The progressive disappearance of a large part of 
world sWpping and an evident shortage of tonnage caused by the sub- 
marine menace during 1914-18 pointed to the importance of India having 
her own merchant fleet in any replacement programme. Beyond the 
creation of a sWpbuilding branch in the Indian Munitions Board and 
getting an officer on loan from the British Admiralty, nothing further 
was done. Government held that it was not possible to make any 
progress during the war towards the building of steel ships and that 
encouragement of wooden ships alone was possible. 

Indian Shipping daring loter-war Period: The Scindia Steam Naviga- 
tion Company Ltd. was started in 1919 wth a passenger steamer and six 
cargo boats. Its history has been for the national shipping compam’es a 
sad story of ceaseless struggle and sacrifice; a painful chapter of bitter 
disappointment at the lack of response from the then Government of 
India to their demand for staHiity and expansion. 
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The inter-war period, 1919-1939, is important. During these twenty- 
one years, most maritime countries of the world tried to build up their 
merchant fleets. Every maritime country of any importance had for 
reasons of national security and economic needs, increased its own 
fleet. What was happening in other parts of the world was, however, 
of no concern to the Government of India. India continued to be a 
glaring exception to the recognition of the duty of the State to develop 
a national merchant marine. The patronage of the Government and 
all that went with it were enjoyed by the British Indian Steam Naviga- 
tion Company (B.I.S.N.). It received subsidies for the carriage of mails 
and had first admission to the docks. Government servants proceed- 
ing abroad travelled by the P & O (The Peninsular & Oriental Navigation 
Company) of the same group. During the thirties. Government servants 
were even compelled to travel by these services at the risk of being 
penalized. 

During the twenties and thirties, all the Indian companies, newly 
started, found themselves opposed b}' the British interests. They were 
faced with ruthless rate cutting and severe competition from the British 
Indian Steam Navigation Company. Some of the Indian companies, 
financially sound and well-managed, had to be closed down. The 
Scindia Steam also had to experience the hostility of the B.I.S.N. in 
1920 itself. Tliis was by no means a new experience. When the 
freights on Indian yarn were so Itigh as to make it impossible to retain 
the Chinese market for the Indian yarn, the late J. N. Tata chartered a 
few boats to carry the yarn at reasonable rates. The P & O would not 
tolerate the entry of any Indian enterprise into overseas trade which it 
held to be its monopoly; it slashed the rates from Rs. 16/- to Re. 1/- per 
maund. When the Indian company withdrew from so relentless a compe- 
tition, the rate was raised from Re. 1/- to Rs. 17/-, The Bengal Steam 
Navigation Company, which went into liquidation in 1910, bad, when 
it came into existence, to face a rate w’ar in 1905 on the Chittagong 
Rangoon run, when the B.I.S.N. cut the fare from Rs. 12/- to Rs. 6/- 
per deck passenger and the rates from Rs. 14/- to Rs. 4/- per matmd, 
adding free distribution of sweets and handkerchiefs to its patrons. 
When the Indian company was driven to the wall, the B.I.S.N. raised 
the fares to Rs. 14/- to make up for the loss from the rate war. 

In the early thirties, four small Indian companies, the Eastern Naviga- 
tion Company, the Malabar Steamship Company, the Merchant Steam- 
ship Navigation Company and the National Steamship Company Imd 
to face cutthroat competition from the B.I.S.N. and the National 
Steamship Company even ceased to exist. No company was secure till 
it found a place in one of the Shipping Conferences and even after being 
admitted, it had to submit to the decisions of the predominant partner, 
the B.I.S.N. 
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Indian Mercantile Marine Committee: Following the adoption of a 
resolution in the Council of State in March 1922, the Indian Mercantile 
Marine Committee was appointed to consider measures to be taken for 
the development of shipping and shipbuilding. 

The Committee, reporting m 1924, recommended : 

I. Reservation of coasting trade by a system of licences which 
should be issued on the following conditions' 

(1) To no foreign ship except m so far as protected by treaty 
rights 

(2) To any ship flying the British flag provided that (a) it has 
been regularly engaged in the coasting trade during the 
preceding twelve months and is not more than 25 years old, 
(b) the owner undertakes to lake Indian apprentices and 
Indian Executive Engineer Officers on scales recommended, 
and (c) the licence shall continue only until the ship has 
reached the age of 25 years. 

(3) Any ship hereafter seeking to enter fJie coasliag irade shall 

comply with the conditions that the ownership and con- 
trolling interest shall be predominantly Indian, n'z., (i) 

registered m India and (li) owned and managed by an indi- 
vidual Indian, or by a company registered in India with 
rupee capital, with a majority of Indians on its Dirctorate and 
majority of its shares held by Indians 

11 Purchase by Government of one of the existing British lines 
operating on the coast and iis eventual transfer by sale to Indian 
owners. 

The Committee also recommended that, if the Law Officers of the 
Crown held that the licensing proposals conflicted with Section 736 
of the English Merchant Shipping Act 1924, cither the Act should be 
amended or Indian-owned and Indian-mana^ ships should be assisted 
by (i) bounties; (u) mail contracts; (lit) carriage of Government stores, 
whether in the coasting or in the overseas trade 

Several allempis were made fo reserve coastal traffic to Indian ships. 
The bill introduced by S. N. Haji in 1928 lapsed on the dissolution of the 
Central Assembly. A conference convened by the Government of 
India in 1930 with the representatives of all interests concerned with a 
view to contributing to a solution for the adequate participation of Indian 
shipping in the coastal and oveiscas trades of India and to securing, if 
possible, an agreed settlement, broke up without any agreement. The 
breakdown was attnbuted to the complete apathy of Government in 
protecting Indian shipping inteicsts and the powerful opposition of the 
foreign lines. On April 1. 1934, a Tripartite Agreement between the 
B. I. S. N. Scindia and the Asiatic Companies provided for (a) the cargo 
carried by the vessels of the three companies in the coasting trade of 
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India, Burma and Ceylon, being regulated and apportioned according 
to specified percentages; (b) the Scindia Company being permitted to 
carry passengers on the Rangoon-Coromandel coast and the Rangoon- 
Chittagong run; (c) the total gross tonnage of the Scindias being raised 
to 100,000 gross tonnes; (d) the rates of freight and fares for passengers 
being jointly fixed in writing by the parties after mutual consultation 
and consent, and strictly adhered to; and (e) any dispute or difference 
to be decided by arbitration. In addition, the Scindias agreed to respect 
the P & O Company’s and B.I.S.N. Company’s foreign (Overseas) trade 
and not to compete with them in these services. The agreement was to 
have expired in 1939, but the efforts to revise it did not receive any 
Government support and this agreement controlled the situation even 
after World War n. 

The case of smaller companies operating in the west coast was the 
subject of intervention by Sir Joseph Bhore, the then Commerce Member, 
and a reservation of 85 per cent of the trades in these areas was secured 
for them by Government. 

The Indian Mercantile Marine Training ship “Dufferin” was 
established at Bombay on December 1, 1927, initially for three years 
and continued thereafter as' a permanent institution. Starting first 
on training executive officers, the Institution under-took training of 
Marine Engineers as from 1937. The “Dufferin” has over the years 
made an important contribution to the needs of Indian shipping. 
At the end of the first twenty-five years of its estabh'shment, 575 
officers trained by it were found serving in the Indian Navy and the 
merchant ships. By 1966-67, 2,026 had been trained at the “ T. S. 
Dufferin”. It has also in recent years extended its facilities . to the 
neighbouring countries. The “Dufferin” has now been replaced by a 
new training-ship Rajendra. 

Post-War Shipping Policy: A change in policy was indicated in the 
Post-War Shipping Policy laid down in the Second Report on Recon- 
struction and Planning, issued in 1945, as follows: — 

“For a country of its size, length of coastline and strategic position 
athwart one ofthe world’s main sea routes, India possesses a distressing- 
ly small number of deep sea ships which, at the outbreak of war, stood 
at no more than 30 with a total of less than 150,000 tons gross. India’s 
weakness in this respect has long been recognized, and the Govern- 
ment of India are pledged to a policy of assisting in the development of 
an Indian Mercantile Marine. So far, however, the action taken to 
implement this undertaking has been limited to the establishment of the 
“Dufferin” for the training of executive officers, the provision of special 
facilities for the training of marine engineers and to using Government’s 
good offices to promote a settlement between the Indian and British 
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Companies operating on the coast with regard to the division of the 
available trade between them. 

“The vulnerability of India’s position has been revealed by the stress 
of wartime conditions, but by no drcumstances more glaringly than by 
her inability to find adequate shipping from her own resources to provide 
for the transport of the food supplies required by her. The rectification 
of this state of affairs should be one of the immediate post*war objectives, 
not only for commercial reasons but also because the development of 
the Royal Indian Navy necessarily implies the concurrent development 
of the merchant navy. 

“The acquisition of an adequate share in the World's carrying trade 
should be the aim of our post-war shipping policy, and to this end steps 
should be taken to secure for Indian shipping — (i) an increased share 
of the coastal trade, including trade with Ciylon and Burma (the present 
share is estimated at between 20-30 per ccm); (ii) a substantial share in 
the near trades, e.g., Persian Gulf, East Africa, Malay and the Dutch 
East Indies; (iiQ a fair share in the Eastern trades, especially those 
trades of which Japanese shipping will have been ^spossessed; and 
(iv) a fair share also io the trade between India, on the one hand, and the 
U.K., and the Continent of Europe and North America, on the other.” 

The Reconstruction Policy Sub-committee on Shipping was appointed 
on November 10, 1945 to recommend a suitable tonnage target for 
Indian shipping to be attained within a period of five to ten years and 
the percentage share of the maritime trade of India — both coastal and 
overseas, cargo and steamer — to be secured for Indian shipping. 

The sub-committee submitted its report on January, 20, 1947. Defin- 
ing Indian shipping as “shipping owned, controlled and managed by the 
nationals of India”, the subcommittee recommended 100 per cent 
reservation of coastal trade, 75 per cent of adjacent trade, and 50 per cent 
of overseas trade. It also set a target of 2 rnillion gross tonnes of 
shipping to be acquired within a period of five to seven years. Further, 
it recommended financial aid to Indian shipping companies engaged in 
overseas trade. As regards shipping organization, it recommended the 
Setting up of a Shipping Board which would be “the spear-point of 
policy locally and internationally” with power to Ucense coastal vessels 
and to suggest proposals for the removal of all evils of monopolistic 
exploitation. The Government of India generally endorsed the dynamic 
policy on shipping stressed by the sub-committee and its implications. 

In accordance with the decision of the Government that the public 
sector should participate in the shipping industry, the Eastern Shipping 
Corporation was incorporated on March 24, 1950 with its Head Office 
at Bombay, as a public company under the Companies Act as a joint 
venture with the Scindia Steam Navigation Company, the latter holding 
26 percent of the shares and actlogas Managing Agents. On August 15, 
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1956, the management was taken over by the Central Government and 
the shares owned by the Scindias were acquired in 1957. The Western 
Shipping Corporation, wholly owned and managed by Government was 
incorporated under the Indian Companies Act on June 22, 1956. In 
view of the practical difficulties in the day-to-day management of two 
separate companies and, as the merger of the two would eliminate 
duplication and lead to economy in the long run. the undertaking of the 
Western Shipping Corporation was transferied to, and stood vested in 
the Eastern Shipping Corporation, with effect from October 2, 1961, 
which was renamed “The Shipping Corporation of India Ltd.” wholly 
owned by the Government. The authorized capital was Rs. 35 crores 
(combined authorized capital of the two companies) and the paid-up 
capital Rs. 23 crores. The trading acti%’ity of the Corporation — trans- 
port of goods and passengers by sea — was carried on with its own fleet, 
as of February 1970, of 70 vessels which included cargo ships, passenger- 
cum-cargo ships and tankers to a total dead weight tonnage of 1,056,000. 

The Western Sliipping Corporation had acquired during i960 the 
shareholding of 80 per cent (80, 180 shares) of the “Mogul Line”, making 
it a subsidiary. As of 1970, the Line had a fleet of three passenger- 
cum-cargo vessels, a collier and a tanker aggregating to a Gross Regis- 
tered Tonnage (G.R.T.) of 42,500 and catering mainly to the pilgrim 
traffic on the India/Red Sea route. It is the oldest Indian registered 
sliipping company, having been registered in Bombay on August 2, 
1877 as the Bombay and Persia Steam Navigation Company. In 1939, 
the name was clianged to the Mogul Line Ltd. With the amalgamation 
of the Western Shipping Corporation and the Eastern Shipping Cor- 
poration, it became a subsidiary of the Shipping Corporation of India. 
On March 30, 1952, the shares were transferred to the President of India 
and it ceased to be the subsidiary of the Shipping Corporation as from 
that date. The policy of Government has been to extend and diversify 
the existing trade. It has resumed the shuttle services on the Madras/ 
Rangoon route and is expected to operate colliers. 

Terms of Financial Aid to Shipping: The expansion of Indian sliipping 
since 1950-51 has been assisted by State financial aid to shipping. This 
has varied, in the case of overseas vessels, from 85 to 95 per cent for 
vessels built new and upto 75 per cent for second-hand purchases, the 
interest charged being 2i per cent per annum and the rate being raised 
to 8 per cent in the event of default. The repayment of the loan is 
spread over a period of (not exceeding) 12 to 15 years in respect of new 
vessels and not exceeding two-thirds of the unexpired life in the case of 
second-hand vessels. The loans carry backing by adequate security 
acceptable to Government covering the amounts outstanding plus 33.33 
per cent by mortgaging the vessels concerned and such other assets as 
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may be necessary. As regards coastal sesstHs. the loans, the quantum of 
Which not exceeding 85 to 90 percent for \essels fauf/t new and 66 66 to 75 
per cent for purchases of second-hand \esscls, are at 4 to 4.5 per cent per 
annum, subject to penal rate at 8 per ccoi per .innum in the eient o/ 
default. The loan will be spread o\er j penod not exceeding 12 to 15 
years for new construction and not exceeding two-thirds of the unex- 
pired life of the second-hand lessek The interest cfiarged will be 4 
per cent only if the loan is repaid within four >ears The security for the 
Joan IS governed fay the same provisions as for overseas vessels 
Government has a whole time officer as Government Director on the 
doard of each shipping company to which Government loans have been 
advanced for the acquisition of ships. He is charged with watching the 
interests of Government and sending periodica! reports to it. In the 
case of smaller shipping corapatnes. they arc required in addition to 
implement any suggestion made by Government for better management 
of the company. The vessels subject to the loans are also required to 
be made available for periodicat inspection by Government surveyors in 
regard to their roamtenance and upkeep in regard to all the vessels 
subject to Government loans, insurance against all risks (including war 
risk) for an amount 25 per cent in excess of the sums owing to Govern- 
ment is compulsory and the policies should be assigned to Government. 

Progress of Shipping under Fire Year Plans : The progress of Indian 
shipping is indicated in the Table below: 

table XVIII 


Progress of Indian SbippinS, I947>1969, (selrrl iw%) 


H’or 


Coastal 

Oreneta 


ntai 

A'<7. 

G.R.T. 

No. 

C.R.T. 

So 

G.R.T 

1947 (Aug. IS) 

48 

1)9,000 

J1 

7.1.0C0 

59 

192,000 

1951 (Apr. 1) 

71 

205,699 

23 

16^679 

W 

372,378 

J955 (I5ec. 31) 

92 

220,960 

33 

255,347 

125 

478,307 

1960 (Pec. 31) 

98 

315J97 

74 

5Z8.6I9 

172 

844.016 

1965 (Pec. 31) 

no 

337,895 

116 

|.1224)S6 

217 

1.459,981 

1969 (Dec. 31) 

so 

3M,592 

174 

1,948,238 

254 

2.252.770 


The number of passengers carried on coastal and overseas trades by 
the Indian shipping companies, shown in Table XIX, indicates a 
considerable decrease in 1963 under Coastal Services as compared 
with 1951. 

The freight and passenger eunttngf of ladian sliipping contpanJes 
since 1947 may be seen from Table XX. Taking the total earnings, 
there has been an increase of 55? per cent as compared with 1947-48. 
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TABLE XIX 

Number of Passengers Carried by Indian Shipping Companies, 


Select Years (I95I-I968) 

(In thousands) 


Year 

Coastal 

Overseas 

1951 

1,336 

66 

1956 

941 

86 

1961 

903 

131 

1962 

978 

128 

1963 

806 

119 

1964 

964 

122 

1965 

895 

113 

1966 

924 

113 

1967 

810 

97 

1968 

740 

103 


TABLE XX 

Freight and Passenger Earnings of Indian Shipping Companies, 


for Select Years (1947-1969) 

(In crores of Rs.) 


Year 

Coastal 

Overseas 

Total 

1947-48 

6.22 

2.59 

8.81 

1950-51 

9.19 

7.29 

16.48 

1955-56 

10.77 

13.42 

24.19 

1960-61 

13.74 

30.29 

44.03 

1961-62 

12.85 

31.66 

44.51 

1962-63 

16.31 

34.29 

50.60 

1963-64 

14.78 

43.13 

57.91 

1964-65 

13.35 

31.36 

. 64.71 

1965-66 

12.43 

55.66 

68.09 

1966-67 

14.60 

92.91 

107.51 

1967-68 

12.80 

108.50 

121.30 

1968-69* 

10.83 

121.29 

132.12 


*Approximate 


Sailing Vessels Industry: During the latter part of World War H, the 
sailing vessels traffic on the west coast was organized under the Defence 
of India Rules, with a view to affording relief to the railways and coastal 
shipping in the movement of essential items. During 1944-48, the 
sailing vessels had assisted in the movement of approximately 1-7 million 
tonnes of cargo. As, with the termination of control, the cargo as well 
as freight declined, the Government appointed, on representations from 
the industry, the Sailing Vessels Traffic Development Committee on 
May 24, 1948, to examine and report on the steps necessary to ensure the 
fullest utilization of country craft (sailing vessels), to sustain and develop 
the economy of the country and inter alia to prevent wasteful competi- 
tion between country craft and steamers, due regard being paid to the 
differing needs served by the two classes of transport. 

The committee submitted its report in May 1949. Its findings were 
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that the sailing vessel had to be a considerably much more safe, expedi- 
tious and efficient unit of transport than it was, that the personnel afloat 
had to be considerably much more trained, competent and reliable 
and that the trade had to be reorganized, preferably by voluntary action 
A number of detailed recommendations were made by the committee, 
such as bringing sailing ships within the scope of the Merchant Shipping 
Act, registry of such vessels etc. The recommendations were broadly 
accepted by Government and a special organization was set up in the 
Directorate-General of Shipping to implement Government poh'cy in 
regard to the development of the sailing vessels jndusry, 

A scheme has been prepared for the grant of loans for the mechaniza- 
tion of existing sailing vessels and for the construction of new sailing 
vessels, and it has been decided to place the funds at the disposal of 
State Governments which will disperse the loans to owners of vessels 
through co-operative societies. A Central Advisory Committee for 
Sailing Vessels has also been constituted to advise Government on 
major problems of an all-India character. In order to deal with local 
problems and to assist in the organization for the development of the 
industry region-wise, four Regional Advisory Committees have also 
been appointed at the ports of Bombay, Jamnagar, Tutfeorin and 
Masulipatam. 

There were, as on January 1. 1967, 3739 sailing vessels, including 
103 mechaiuzed with a earning capacity of atom 240,000 Dead Weight 
Tonnage (D.W.T.). 

Merchant Shipping Act 1958; The Merchant Shipping Act enacted by 
Parliament came into effect on October 30, 1958. The Act is intended 
to foster development, and ensure the efficient maintenance, of the 
Indian mercantile marine in a manner best suited to serve the national 
interests. It provides for the establishment of a National Shipping Board, 
a Shipping Development Fund and the registration of Indian Ships. 
All the statutory rules, regulations, orders, etc., under the Act have b«n 
brought into force on January 1, 1961. 

Shipping Development Fund ; Among the statutory bodies created under 
the Merchant Shipping Act 1958, is the Shipping Development Fund 
Committee. This committee has been set up to provide financial 
assistance to Indian shipping companies for the acquisition of tonnage. 
The Merchant Shipping Act, 1958, provided for the establishment of a 
non-lapsing fund on a statutory basis- The fund, which was establish- 
ed in March 1959, is intended to serve as a continuous source of finance 
from which loans be granted to Indian shipping companies. 

The Government of India has been giving financial assistance to the 
shipping industry since the beginning of the First Five Year Plan in the 
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form of loans to the sliipping companies in the public and private sectors 
for the acquisition of ships and for investment in the public sector shipp- 
ingcompanies. During the period of the First Five Year Plan, a total 
amount of about Rs. 18.7 crores was spent. The total provision for 
the Second Five Year Plan was Rs. 54.25 crores for the expansion of 
tonnage. Of this, a sum of Rs. 18.83 crores was invested in the public 
sector shipping companies and a total sum of Rs. 23.44 crores was 
advanced as loans to the shipping companies. The balance of Rs. 11.9 
crores was advanced to the Shipping Development Fund. The Third 
Plan expenditure was Rs. 40 crores. The expenditure during the annual 
plan periods of 1966-69 was Rs. 25.4 crores. 

The outlay for the Fourth Plan is Rs. 140 crores, of which Rs. 135 
crores are for the acquisition of ships. By the end of the Fourth Plan 
a target of 3.5 million G.R.T. is expected to be reached. 

Shipbuilding: The construction of a shipyard at Visakhapatnara was the 
first major enterprise of its kind in the country. Although the progress 
of construction was interrupted since the beginning in June 1941 owing 
to the war, it was completed by stages by 1946 on 21.85 hectare 
with two berths, the total provision being for eight bertlts and necessary 
workshops. To start with, it was financed entirely by private enter-, 
prise, namely, the Scindias who got four 8,000 tenners built for their 
own use. Owing to high costs of construction and the inability of the 
Scindias to keep the yard going. Government assistance was given by 
placing orders for three sliips. Government, however, decided to take 
over the yard and, on January 21, 1952, a private company called the 
Hindustan Shipyard Ltd., was formed and on March 1, 1952, the yard 
was taken over by it at a valuation of Rs. 2.72 crores. Two-thirds of 
the shares, valued at Rs. 2.09 crores were taken by Government, the 
remaining third being retained by the Scindias. A debenture loan of 
Rs. 60 lakhs given during 1952-54 xvas later converted into share capital, 
the Government holding thus being raised to Rs. 2.69 crores. .On March 
31, 1961, Government acquired the shares of the Scindias also, namely, 
Rs. 104.25 laklis, for Rs. 80.38 lakhs. 

Government lias been bearing the difference between the actual cost 
of construction in the yard and the cost of similar sliips in the U.K. 
which is the price at which these ships were sold by the Hindustan 
Shipyard to the shipping companies. Soon after the formation of the 
company, an agreement v/as entered into in July 1952 with the French 
firm of shipbuilders “La Societe Annonyme Des Ateliers et Chantiers de 
La Loire” (The “A C L”) for technical aid in management and opera- 
tion of the yard. 

The yard has been developed to enable it to construct ships of various 
sizes. In recent years it has been building overseas liner vessels of 
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about 10,000 to 12,000 D.W.T. From being able to build three ships 
a year, its capacity is being increased to building six ships a year 
A second shipyard is to be constructed at Cochin and 25.6 heciare of 
land have already been acquired, leaving an area of 13 6 hectare to be 
handed over by the Kerala State Government The shipyard is to 
be constructed in collaboration with Messrs Mitsubishi Heavy 
Industries, Japan. 

VI. Ports 


Although the geographical position of India is favourable for inter- 
national trade in view of the projection of the great peninsula into the 
Indian Ocean and the long coastline presented to the navigator facing 
west, there is a singular paucity of large natural harbours. On the west 
coast, during the monsoon months, navigation practically ceases when 
the rocky shores are furiously beaten by wind and waves During this 
period, at only a few ports on that coast is an intermittent activity per- 
mitted. On the east coast of India, the absence of natural harbours is 
even more striking. However, the natural deOciency has been over- 
come by human effort, as typified by the case of the Madras Port 
Extensive maritime trade with countries to the east and west of India 
more than two thousand years ago, as referred to earlier, liad made 
many of the ports of call on the coast of the sub*contiBent well-known 
to sailors and rnerchants of antiquity, such as Bharugachha (Broach), 
Naura (Cannaoore), Comari (Cape Comorin). Postuea (Pondicherry) 
and Camara (Kaveripatnam) The importance attached to ports and 
harbours during the Mauryan times is seen m the details relating to 
their maintenance and administration in KauliJya’s Arthasastra, such as 
the references to the department responsible for controlling ports and 
harbours and the functions of the Stale officer who helped boat fleets 
which had lost their courses in unfavourable winds, collected taxes on 
boats and ships, etc. Many of the ports and^ harbours must ^ve 
maintained their activities in connection with foreign trade in the follow- 


ing centuries. . . 

The advent of European powers and their settlements for trade led to 
the beginnings of those large ports which have now come to handle the 
bulk of the country’s international trade. Till the supremacy of the 
East India Company was established, the struggle for power between 
the Portuguese. Dutch, French and English led to the setting up of a 
number of settlements on both Malabar and Coromandel coasts as welj 
as to the north of these coasts. The ports which were developed by the 
East India Company, namely, Madras. Bombay and Calcutta cmer^ 
lattr as lha most irapo.tant ports. To these ssetc iatcr oddtd Karach, 
Cochin and Visakhapalnani. Prior to independence these sts constiinted 
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the principal ports. The great bulk of India’s foreign trade prior to the 
partition used to be concentrated at Karachi and Bombay, these being 
the principal channels for the trade of north-western and western India. 
There were, however, a large number of smaller ports used by smaller 
vessels and other craft. 

Beginnings of Calcutta, Bombay and Madras Ports: The East India 
Company established a factory in 1690 at the site of Calcutta, about 129 
km. up the river Hooghly. Until the opem'ng of the Suez canal and 
the linking of the interior with Bombay and Karachi, the trade of India 
with foreign countries was largely conducted from Calcutta. By 1864, 
railways extended from Calcutta to Delhi, the line being laid through 
the most productive tracts of northern India and following, in the main, 
the course of the Ganga, which was formerly the easiest highway of 
commerce, and the Grand Trunk Road. The extension of the railway 
system in north-eastern India added year by year to the sphere of in- 
fluence of Calcutta as a port and a distributing centre. To meet the 
requirements of its increasing trade, it became necessary to improve the 
conditions of the port. The primitive system of mooring in the stream 
and loading and discharging the cargo by lighters was superseded by the 
construction of jetties and wharves along the Calcutta foreshore of the 
river, and later, by the construction of docks at Kidderpore to which 
railway wagons could bring merchandise alongside the steamers. At 
the. same time, the service of steamers on the river highways between 
Calcutta and Assam was greatly improved and developed to iheet the 
.'rapidly increasing needs and output; of the tea estates. The reduction 
of rates between Calcutta and Rangoon stimulated the trade of the 
former with Burma. Still greater came to be its importance with the 
rise of industrial enterprise and the exportation of jute and jute manu- 
factures from the port to all parts of the world. From small beginnings, 
the port has grown to the size of a major port of international importance. 

The East India Company, which had, after defeating the Portuguese, 
established itself at Surat, foresaw the future of Bombay. In 1668, the 
island was transferred by Royal Charter to the Company for an annual 
rent of £10 by Charles II who had obtained it from Portugal as part of 
his marriage contract. The East India Company thereafter promulgated 
measures for the encouragement of trade to and from Bombay. The 
construction of a Custom House, a warehouse and a mole capable of 
berthing small ships was taken in hand and a shipwright was sent out 
from England to supervise the Company’s shipbuilding operations. 
Gerald Aungier, President of the Surat Council and Governor of 
Bombay, thus summed up the natural advantages of Bombay: “The 
great bay or port is certainly the fairest, largest and securest in all these 
parts of India, where a hundred sails of tall ships may ride all the year 
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safe with good anchorage.*’ Development of cominumcations with 
Bombay, though it started earlier than in eastern India, was not com- 
pleted till a later date owing to the difficulties of the approaches to the 
island from the interior. The absence of docks also prevented trade 
during the monsoon months. The cotton famine, caused by the 
American Civil War, 1861-66, gave an enormous impetus to the trade 
and prosperity of the aty. Although this was followed by the most 
severe commercial crisis recorded, recovCTy was rapid, aided by the 
completion of the extension of railways to Jabalpur and Nagpur, and to 
Delhi and Agra. The opening of the Suez canal in 1869 also contri- 
buted to the great impetus given to the trade of western India with the 
West in the period following 1870 and this raised Bombay to the level 
of Calcutta as a commercial centre. The construction of the docks 
enabled the export business to bo carried on all the year round without 
interruption by the elements. 

The first Madras harbour was the Fort St. George, founded by Francis 
Day in 1639 on a sandbank at the mouth of the Cooum River to provide 
a safe place for the ships and the trade of the East India Company. 
There was no harbour at all in the usual sense, no pier or jetty even, 
nothing but a beach and very Uttle of that. There was no trade in 
stormy weather and ships avoided the monsoon months. It was only in 
1875 that attempts were made to construct a harbour by creating an arti- 
ficial breakwater bounded by walls running into the sea, enclosing a 
space 0.91 km. (1,000 yards) long and 0.76 km. (830 yards) broad at a 
maximum depth of 7.5 fathoms. The harbour walls and piers were 
completed in 1881 and the harbour was fully opened to shipping. The 
area was calculated to afford shelter to 13 ships of various sizes, from 
4,000 to 700 tonnes. A severe cyclone in November 1881 caused consi- 
derable damage to the works and, berides minor damages, two Titan 
cranes were thrown over and destroyed. It was not until Sir Francis 
Spring took up the matter in 1904 that the proper construction of the 
'Madras harbour did actually begin. A new north entrance was opened 
in 1910, giving for the first time calm water inside the harbour. With 
the addition of a boat basin on the south side of the harbour, a timber 
pond and a slipway, as well as the construction of warehouses and 
provision of railway lines together with cranes and other facilities, the 
port had most of the improvements required to attract more trade to it. 

Ports during Second World War: The working of the ports was affected 
hy Japan’s entry into the war. With the Japanese occupation of Burma, 
the Bay of Bengal was closed to shippd’ng and the ships on the east coast 
were evacuated and the country’s seaborne trade was diverted to 
Bombay, KaracM.and Cochin. The sitaalion was aggravated by the 
large influx into Indian ports of ‘frastiated’ cargo from Malaya and the 
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Netherlands East Indies and the arrival of military reinforcements on 
a large scale resulting in acute congestion on the west coast ports and 
serious delays to shipping. 

On the recommendations of an Anglo-American Shipping and Ports 
Commission which visited India in November 1942, steps were taken to 
provide additional lighterage and lighter frontage to receive traffic in 
Bombay, new port equipment, especially cranes, in Bombay and Cochin, 
improvements to water facilities and oil discharge arrangements in 
Bombay and Madras, new barges at Cochin and lighterage at Visakha- 
patnam. 

There was a swing of traffic in 1942-43, the brunt of which fell on 
Calcutta, and to cope with tliis a new modernized berth in Kidderpore 
Dock, two new ships berths and three flat-loading berths in King George’s 
Dock were provided. Certain development works were also executed 
by the Army at Visakhapatnam. 

In 1945, the Bombay Port experienced a major disaster from two large 
explosions in ships berthed in the Victoria Dock, resulting in heavj' 
loss of life, damage to port installations and property. 

Ports Technical Committee 1946: In 1945, an Inter Departmental 
Committee expressed the view that, although the existing capacity was 
adequate to meet the traffic offering, it was necessary to look ahead ^d 
keep ready plans for extending the port facilities. The Ports Teclmical 
Committee 1946 also supported this view and observed: 

“If Government are resolved that the sea path round the coast of India 
is to be put to its best possible use, it is not only necessary that ports, 
major and minor, should be fitted to pass the trade but also that steps 
should be taken to rationalize the means of transport both by sea and 
land and discourage, in the national interests of the country, any 
unfair and uneconomic competition on the part of either.’’ 

“Finally, ports are vital links in the effective and efficient working of 
transport both by sea and land. And, while the establishment and 
expansion of ports will have to be related to the general development 
of trade and transport in the country, the Committee is convinced that 
the planning of ports and their construction and the service which 
they have to provide should, in the national economy of the country, 
precede the anticipated developments and needs of transport.” 
Recommending the development of Visakhapatnam Port as a deep 
sea port capable of accommodating ships upto 25.5 metre in length and 
draughts upto 9.1 metre with improvement of the entrance and the 
building of a dry dock and provision of other facilities, the committee 
stated that this should be taken up immediatelj’, the entire finance for 
the project being found by the Government of India. 

The policy recommended by the Ports (Technical) Committee was to 
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be based on the following broad comideiatlons: 

(a) the economic indivisibility of British India and Indian States; 

(b) the increasing requirements of India’s rapidly expanding agri- 
culture and industries, as also the desirability of the dispersal of 
industries; 

(c) the integration and implementation of a comprehensive, well- 
balanced and efficient policy of transport and its effective de- 
velopment in all its forms; 

(d) the routing of trade through ports not to be influenced by 
customs policy; 

(e) the need for a long view in the siting of new ports and the de- 
velopment of existing ones; 

(f) the evolution of a sound policy of defence for the whole country; 

(g) the geographical position and importance of India in the Indian 
Ocean; and 

(h) the strategic importance of India in the development of a World 
Order in the Far East. 


Effects of Partition: As a result of the partition of the country, two 
major ports, Karachi and Chittagong, wenttoPaiislan. In view of this, 
the trade formerly handled by Karachi had to be diverted to Bombay. 
The need for another major port on the west coast was felt and the West 
Coast Major Port Development Committee 1948, was appointed to 
investigate the location of a deep sea port on the stretch of coast cover- 
ing Kathiawar and Kutch. The committee recommended the establish- 
ment of a port at Kandla in the Gulf of Kutch, the location of another 
port at Maipe and the development of the Bhavnagar Port. The 
Government of India, accepting the recommendation relating to Kandla, 
proceeded with the development of the port. The scheme also included 
the establishment of a township, Gandhi Pham, adjacent to the port. 


Characteristics of Major Ports and Minor Ports; Und« the Constitu- 
tion major ports continue to be a Central subject, while minor ports 
appear in the Concurrent List. As from February 1, 1951, major ports 
have been placed under the administrative control of the Ministry ol 
Transport, which is responsible for the general tr^sport option 

and administration of major ports, marine shipping, ouses an 

inland water transport. A port is declared a “Major Port i, y reason 
or the size and importance.it is talen under admimslratiye control ol 
the Central Goverament. According to the Potts (TechnicaO pmini- 
ttee, "the sheltered nature of a port, the n-ell laid out aPP”>cch 
the provision of dochs, jetties and moorings, the oeii at ou r 
sheds, the effective rail connections, the abihty to setjy 
portion of the hinterland lying behind the port, the faei ties or 
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the requirements of defence and strategy, the comparatively large volume 
of traffic and possibilities of work for shipping all the year round, usually 
distinguish a major from a minor port.” The West Coast Major Port 
Development Committee added to these another criterion also, namely 
the ability to turn round the ship quickly. All major ports are capable 
of taking in ocean going steamers with a registered tonnage of 4,000 or 
more and berth them along their wharves. 

Ports other than “Major” are classed as “Minor’ and these present an 
amazing variety in size and functions, volume of traffic handled, finan- 
cial position and administrative set up. The facilities provided may vary 
from notliing in some of the roadstead ports on the seaboard to fine 
elaborate harbours with dredgers and equipment, as in Saurashtra, from 
ports handling a few hundred tonnes to as much as half a million tonnes 
a year, from ports having an income of a few hundred rupees to those 
having a revenue of Rs. 6 to 8 lakhs a year, from ports well and effi- 
ciently administered to those which “also run”. “Minor” ports are sub- 
ject to the administrative control of State Governments which have 
complete responsibility for the running of these ports. 

Intermediate Ports Development Committee 1958: The Government 
of India appointed the Intermediate Ports Development Committee 
in October 1958 to make recommendations regarding development of 
‘Intermediate’ ports, ports which should be classed as coming between 
the “Minor” and the “Major” ports. 

The committee submitted its report on April 30, 1960. The main 
recommendations of the committee were: 

(i) First Priority Works (Rs. 621 laklis): for the ports of Paradeep, 
Kakinada, Masulipatam, Cuddalore, Nagapattinam, Tuticorin, 
Neendakara, Beypore, Calicut, Mangalore, Karwar, Redi, 
Ratnagiri, Surat, Broach, Bhavnagar, Veraval, Porbandar, 
Okha, Sika and Bedi. 

(ii) Second Priority Works (Rs. 422 lakhs) : for the ports of Paradeep, 
Kakinada, Masuh'patam, Cuddalore, Nagapattinam, Tuti- 
corin, Beypore, Calicut, Karwar, Ratnagiri, Bhavnagar,' 
Veraval, Porbandar, Okha and Bedi. 

(iii) Third Priority' Works (Rs. 42.5 lakhs): for the ports of Cudda- 
lore, Nagapattinam and Bhavnagar. 

(iv) Development of All-Weather Deep Draft Ports: at Tuticorin, 
(first priority, Rs. 1,027.00 lakhs); Mangalore, (first priority, 
Rs. 1,270.00 lakhs); Paradeep (second priority, Rs. 954.00 lakhs): 
Porbandar (second priority, Rs. 525.00 lakhs). 

(v) Enlargement of the Dredging Pool for External Dredging: 

It was recognized that there was great scope for the improvement and 
utilization of many of the “Intermediate” and “Minor” ports at a 
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comparatively small capital outlay. A hydrographic survey of these 
ports and their approaches, a planned scheme of dredging, provision 
of modem cargo handling appliances, such as jetties, cranes and tugs 
or launches, amenities for passengers, etc. would go a long way to 
satisfy immediate needs. 


Ports and Harbours under the Plans: The basis of classification of the 
ports other than “Major” is that those handling not less than 101,600 
tonnes (100,000 tons) a year and considered otherwise important are 
“Intermediate” ports; those handling less than 101,600 tonnes (100,000 
tons) but more than 5,080 tonnes (5,000 tons) a year are “Minor” ports; 
and the rest handling less than 5,080 tonnes (5,000 tons) a year are 
“Sub Ports”. 


The large scale programme of economic development of the country 
initiated with the commencement of the Plans imparted a fresh stimulus 
to the improvement and expansion of port facilities in the country. 
Owing to late start, the provision of Rs. 36-91 crores made for ports and 
harbours during the First Plan could not be utilized fully and only 
Rs. 27,57 crores were spent. Nevertheless, the programme undertaken 
was of great importance. The main objectives were to rehabilitate 
and rnodernize the facilities in all existing ports, to provide a cert^n 
amount of additional capacity at Cochin and Madras by constructing 
additional wharves and berths, to develop a new major port at Kandia, 
to construct a new marine oil terminal at Bombay, and to carry out some 
of the more urgent improvement measures at the important ports. The 
total capacity of the major ports during the First Plan increased from 20 
million tonnes to 25 million tonnes. The developmental programm«, 
apart from the Kandia port and the township of Gandhi Dham. inluded 
the development of the Sonai yard into a central storage depot for ores, 
a Spur at Akra for training the river Hooghly. and the improvement of 
the railway yard at Kidderporc; these related to the port at Calcutta. 
At the Bombay Port, the more important projects were the Marine 
Oil Terminal Project, the electrification of cranes in the Ale:mndra 

Dock, the reconstruction of transit sheds in the Princes and Victoria 


Docks and the labour-housing scheme. 

The Second Five Year Plan aimed at the completion of the 
commenced during the First Plan and the provision of additional berth- 
ing capacity at the ports of Calcutta. Madtas, \ isakhapatnim and 
Cochin During the first Itvo yeurs of the Second Plan, Ihete was „vere 
congestion in the ports owing to large scale imports of 

In the Third Plan, along with the completion of the P"’!'*'” “ ’ 
under way in the previous plau, provision was made for the moderuim- 
tion and expansion of the docks in the Bomtay Port. 
at the end of the Plan xxas expected In go up from 37 million tonnes 
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49 million tonnes. With a view to ensuring the maintenance and pre- 
servation of the Calcutta port, two important schemes were later in- 
cluded, namely, (a) the construction of an ancillary port at Haldia, and 
(b) the construction of a barrage on the river Ganga at Farrakka. 

Ports in the Fourth Five Year Plan: According to the estimates for 
the Fourth Plan, the proposal is to expand the capacity of the “Major” 
ports from about 55 million tonnes in 1968-69 to 77 million tonnes at 
the end of the Fourth Plan. , The total cost of the programme for the 
development of “Major" ports included in the Central Sector is about 
Rs. 280 crores. 

Principal Ports and their Plans — (i) Calcutta: The port of Calcutta is 
located on the left bank of the river Hooghly 129 km. downstream from 
the confluence of the Bhagirathi and Bhaireb Jalengi, the two spill 
channels of the parent river Ganga. The seaward approach to the port 
is at Sandheads, about 198 km. from Calcutta. Depths of water in the 
various bars and crossings in the navigable channel from the Sandheads 
to the port vary continuously, thereby necessitating maintenance dredg- 
ing throughout the year on an extensive scale. These features, as well as 
the peculiar tidal conditions obtaining in the river, make pilotage com- 
pulsory, and impose restrictions on the day-to-day drafts upto which 
ships entering and leaving the port are permitted to load. Dredging 
was flrst undertaken in 1907 and confined at the time to a few bars in the 
upper reaches. Now it has to be done from the main port area to the 
mouth of the river. The quantity of silt dredged every year has ranged 
from 10 to 12 million tonnes. The cost of dredging the Hooghly (in- 
cluding depreciation) has risen from Rs. 57.95 lakhs in 1948-49 to 
Rs. 350.00 lakhs in 1963-64 and Rs. 381.00 lakhs in 1964-65. 

Calcutta port has two dock systems namely, the Kidderpore Docks 
and King Georges Docks, provided with a number of berths and facili- 
ties, such as transit shed, cranes for handling cargoes, including heavy 
h'fts and rail facilities. There are a number of warehouses for storage 
of goods, dry docks for carrying out repairs to vessels and salvage 
craft to assist vessels in distress, which are provided by the. Calcutta 
Port Commissioner. 

Although the advisability of a subsidiary port nearer the sea than the 
port of Calcutta had been considered from time to time during the past 
ninety years, the need for it was felt with a degree of urgency only within 
the last few years. The deterioration of the river Hooghly, particularly 
above the Diamond Harbour, and the impracticability of meeting the 
situation by any modernization or extension of the existing port facilities 
at Calcutta made it imperative to provide for an alternative dock permitt- 
ing deeper draft throughout the year and adequate to cope with the 
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present day tendency towards larger and deeper draft ships, particularly 
for bulk cargo. The question was examined by a committee appointed 
by the Government in 1954. Experts selected Haldia in the estuary as 
the best site for the purpose. About 90 km. downstream from Calcutta, 
Haldia, under development, is expected to be a supplementary port to 
Calcutta. 

There are two major projects under way; one, the River Training 
Scheme, undertaken by the Calcutta Port for improving the navigability 
of the Hooghly, and the other, the Farakka Barrage Project, now in an 
advanced stage, for obtaining a perennial headwater supply to the 
Hooghly to remove the siltation of the river. 

The traiBc of the Calcutta port has declined from 11 milUon tonnes 
in 1964-65 to 7.86 million tonnes in 1968-69. 


(ii) Bombay — The first enclosed dry dock at Bombay was con- 
structed in 1875; the Princes Dock and the Victoria Dock were con- 
structed in 1880 and 1888, respectively. In 1891 the Mcrewether Dry 
Dock was added. In 1914 the Alexandra Dock and the Hughes Dry 
Dock were constructed. Other facilities kept pace with these develop- 
ments, such as the provision of transit sheds, warehouses, installation of 
cranes, bulk oil depots, the establishment of a Port Trust Railway and 
large depots for cotton, grain and other products. 

Along the harbour front, there are a number of bunders or open 
wharves and basins, where the traflSc carried by the coasting and county 
draft and oversea cargo from the Docks and the stream are handled. 
The bunders provide an aggregate total quay length of 8150 metres and 
are equipped with cranes. Transit sheds and warehouses at the port aggre- 
gate 308,000 sq. metres of port area. The Ballard Pier with 457 me^s 
of extension of the harbour wall is used for large passenger hnen. 1 he 
marine oil terminal with three berths constructed durii^ t o in ive 
Year Plan was designed to take in large tankers of 30,000 G.R.T. and to 
handle about 9 million tonnes. 

In the Fourth Five Year Plan, it is proposed to start work on two 
berths at Navah— Shcra islands on the eastern side of the harbour as 

the first phase of development of a satellite port. <• u , oi 

(iii) Mato, -Madras Port is a» artificial harbour of aboM 81 

hectares encroaching into Ma uplo 9 metres ' 

enclosed with breakwaters and quays on ail sides. e s p . 

side the berths ineidethis basin or at moorings ITte present capKity 
of the harbour, including moorings and oil berths, V ® 

to heavy swells during monsoon, oil berths outside the 

unusable forfour mouth, in the year. All the quays are served by a 


mixed gauge railway. 

The first stage of the Wet Dcok scheme 


for new berths and works 
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designed to counteract the sand menace and^facilities for handling an 
increased volume of cargo taken up during the First Five Year Plan was 
continued in the Second Plan. During the Third Plan, apart from the 
the completion of the projects already under way, provision was made for 
additional ore and coal yards and mechanical equipment for handling 
iron ore. 

During the Annual Plans of 1966-69, a new project, the Madras 
Outer Harbour Scheme was taken up, which included provision for an 
ore-cum-oil dock. This will also cater to deep draft tankers, and ore 
carriers. 

(iv) Cochin — Built in a fine natural harbour, giving access to about 
201 sq. km. of navigable breakwaters. Cochin port affords even in the 
worst monsoon weather accommodation for vessels which can lie com- 
fortably in the harbour and carry on landing and shipping operations 
without interruption. The main wharf of the port is in the Willingdon 
Island, 316 hectares created by reclamation. It has 16 stream berths, 
one being a swinging berth, capable of taking vessels upto 198 metres in 
length and 9.14 metres in draft. There are also three tanker berths. 
Cargo is landed and shipped into stream moorings by lighters, oil being 
handled by barges. The deep water wharf,’ ,671 metres long, could 
accommodate four 137 metres vessels at a time. A small dry dock, 
73 metres by 13.4 metres, is used to dock dredgers and other craft be- 
longing to the port. 

During the First Plan a new coal berth and an oil jetty were completed 
while construction of four additional wharf berths was in progress. 
During the Second Plan, provision was made for a coal berth, a berth at 
Fort Cochin, and the completion of four additional whan'cs. The pro- 
gramme during the Third Plan was mainly one of completion of the 
projects in progress and additional ore and coal yards and mechanical 
equipment for handling iron ore. 

During the Fourth Plan, the development schemes relate to the con- 
struction of an open berth and the acquisition of equipment, such as 
grab dredger, tugs, water sarge, cranes, fork lifts and tractors. 

(v) Visakhapatnam — There being no major port on the 1,449 km. 
long stretch betv/een Madras and Calcutta, the need was felt even as 
early as the beginning of the century for providing another major port at 
Visakhapatnam, 784 km. north of Madras, wliich had the best natural 
facilities for development. Although sanctioned by the Secretary of 
State in 1909, it was postponed owing to difficulties of funds and the First 
World War. Construction -was actually started in 1925 and after con- 
siderable dredging and reclamation work, a comparatively unimportant 
calling place was eventually converted into a major harbour wth quay 
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berths, sheds and port facilities in 1933. The port was open to ocean 
going vessels in 1933; the Raipur — Vizianagaram Railway had also 
been opened by then. 

The hinterland of the port comprises Andhra Pradesh, Madhya 
Pradesh, and Orissa— a region rich in agricultural produce, such as rice, 
tobacco, sugar, molasses, jute and ground-nut, and mineral ores like 
manganese and iron. Industries have also come up fast. Besides the 
shipyard and the oil refinery in the port area, there are several jute mills, 
sugar mills, paper mills as well as ferro-manganese, chemical and ferti- 
lizer factories in the adjacent area. The port also serves the Bhilai and 
Rourkela steel mills and other industries in their neighbourhood. 

The port can accommodate 17 vessels at a time. There are four quay 
berths on the eastern side of the northern arm for accommodating four 
ocean going vessels at a time; two oil refinery berths for berthing two oil 
tankers on the northern side of the western arm, and three jetty berths 
which can accommodate three ships. There are also two deep dredged 
berths of 480 metres for ore-carriers with a mechanical iron-ore handl- 
ing plant capable of loading 2,666 tonnes per hour. 

A final investment decision taken on the Visakhapatnam Outer 
Harbour Project, estilnated to cost Rs. 37 crorcs, has led to action being 
taken. The Outer Harbour is scheduled to be ready for receiving ships 
•by 1974, 


(vi) Tutlcorln — As a port with mariume trade, Tuiicorin Port is 
much older than Madras, having been in e-tistence with a flourishing 
trade in pearl fisheries from the time of the Pandyan Kings. It 
largest commercial town on the west side of the Gulf of Mannar. The 
port is an open roadstead, the anchorage being roughly 8 km. off shore, 
which renders loading and unloading operations extremely difficu t at 
times of high seas and gales. The port Is open throughout the year. 

A project called Sethusaraudram Project has been proposed, connect- 
ing the Gulf of Mannar and the Palk Bay by cutting a channel at the 
approaches of the Adam’s Bridge enabling deep sea ships to naviga c 
entirely in Indian territorial waters in safety from the west to the o 
India. This will also result in saving shipping mileage equivalent to a 
day’s sailing. It has been decided to carry out a complete ai^ 
hensive investigation under the supervision of an expenen 
expert to prepare a realistic estimate and a proper economic a se 
of this project. „ . u .. 

The conversion of Tuiicorin into a “Major Port has ‘ 

hand by the Government of India at a cost estiaiate a ' 

The project, with two breat waters. 4,000 metres and .0 

form a basin to accommodate six berths, is expect o 
the end of the Fourth Five Year Plan. 
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(vii) Mannagao — Prior to the liberation of Goa in 1962, the port 
of Marmagao was part of the Portuguese possessions in India. 

Mannagao has great natural advantages. It is capable of berthing 
large steamers. The port has a quay, 925 metres long, protected by the 
breakwater (515 metres) and a mole (265 metres). To the north and 
east of the harbour shore is a large roadstead which can accommodate 
50 or more ships in fair weather. During the monsoon, there are shelter- 
ed anchorages for 15 ships only. The principal commodity handled by 
the port is low grade iron ore, which accounts for 95 per cent of the 
traffic. 

There is a mechanical ore handling plant with an annual turnover of 
about 1.5 milh’on tonnes. The instaUation of modern handling facilities 
has been started. The development plans include the increase of capa- 
city of the port to 10/12 million tons of iron ore, made up of the local as 
well as Ballary-Hospet ore, about 2 million tonnes of general (dry) 
cargo, and possibly some more additional capacity to take in coal for 
a steel plant, if it materializes. 

(viii) Mangalore — The development of Mangalore from a lighterage 
into a “Major Port” was included in the Third Five Year Plan. The 
cost, as at present estimated, is about Rs. 22 crores. 

The new harbour will be located at Panambur, north of the Gurpur 
river. The construction of the railway link from Mangalore railway 
station to the harbour is in progress. The entire project is expected to 
be completed during the Fourth Plan period. 

(ix) Paradeep — The port of Paradeep, declared a “Major Port" on 
April 18, 1966, was developed at first by the State Government of Orissa 
in November 1962. The first stage of the construction consisted of 
dredging the lagoon with an approach channel from waves and siltation 
and an iron ore berth which can accommodate 61,000-tonne ore carriers. 
The project was taken over by the Central Government with effect from 
June 1, 1965. The first stage of development of the port to enable it to 
handle two million tonnes of iron ore was completed and export of iron 
ore was commenced on November 20, 1966. 

The ore-berth is equipped with an ore handling plant designed to 
load 2,500 tonnes of iron ore per hour. The express way from Daitan 
to Paradeep has been completed. The only means of commum’cation to 
the Port is road transport which can move 250,000 tonnes a month. 
The Cuttack — Paradeep rail link is expected to be ready by 1971-72. 
This will facilitate the handling of increased general cargo. Paradeep is 
the nearest deep sea port for the export of iron ore and other minerals 
from the mineral belt in the Bengal — Bihar — Orissa area. Its main 
problem has been the maintenance of the dredged depth of 12.8 metres. 
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The traffic of the major ports for select years during 1950-51 to 1968- 
69 is shown in the Table below: 


TABLE XXr 

TraflTic of Major PorlSf 1950-^9 (stiect jears) 

(Tonnes in Millions) 


Jmporli Exports Total No. of Ships Gross 
year Tonnes Tonnes Tonnes Entered Tonnage 


1950- 51 

1951- 52 
1956-57 
1961-62 

1963- 64 

1964- 65 

1965- 66 
1966^7 

1967- 68 

1968- 69 

' Calcutta 

1950- 51 

1951- 52 
1956-57 
1961-62 

1963- 64 

1964- 65 ' 

1965- 66 

1966- 67 

1967- 68 

1968- 69 


S21 

iSQ 

8.37 

10.41 

11.19 

12.13 

12.93 

13.23 

12.44 

12.10 


3.09 
4.16 
4.42 
4 88 
6 03 
608 
5.28 
5.79 
4 89 
400 


4.13 
5.46 
5J1I 

5.14 
5.01 
4 52 
4.31 


4.53 

5.58 

4J9 

4.72 

4.91 

4.98 

4.57 

4.31 


700 

7.60 

li!7 

14.54 

17.35 

17J4 

18.12 

18J7 

1696 

1641 


7.62 

9.74 

9.01 

9J0 

10.94 

11.06 

9.85 

lO.lO 

8.99 

8.00 


2,640 

3,156 

3476 

3,135 

2458 

3.062 

2.768 

2.769 


1,828 

1,807 

1.623 

1,678 

1,461 

1,409 


14 04 
20.29 
22.56 
2204 
21.72 
22 00 
19.71 
18.63 


12.35 

13.00 

12.80 

11.38 

12.39 
>083 
1032 


• 1951-52 
1952-53 
1961-62 

1963- 64 

1964- 65 

1965- 66 

1966- 67 

1967- 68 

1968- 69 

(4) VisaUiapatnam 

1950- 51 

1951- 52 
1956-57 
1961-62 

1963- 64 

1964- 65 

1965- 66 

1966- 67 

1967- 68 

1968- 69 


Z06 

Z27 

2.59 

Z99 

3.30 

3,87 

3.79 

3.02 


007 

029 

OJO 

1.40 

1.85 

1.91 

1.89 

2Z3 

Z41 

■2.69 


1J8 

I.4I 

1.57 

1.99 

2.07 

2J6 


1.45 

1.67 

1^6 

2.57 

3.71 

409 

543 


ZI8 

2.70 

3.47 

4.17 

4.40 

487 

5.86 


ISl 

Z85 

3J2 

3.87 

4.46 

5.44 

6J0 

8.12 


1,230 

1^80 

1,345 

1,406 

1.447 

1,233 

1,114 


544 

8J3 

9.20 

9.58 

loot 

11.32 
10 69 
9.43 


4J8 

5.30 

5.50 
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TABLE XXI (contd.) 


(5) Cochin 


1950-51 

1.12 

0.25 

1.37 

. . 

. . 

1951-52 

1.28 

0.33 

1.61 


. . 

1956-57 

1.33 

0.43 

1.76 

965 

2.88 

1961-62 

1.88 

0.49 

2.37 

1,342 

7.27 

1963-64 

2.03 

0.42 

2.45 

1,356 

8.09 

1964-65 

2.26 

0.45 

2.71 

1.358 

8.40 

1965-66 

2.41 

0.46 

2.87 

1,178 

7.22 

1966-67 

3.07 

0.67 

3.74 

1,204 

8.08 

1967-68 

3.73 

1.69 

5.42 

1,209 

9.07 

1968-69 

3,78 

1.40 

5.18 

1,083 

8.45 

(6) Kandla 






1950-51 

0.06 

0.06 

0.12 


, . 

1951-52 

0.07 

0.06 

0.13 

, , 

. . 

1956-57 

0.33 

0.15 

0.48 

74 

. . 

1961-62 

1. 11 

0.27 

1.38 

2-0 

1.73 

1963-64 

1.49 

0.29 

1.78 

297 

2.43 

1964-65 

2.05 

0.26 

2.31 

346 

2.89' 

1965-66 

2.34 

0.17 

2.51 

279 

2.60 

1966-67 

2.42 

0.24 

2.66 

293 

2.69 

(7) Marmagao 


- 




1961-62 

0.16 

6.35 

6.51 

677 

4.91 

1963-64 

0.12 

5.84 

5.96 

594 

4,73 

1964-65 

0.22 

6.40 

6.62 

731 

5.74 

1965-66 

0.24 

7.62 

7.86 

834 

6.49 

1966-67 

0.40 

7.69 

8.09 

776 

6.61 

1967-68 

0.42 

7.71 

8.13 

676 

6,50 

1968-69 

0.37 

8.41 

8.78 

622 

6.62 


VII. Air Transport 

The first aeroplane flight in India was in January 1911. In February 
of that year the first ever carriage of mails in the annals of world aviation 
history was done by a French pilot who flew across the Yamuna, from 
Allahabad to Naini, a distance of 9.66 km. and delivered ofiicial mail. 

The earliest references to civil aviation in India are contained in the 
Indian Aircraft Act 1911 and the Indian Airship Rules 1913. The first 
proposal to use aviation for commercial purposes was made by G. R- 
Clark, Director-General of Posts and Telegraphs, in August 1919, 
suggesting the starting of a service for the carriage of mails. In the same 
year the Indian Aircraft Rules were framed which were to come into 
effect in 1921. On September 21, 1919, the constitution of an advisory 
body, the Air Board, was approved and, on March 5, 1920, a Chief 
Inspector to the Air Board was appointed. On January 22, 1920 a 
weekly air mail service between Karachi and Bombay was operated by 
the R.A.F., but this was discontinued after five weeks. 

There were hardly any developments in the succeeding years. In 
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May 1926, the Air Board called attention to the fact that India was 
admirably suited for the development of aerial transport, the metero- 
logical conditions being excelicntfor many months of the year and there 
being no reason to believe that the difliciilties occasioned fay the monsoon, 
although serious, were insurmountable. Apart from the question of 
internal services, India’s geographical position marked her out as an 
all important link in any air route between Europe and the Far East. 

Scheduled civil air transport 6rst came to India in the international 
field when, in 1929-30 the British, the French and the Dutch extended 
their respective Empire air services to and across India The plans for 
an Indian State-operated service between Karachi and Calcutta had to 
be shelved because of the adverse financial position of the Government, 
resulting from the effects of the economic depression, and instead a charter 
agreement was made with the Imperial Airvvays Ltd. to operate a service 
between Karachi and Delhi. As this arrangement was found unsatis- 
factory from the point of view of the Government of India, it was given 
up in the middle of 1932, the Delhi Flying Club continuing the services 
to the end of the year for the carnage of mails only. 

When the British Government c.xtcnded their Empire services to 
Singaporci arrangements were made for Indian participatien through the 
medium of an Indian company, the Indian Traasconiinental Airways, 
in which the Government took a shareholding of 24 per cent. Not 
only was this arrangement financially unprofitable because of the fact 
that all managerial and operational responsibilities were with the Imperial 
Airways, but it afforded hardly any scope for Indian Initiative or 


experience. 

The credit of taking the first really effective step in the operation of 
internal air services in India goes to Che Tala Sons Ltd. who, with two 
light-engined craft, organized, in October 1932, an air senice from 
Karachi to Madras, on a frequency of one service a week with calls at 
Ahmadabad, Bombay and Bcllary (later changed to Hjderabad). In 
May 1933, another company, the Indian National Airways, was formed 
with headquarters at Delhi and, in December 1934, it established an air 
service between Karachi and Lahore, linking with the Imperial Airways 
Service at Karachi. The main source of revenue for these services w^ 
the air mail contract with the Government for the carriage of mai s y 
air, the rate of remuneration being covered by the air surcharge collected 
by the Posts and Telegraphs Department. The sureharged air mail 
revenue was not insubstantial as it included also the incoming overset 
airmails to destinations in India. These airlines weregiven ree air rou e 
organization and they operated with almost exiguous groun organiza 
tion with little or no communications or navigational facilities. 

By 1934, the Tata Sons doubled their weekly frequency on theKarachi- 
Madras route, and in 1935 ihcystartcda weekly service between Bombay 
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and Trivandrum with halts at Goa and Cannanore. In 1937 a bi-weekly 
service tvas run between Bombay and Delhi via Indore, Bhopal, and 
Gwalior. All these services were operated during the fair season only 
as the ground organization was unsuitable during the monsoon. 

The Empire Mail Scheme, 1938: In connection with the introduction of 
the Empire Mail Scheme in 1938 it was decided to carry by air the whole 
of the letter mail between the Empire countries on the U.K.- Australia 
and the U.K.-Africa routes. The Government of India, in agreement 
with the Government of Ceylon (Sri Lanka) agreed to participate in the 
scheme, which, among other things, involved the provision of facilities 
for distribution within India of the Empire mail carried by the Imperial 
Airways to Karachi and taking in the reverse direction to Karachi all 
Indian mail destined for the Empire countries. The Government utiliz- 
ed for this purpose the existing services of the Tata Sons and the Indian 
National Airways, and entered into 1 5-year contracts with them for the 
carriage of mail on their routes under the Empire Mail Scheme. 

The main points in the contracts were that (a) the Karachi-Madras 
route was to be extended to Colombo under arrangements with the 
Government of Ceylon (b) the services were to be operated with the 
same frequency as the Imperial Airtvays Serv'ice to Karachi, which was 
expected to be five times a week and connecting with it; and (c) the 
remuneration would be: (i) in regard to the Tata Sons a guaranteed 
payment of Rs. 15 lakhs a year for the carriage of mails on the Karachi- 
Colombo route upto 500,000 lbs. (2,26,800 kg.) plus Re. 1 /- for each lb. 
(0.45 kg.) of mail extra, and (ii) in regard to the Indian National Air- 
ways a guaranteed payment of 1^. 3.25 lakhs a year for the carriage of 
mail on the Karachi-Lahore route upto 130,000 lbs. (58,970 kg.) plus 
Re. 1/- for each Ib. (0.45 kg.) of mail extra. The Government of 
Ceylon agreed to share the payment to Tata Sons to the extent of 
Rs. 4.5 lakhs per annum in regard to the conveyance of the mails on 
their acconut. These mail contracts included an element of financial 
assistance by Government intended to put companies on such a basis 
as to place their development on a reasonably secure position. 

The operations on the tw'o services commenced in February 1938. 
Quite apart from their helping to bring about a shift to larger aircraft 
and greater frequency, the services afibrded the opportunity for the 
proper development of passenger and freight traffic by air in the country. 
Tiruchchirappali was added to the halts on the Karachi-Colombo route 
and, Jiy October, the frequency was raised to five times a week by both 
the companies. The Indian National Airways also opened service, 
with a frequency of three times a week between Lahore and Delhi. 

An experiment of cheap^ fare and high frequency was attempted, 
during 1937-39, by a third company, the Air Services of India, which. 
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during the fair weather season, operated air services from Bombay to 
a number of Kathiawar States and to Kolhapur six times a week. The 
high loads of passengers in these services demonstrated the convenience 
and advantage of air travel. The low fares, slightly above the second 
class rail fare, were less than the minimum costs of operation; these 
services had consequently to be closed down in 1939. 

Progress of Air TraCQc upto 1938: The progress of air transportation 
by 1938 is indicated by a few figures. In that year 8,353 km. of route 
were operated, the total kilometres flown exceeded 2.14 million, and the 
percentage regularity was 99.8. The volume of traffic carried on the 
different routes was as follows: 


TABLE XXII 

Volume of Traffic Carried bv tlie Airlines, 1918 



Passengers tarried 

Mails tarried 
(lbs.) 

Freight carried 
(lbs.) 

Karachi-Colombo 


430,000 

11,845 

Kaxachi-Lahore 



68 

Bombay-Kathiawar 

2,175 

l,3M 

89,196 


The development of air transport since 1932 proved that Indian air* 
lines could organize and operate services efficiently on long and difficult 
routes and maintain a very high standard of regularity and safety as 
compared with most of the advanced countries. In the meantime, the 
Government extended and strengthened the ground organization, provid- 
ing aerodromes, hangars, workshops, technical and administrative 
buildings, air route lighting, the traiuingof “B” Licence pilots, etc. 
The pioneering companies had helped to lay firm foundations of sche- 
duled air transport in the country. 

War-Time Developments: The steady progress of civil aviation in India 
was suddenly interrupted by the outbreak of World War II. The Empire 
Mails Scheme had to be suspended, as the resources of the Empire air 
services had to be diverted to the requireinents of defence. Likewise, 
the air transport services in India were put on a war fooling and run for 
the Government and the Defence Services. Although initially curtailed, 
the two companies, in collaboration with the Royal Air Force Transport 
Command, operated services for the Government in different areas with 
increasing intensities for the carriage of freight, military personnel, 
mails and civil priority passengers. In the later stages, these com- 
panies obtained Lease-Lend aircraft consis’ing of Expediters, D.C. s 
and D.C. 3’s. 

The routes operated during war-time were as follows: 

Karachi-Colombo 




786 


THE GAZETTEER OF INDIA 


Bombay-Delhi 

Bombay-Calcutta 

Bombay-Coimbatore 

Bombay-Karachi 

Bombay-Colombo 

Delhi-Karachi 

Calcutta-Dinjan 

Calcutta-Jorhat 

Calcutta-Gaya-Allahabad-Kanpur-Delhi 

Delhi-Bhopal-Hyderabad-Bangalore-Tiruchchirappalli-Colombo 

Delhi-Ahmadabad-Bombay 

Delhi-Karachi 

Lahore-Multan-Jacobabad-Karachi 

Lahore-Gujarat-Rawalpindi-Peshawar 

Lahore-Jacobabad-Quetta 

War-time activities afforded the Indian airlines valuable experience in 
important items of special work, such as the survey of the Southern 
Arabian air route for the R.A.F., carriage of ammunition and supplies 
to Iraq, evacuation of civilian refugees from Burma, servicing, overhaul 
and. maintenance of R.A.F. aircraft in their workshops, and oppor- 
tunities to handle more modern aircraft and train and employ a good 
number of technical personnel. When the war ended, the companies 
equipped themselves with Dakotas purchased from the U.S. Foreign 
Liquidation Commission prior to the Government of India taking over 
the disposal stocks. 

The striking increase in the volume of air traffic since 1939 may be 
seen from the Table below: 


TABLE XXm 

Volume of Air Traffic during 1939-1945 
Year Km. flomi {QQs) Passengers Freight in lbs. 


1939 

2,714 

3,518 

98,449 

1940 

2,181 

3,646 

48,852 

1941 

2,080 

3,747 

39,511 

1942 

2,606 

4,659 

163,242 

1943 

3,100 

7,574 

642,885 

1944 

3,413 

13,433 

1,163,725 

1945 

3,343 

24,090 

852,068 


Mail in lbs. 


456,883 

118,101 

142,132 

342,921 

412,580 

370,659 

480,616 


Post-War Developments: Before the war ended, the Government of 
India sought to lay down the future policj' towards the development of 
air transport in the country. The policy outlined prior to the war 
w’as too limited in perspective and actual needs. India had adhered to 
the International Convention for the Regulation of Air Navigation 
signed in Paris in 1919, according to which she undertook, along with 
the other countries, to give certain general privileges to the aircraft of 
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the ratifying States and to secure uniform practice in such matters as 
traffic rules and standards for licensing pitots and aircraft 
In 1926, the Indian Air Board recommended, among others, that (a) 
all landing grounds in India and their necessary equipment should be the 
property of the Government of India who should be responsible for the 
provision of wireless and meteorological faalities, (b) the Government 
should claim in future to be consulted at all stages on the terms of any 
contract for an external air service touching India and to participate as a 
principal in any such contract for an external air service touching India, 
and, (c) as far as internal air services arc concerned. Go\emment should 
accept the principle of subsidizing such services in the earlier years. 
The Government of India accepted these recommendations The really 
important and comprehensive statement of policy on the subject was 
made in the papers considerea and approved by the Reconstruction 
(Policy) Committee for Posts and Aviation, in I944; 

“The policy of the Government of India is to permit the development 
and operation of air transport services, internal and external, by a 
limited number of sound and reliable private commercial orjanira- 
tions with their own capital and operated under normal commercial 
principles of risk of losses arid prospects of gain The operation of 
air transport services would be subjected to licences granted by 
Government. Without such licence no air transport service can 
operate. The grant of State assistance in specific cases will be entirely 
at the discretion of Government and on conditions to be laid down in 
each case. In specific cases. Government shoufd take a financial 
interest in the Companies operating air services and appoint a Director 
on the Board. The Government should not, however, take a controll- 
ing share in such cases.” 

The Indian Aircraft Act and Rules were amended in March 1944 to 
license air transport undertakings and to prohibit all operations of afr 
transport without a licence. The rules framed thereunder provided 
that, after October 1, 1946, no air transport service should be established 
in India except under the authority of, and in accordance with, the licence 
issued by an Air Transport Licensing Board. In granting the licence 
the Board was to take into account (a) the proper development of air 
transport services in accordance with the needs of the public, (b) the 
potential traffic on particular routes, and (c) the adequacy or offterwise 
of the finandal and technical resources of the applicant for satisfactory 
operation of air transport. The Board was given power to pnscribe the 
limits within which the passenger fares, freight rates and mail carriage 
rates could be fixed. The rules also required the submission to the 
Board by the operating compatueS of operational and financial returns 
showing their operational costs and traffic carried. 
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Before the new arrangements could come into effect, two more com- 
panies for the operation of air ser\'ices came into existence, namely, the 
Air Services of India, acquired and resuscitated by the Scindia Steam 
Navigation Company, and the Deccan Airways Ltd., in which the 
Hyderabad Government held a majority interest. Meanwliile, the Tata 
Sons converted its Aviation Department into a public limited company, 
the Air India, on Julj', 29, 1946, There were thus four companies 
which, on July, 1, 1946, operated the following routes: 

(1) Tata Sons Ltd., /Air India: 

(i) Karachi-Ahmadabad-Bombay-Hyderabad-Madras- 
Colombo. 

(ii) Bombay-Ahmadabad-Delhi 

(iii) Bombay-Nagpur-Calcutta 

(2) Indian National Airways: 

(i) Calcutfa-Allahabad-Kanpur-Delhi-Lahore-Rawalpindi- 
Peshawar 

(ii) Lahore-Bi kaner- Jodhpur- Ah madabad 

(iii) Delhi-Jodhpur-Karachi 

(iv) Delhi-Lucknow 

(v) Karachi-Quetta-Lahore 

(vi) Delhi-Gwalior-Nagpur-Hyderabad-Madras (operation of 
service discontinued July, 29, 1946) 

(3) Air Services of India: 

(i) Bombay-Jamnagar-Bhuj-Karachi 

(ii) Bombay-Bhopal-Kanpur-Lucknow 

(4) Deccan Airways: 

(i) Madras-Hyderabad-Nagpur-Bhopal-Gwalior-Delhi 

(ii) Hyderabad-Bangalore. 

Soon after October 1, 1946, some more companies were floated for 
the operation of air services. By the beginning of 1947, there were 
21 companies registered with an authorized capital of Rs. 42 crores, of 
which Government had permitted the issue of Rs. 9 crores. Only 
seven of these new companies eventually obtained licences, namely, 

(1) Mistri Airways (later Indian Overseas Airlines January 1946/ 
September 1946). 

(2) Bharat Airways, August 1945/June 1947. 

(3) Airways (India), September 1945/April 1947. 

(4) Orient Airways, June 1947 (Chittagong-Rangoon). 

(5) Ambika Airlines (Kathiawar Area). 

(6) Jupiter Airways (Madras-Delhi via Bezwada). 

(7) Dahnia Jain Airways (Delhi-Srinagar). 

These companies had acquired 115 . Dakotas as against the require- 
ments of only 40 such machines to operate the air services mentioned in 
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Ihe post-war PJan. There ensued severe competition among the com- 
panies for the extremely limited number of technical personnel available 
in the country, thereby raising their wages and salaries to very high levels. 
A comparatively large number of aircraft and too little business, how- 
ever, came in quite handy for meeting emergency situations which came 
in quick succession. 

The traffic and finances oftheairlines were adversely affected by certain 
other developments The abandonment of the Empire Air Mail 
Scheme and the partition, as a result of which both the Air India and the 
Indian National Airways lost the mails traffic originating in Pakistan, 
and the desire of the Government of Sri Lanka to contract out of the 
agreement necessitated a revision of the Government’s financial 
arrangements with the two companies. It was decided to let the 
Government of Sri Lanka to discontinue the payment of Rs. 4.5 lakhs 
per annum and to reduce the minimum guarantee of remuneration to 
the Air India to Rs. 10 lakhs and to the Indian National Airways to 
Rs. 1 lakh per annum. 

Air transport played an important part in the situation created by the 
refugee migrations which arose In East and West Bengal in 1949 and 
the carriage of an unprecedented volume of traffic between West Bengal 
and Assam/Tripura owing to the cutting off of the surface routes bet- 
ween these areas. The three regular operators in the area — the Airways 
(I*tdia), the Bharat Airways and the Kalinga Airlines — stepped up the 
frequency of their scheduled services and. as these did not meet the 
actual demands, scheduled operators based at other centres and a large 
number of non-scheduled operators also came into the field. The 
situation gave rise to such undesirable practices as rate-cutting to un- 
economically low levels, drift of operating personnel and other technical 
staff from company to company, crews working for excessive hours, 
overloading of aircraft, influx of middlemen as touts for canvassing 
traffic, etc. The Director-General of Civil Aviation tried to bring some 
sort of order in the situation and the acceptance of an agreed code of 
operating practices. The' pressure of traffic continued till March 1949 
after which the position eased. With Ihe onset of the monsoon and the 
washing away of the Assam Rail Link. Ihe demand for air transport 
again revived. It was quite clear that air transport would always have 
an important part to play in the system of communications in this 
part of India. 

To the financial difficulties of Ihe airlines already referred to were 
added in 1949 the increase in expenditure on account of the rise in the 
price of aviation fuel and in staff costs. The Gosernment afforded relief 
to the companies by the grant of a rebate of import duty, on petrol 
used in civil aviation, of 6 annas per gallon (37.5 paisa per 4 5 litres) as 
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from mails was fixed at March 1, 1949, later increased to 9 annas 
(56 paisas.) The payment for the carriage of mails was fixed at freight 
rate plus 25 per cent instead of the Rs. 1-8-0 per lb. (Rs. 1 .5 per 0.45 kg.) 
before the “All-Up” Mail Scheme, without the air mail surcharge, was 
also intioduced with a view to affording the air companies the benefits 
of increased mails traffic and consequently of increased revenues. 

During the latter part of 1948, the Government of India had under 
consideration the possibility of a scheme of carrying by night all the mails 
passing between the four main cities of India, namely, Calcutta, Bombay, 
Delhi and Madras. The operation envisaged night services on the 
Delhi-Nagpur-Madras and Bomba 3 '-Nagi)ur-Calcutta routes with four 
aircraft starting more or less simultaneously from Delhi, Madras, Bombay 
and Calcutta, in the early part of the night, meeting at Nagpur 
for exchanging the mails and returning to their respective starling sta- 
tions the next morning. The mails posted at each of the stations till the 
evening would reach the destinations the following morning. Only 
the Indian Overseas Airlines, among the several air companies, offered 
to work the scheme without a guarantee of minimum payment or load 
or any higher rate of remuneration for carriage of mails than that al- 
ready in force. The scheme was initially restricted to the carriage of 
mail and freight only, as night air mail operation was considered to be 
on an experimental basis and as the routes were not fully equipped from 
the point of view of passenger safety. The licence which’was granted 
for one month from January. 31, 1949, was later extended to the end of 
June' 1949. The air mail carricd upto March 31, 1949, was surcharged 
mail, "and amounted to 48,000 lbs. (21,772 kg.) per month. With the 
introduction' of the “Ali-Up” Mail Scheme, the volume of mails carried 
by the Indmn Overseas Airlines more than trebled itself. 

The day air mail services continued to cany mail, posted after the 
.departure of the night services. The scheme was unfortunately brought 
to an unexpected termination by the middle of 1949, as the Indian Over- 
seas Airlines got into serious financial difficulties and had to discontinue 
its Madras-Delhi service on May 19, 1949 and the. Calcutta-Bombay 
service on June 8, 1949. The . night services .were, however, kept in 
operation by the Deccan Airways between Madras and Nagpur and 
the Indian National Airways between Delhi and Nagpur under special 
terms. With the onset of the monsoon, the night services were terminat- 
ed as the organization in existence was considered inadequate for opera- 
tion during monsoon. 

. The. Government's intention was to resume the night air mail services, 
in .October but practically none of the scheduled airlines was prepared 
to operate the services without a guarantee. The Himalayan Aviation, 
then a.non-scheduled operator which offered to operate without a- 
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guarantee, was given the licence by the Director-General of Civil Avia- 
tion for a period of three months as from October 31, 1949. As by then 
the ground facilities, the communications organization and the naviga- 
tional aids on the Delhi-Nagpor-Madras and Bombay-Nagpur-Calcutta 
routes had been brought to such standards that carnage of passengers 
by night was considered safe, thcHimalayan Aviation was also permitted 
to carry passengers on the night services. 

Air Transport Enquiry Committee: The wisdom of admitting an addi- 
tional operator into the field of scheduled air transport and giving it the 
bulk of the mail traffic was questioned by the existing scheduled airlines 
whose financial difficulties were aggravated by rising expenditure and 
want of adequate traffic. The fact that the Himalayan Airways was 
allowed to carry passengers on the night services at lower rates (112 per 
cent of First class rail fares) was also cited as another factor operating 
adversely on their own passenger revenues, and the situation called for a 
detailed enquiry into the air transport Industry. As the Government 
felt that all was not well with the air transport industry, it appointed on 
February 8, 1950, the A/r Transport Enquiry Commiftee nifh Justice 
G. S. Rajadhyaksha as Chairman. The committee examined the condi- 
tions of the various airline companies and found that (here was a good 
case for air transport service being o^vned and operated by the State 
on the ground that a unit incharge of all operations could use the avail- 
able resources to maximum advantage; that operations by a State 
organization would be an advantage from the point of view of Defence; 
that State management would tend to give better and cheaper service tothe 
public; that a unified organization could lake full advantage of technical 
development in air transport equipment and operational technique; 
and that, as (he private airlines would require financial assistance from 
the Government to be placed on their feet, it would be preferable for the 
Government itself to run it in its own way. But in view of the complete 
changeover that nationaliz.xtion would involve and the difficulties in 
getting the personnel with business and administrative experience, the 
committe recommended a scheme of reorganization with a view to 
rationalization. An ideal patlem would be to have four operators with 
bases at Bombay, Delhi, Calcutta and Hyderabad. As this was not 
feasible, the committee suggested (he merger of the airline companies 
operating in the same area, such as the Bharat Airwaj'S, Airways (India) 
and Kalinga Airways and the Air Services of India and the Deccan 
Airways. As regards the subsidy to the industry, the recommendation 
was that it should be based on a ‘qaaliiy standard cost' announced by the 
Government according to which any airline ha>ing re%cnues less than 
the standard would get a subsidy amounting to this deficit, while in the 
event of the cost of operation being less than the standard costs, 50 per 
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cent of the difference would be paid to the airline as bonus. The ceiling 
of the subsidy was 8 annas per gallon (50 paisa per 4.5 litres) of fuel 
consumed by the company. On representations from the Air Transport 
Association of India, Government decided to postpone the introduc- 
tion of the new scheme of subsidy from October 1, 1950 to January 
1, 1952. 

Nationalization: The conditions in the air transport industry were 
disclosed to be such that, if it was to remain privately managed, sub- 
stantial financial assistance from Government would be required for the 
replacement of the fleet, which had become long overdue. The industry 
was largely dependent on the Dakotas which had been released to 
operators after the war at very low prices. Their replacement would, 
therefore, mean a considerable financial outlay with no comparison 
whatever to the earlier investment. The Government, therefore, decided 
that, as considerable State assistance was inevitable, it was better to 
nationalize air transport. Following this decision, the Air Corporation 
Act was passed and received the President’s assent on May 28, 1953. 

In accordance with the Act, the undertakings of the Indian Air Com- 
panies operating scheduled services were taken over by two State Cor- 
porations, namely, the Air India International and the Indian Airlines, 
after payment of compensation as provided for in the Act. The Air 
India International took over the undertakings of the Air India Inter- 
national Ltd. The Indian Airlines Corporation acquired the following 
companies : 

(1) Air India Ltd. 

(2) Air Services of India Ltd. 

(3) Airways (India) Ltd. 

(4) Bharat Airways Ltd. 

(5) Deccan Airways Ltd. 

(6) Himalayan Aviation Ltd. 

(7) Indian National Airways Ltd. 

(8) Kalinga Airlines. 

The Air India International was intended to operate a long distance 
international service, while the Indian Airlines Corporation was to 
operate the internal scheduled services and the air services to the neigh- 
bouring countries. The two corporations came into formal existence 
on June 15, 1953. On August 1, 1953 the Air India International took 
over, as a going concern, the assets and business of the Air India Inter- 
national Ltd. All the other air transport companies operating scheduled 
services in India were vested in the Indian Airlines Corporation. In 
accordance with the Act the companies were to be paid compensation 
partly in cash but mostly in the form of 5-year Bonds, bearing interest 
at 3.5 percent per annum and guaranteed by the Government of India. 
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Indian Airlines Corporation: The Indian Airlines inherited a fleet of 99. 
The effective strength of the fleet on March 31. 1954, was 87, namely, 
3 Skymasters, 12 Vikings and 72 Dakotas. The first year following 
nationalization was one of exceptional difficulty owing to pressing pro- 
blems of integration. The route pattern inherited by the corpora- 
tion was revised with a view to eliminating wastage and meeting public 
convenience. This resulted in slightly higher utilization, specially in the 
case of the Dakotas. There was all-round improvement under every 
head of operation during 1954-55. 

During the following years, the Indian Airlines Corporation followed 
a policy of a changing over to larger and faster aircraft. Dakota opera- 
tion in India was not economical owing to its limited capacity, slow 
speed, scarcity of spare parts and high fuel costs. The replacement of 
the Dakotas by more efficient and modern aircraft had thus become 
necessary on grounds of both economy and efficient operation. In 1955, 
three more Skymasters were acquired for operating the night air mail 
services and orders were placed for eight Herons, which, however, were 
found later to be unsuitable. During 1957-58, the Viscounts — turbo- 
prop aircraft — were introduced on the trunk routes, offering greater 
comfort and convenience to the public. By 1958-59, 10 Viscounts had 
been placed in service. During 1961-62 five Friendship aircraft were 
added to the fleet and, in the following year, another five were also 
obtained in order to replace Dakota operation on the regional routes. 
The progress towards modernization reached a further stage with the 
introduction of the Caravellc Jets to take over important trunk routes 
from the Viscounts. The Caravelles are expected to do better than the 
Viscounts because of their passenger appeal and productivity. The 
Air India International has also loaned its surplus Boeing capacity on a 
regular and continuous arrangement. The remarkable change in the 
composition of the fleet of the Indian Airlines since nationalization is 
shown in Table XXIV. A gradual reduction in the number of aircraft 
has come about as a result of the switch-over to larger aircraft. 

There has been steady progress in both the earnings and the volume 
of traffic carried in domestic air Iransportalion. Taking the figures of 
the first complete year after (he corporation took over, the capacity pro- 
vided in terms of available tonne-WIomelrcs increased from 76 million 
to 208 million in 1968-69. During this period, revenue tonne-kilometres 
rose from 52.96 million to 153 million. TIio number of passengers 
increased from 478,000 to 1.89 million. The weight of mails carried 
advanced from 4,732 tonnes to 10,206 tonnes. The cargo traffic, how- 
ever, recorded a drop from 51,014 tonnes to 23.102 tonnes. 

Tlie financial figures are even more striking. The capital increased 
from Rs. 5.07 crorcs, standing at Rs. 25.95 crores at the end of 1968-69 
TliC cipital employed during 1959-60 to 1968-69 went up from Rs. 13 
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TABLE XXIV 

Composition of the I.A.C. Fleet 
(1954-69) 


Year 

March 

Dako- 

tas 

Viking 

Heron 

T.D. 

Sky- 

mastcr 

Vis- 

coimt 

Friend- 

ship 

Cara- 

velle 

H.S. 

748’i 

Total 


72 

12 

. — 

1 

3 


- , 




88 

1955 

69 

12 

— 

1 

3 

— 

— 

— 

— 

85 

1956 

66 

12 

8 

— 

6 

— 

— 

— 

— 

92 

1957 

64 

12 

8 

— 

6 

— 



— 

— 

90 

1958 

62 

12 

7 

— 

6 

7 



— 



94 

1959 

58 

(12)* 

3(4)* 

— 

5 

10 



— 

— 

76 

1960 

55 

(12)* 

3(4)* 

— 

5 

10 

— 

— 

— 

73 

1961 

54 


(7)* 

— 

5 

10 



— 

— 

69 

1962 

45 

— 


— 

5 

13 

5 

— 

— 

68 

1963 

43 

— 

— 

— 

3 

13 

10 


— 

69 

1964 

38 

— 

— 

— 

5 

12 

5 

3 

— 

66 

1965 

36 

— 

— 



3 

12 

10 

4 

— 

65 

1966 

34 

— 

— 



3 

12 

10 

5 

— 

64 

1967 

32 

— 

— 

— 

3** 

12 

13 

6 

— 

66 

1968 

29 

— 

— 

— 

3 

14 

15 

7 

4 

72 

1969 

24 

— 

— 

— 

3 

14 

15 

7 

8 

.71 


*Groundcd Fleet **Opcrating Nil 


crores to Rs. 46 crores. The operating revenues stood at Rs. 40.12 
crores, as against Rs. 6.92 crores in 1954-55. Operating expenses also 
increased correspondingly from Rs. 7.73 crores to Rs. 36.55 crores. 

Tile working results of the Indian Airlines Corporation closed with 
deficits in the first five years, aggregating Rs. 4.75 crores. During the 
next five years the total surpluses amounted to Rs. 1.49 crores only. 
Although this covers only about, a third of the earlier losses, the gains 
have been progressive, increasing from Rs. 3 lakhs in 1959-60 to Rs. 3.57 
lakhs in 1968-69. 

The number of employees of the corporation went up from 9.324 to 
15,597 in 1965-66. 

On September 19, 1955, the Air Transport Council, constituted under 
the Air Corporations Act 1953, was requested by .the Government “to 
study the general problem of fares and freight rates to be charged on the 
air services operated by the Indian Airlines Corporation and to draw 
up for consideration of the Government a set of principles on the basis 
of which such fares and freight rates should be determined.” The council 
undertook a comprehensive study of all aspects of the problem. It 
submitted its report on May 1957. In line with the reemmendations of 
the council, the rationalization of the corporation’s out-moded air 
fares was carried out. 

The cost structure of the Indian Airlines Corporation was the subject 
of another enquiry in 1959 by a comniittee with Sir Stephen Wheatcroft 
as Chairman to see whether the corporation’s system of planning, 
operation and cost control were as efficient as could be and to 
determine a formula for working out “standard costs” of- operation 
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on the basis of which the losses of the corporation might be 
subsidized. While the committee found that the work of the Indian 
Airlines Corporation was generally that of an airline which operated an 
efficient network of air services, it had not yet adequately developed 
systems of commercial control which were essential for a large-scale 
business. The basis for ascertaining “standard costs” was also 
indicated. 

Air India Internationals: The credit for taking the first effective step 
towards operating external air services goes to Air India, which proposed 
m 1947 to form a new company called Air India International for the 
establishment of an air service between India and the U.K. Air India 
International was registered on March 8. 1948. with an authorized capital 
of Rs. 7 crores and a paid-up capital of Rs 2 crores. The Government 
subscribed 49 per cent, Air India 10 per cent and the public the balance. 
The company’s service from Bombay to London ^ia Paris and Geneva 
was inaugurated on June 8, 1948, with an initial frequency of one service 
a week, which was later increased to three services a week. A weekly 
service was started in 1 950 between Bombay and Nairobi via Aden. 

Since nationalization, the Air India has maintained a steady rate of 
growth in capacity and the number of places served. From a toal of 
three stations served in June 1948, Air India International has increased 
the number to 30 cities covering five continents over an undupheated 
route system of 927,400 km. 

In January 1954, Lockhead Super Constellations were introduced 
for the first time on Air India’s route. In 1956, Air India decided to 
replace Its fleet of Super Constellations with Jets. It was the first Airline 
in the world to have an all jet fleet. Tlie Boeing engine base was located 
at Santa Cruz, Bombay. 

Tlic fin inciai and operating statistics of Indian Airlines and Air India 
since nationalization arc shown in the Tables XXV — XXX. 

Non-Schcduled Operators: In addition to the scheduled operators, 
there are non-scheduled operators as well as charters permitted by the 
rules under a permit given by the Director-General of Civil Aviation. 
As the non-scheduled operators tend to have only the minimum number 
of aircraft, crew and engineering personnel, the grant of permits is subject 
to the Director-General satisfying himself as to the minimum require- 
ments from the point of view of safety, operations and maintenance. 
There were on March 31, 1950 eight non-scheduled operators; ten 
scheduled operators also held permits to engage in non-schedulcd opera- 
tions. As at the end of 1969-70, the private airlines engaged in non- 
schedulcd operations were: (I) The Air Survey Company of India, (2) 
Bharat Commerce and Industries Ltd., Bomb3y..(3) Airwajs India Ltd., 
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Calcutta, (4) Jamair Company (P) Ltd., Calcutta, (5) Kalinga Airlines 
(P) Ltd., Calcutta, (6) Kasturi & Sons, (7) Cambata Aviation (P) Ltd., 
(8) Balaji Agencies, and (9) H. S. Sobha Singh and Sons. 

Civil Aviation Department: The Civil Aviation Department under the 
Director-General is responsible for the provision and development of 
civil aviation facilities in the country. In particular, it is responsible 
for providing the following facilities: (a) aerodromes, aeronautical 
communication and visual and radio aids to navigation and other 
facilities required by the civil aircraft; (b) inspection and registration 
of licensing of aircraft and aircraft personnel; (c) training in flying, air 
traffic control, aeronautical communications, etc.; (d) promotion of 
aeronautical research and development; (e) formulation and enforce- 
ment of civil aviation regulations; and (f) type certification of civil avia- 
tion aircraft and aeronautical equipment, aircraft design, and airworthi- 
ness requirements. 

Aerodromes: Prior to partition, there were under the Diector-General 
of Civil Aviation 61 aerodromes, four of which were International, 
seven Intermediate and 32 Minor. The only airport of entry to India 
from the West prior to August 15, 1947, was Karachi. After partition, 
Bombay was developed to be the main airport from the West, together 
with Palam, in Delhi. Safdarjang, in Delhi was however, used only for 
smaller aircraft. At the end of December 1969, 85 aerodromes were 
being maintained by the Civil Aviation Department. Of these, four, 
namely, Santa Cruz (Bombay), Dum Dum (Calcutta), Palam (Dellu) and 
Meenambakkam (Madras) airports are international aerodromes. There 
arc 1 1 major aerodromes, namely, Agartala, Ahmadabad, Amritsar’ 
Begumpet, Delhi (Safdarjang), Gauhati, Jaipur, Lucknow, Nagpur, 
Patna and Tiruchchirapalli. The Intermediate airports number 38 and 
the Minor 32. 

In order to cope with the rapidly growing requirements of air trans- 
port, considerable progress has been made in the progressive extension 
of runways, improvements to the terminal buildings at Delhi and 
Calcutta, turning pad for Boeing 747 at Delhi Airport; and navigational 
aids, communications facilities, tele-communication services, runway 
lighting, visual beacons, equipment for ground safety services, radio 
beacons including the initial development of radar stations, flying control, 
meteorological services, aeronautical information service, etc. 

Aircraft Manufacture: Under the pressure of World War II, a beginn- 
ing was made towards the creation of an aircraft manufacturing industry. 
The Hindustan Aircraft Ltd., subsidized by the Government, built a 
modern aircraft factory at Bangalore fully equipped for quantity produc- 
tion of aircraft. It was started in December 1940 by Walchand Hira- 
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chand in collaboration with the Government of Karnataka. The 
Government of India shortly thereafter became a member of the 
company; a year later it took over completely the private holdings. 
During the first three years, the Hindustan Aircraft built a few Curtiss 
Hawk fighters, Vuktce bombers and Harlow trainers. The manufac- 
turing programme was suspended with the onset of World War 11 and 
the factory turned its attention to overhauling and repairing aircraft to 
meet the requirements of defence. By the time the war ended, the 
Hindustan Aircraft had overhauled hundreds of aircraft of different 
types like cargo planes, light bombers, heavy bombers, fiying boats as 
well as Hero engines. 

The manufacturing programme was revived after the war and, in 
1946, the Hindustan Aircraft began erecting Tiger Moth Aircraft for the 
Air Force and the manufacture of Percival Prentice trainer aircraft. It 
also produced, out of what was left after the war, a number of service- 
able aircraft, mostly Dakotas, for the newly formed Indian air transport 
companies. Its activities in the following years have been in connection 
with the developmental side of aircraft production and more closely 
associated with the defence requirements. Of the value of its sales, 
about two-thirds are under aircraft assembly manufacture and overhaul 
and servicing; the balance is under rail coaches and, until a few years 
ago, bus body kits and other jobs. 

In August 1963, a new public sector company designated as Aero- 
nautics India Ltd., was formed to manage the three separate factories 
concerned in the manufacture of the Mig-2l aircraft. In March 1964, 
it was decided to form a public sector organization by the merger of the 
Hindustan Aircraft Ltd., Bangalore, with the Aeronautics India Ltd. 
The merger was completed on October, I, 1964, and the company was 
redesignated as Hindustan Aeronautics Ltd. To this was transferred 
the Aircraft Manufacturing Depot, Kanpur, which was set up in 1959 
to undertake manufacture of transport airoraft. Eight of the aircrafts 
produced by it, namely, HS-748s were already in service with the Indian 
Airlines in 1968-69. 

Fite Year Plans for Chil Atiation: Between 1947 and the commence- 
ment of the First Plan, about Rs. 6.6 crores were spent on works relating 
to Civil Aviation. During the period of the first two Plans, the expendi- 
ture incurred amounted to Rs. 24 crores. The programme in the First 
Plan aimed at making good the deficiencies in aerodromes, communica- 
tion facilities, equipment, etc. The Second Plan provided for the 
development of facilities to meet the growing requirements of domestic 
and international trafTic and the new demand arising from technical 
advances and from India's obligations under the Convention on Inter- 
national Civil Aviation. In the Third Plan, the outlay on civil air trans- 
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port was Rs. 49 crorcs. During 1966-69, the three annual plan periods, 
the outlay was Rs. 66 crores. With the arrival of the jets, the ground 
organization and equipment called for new facilities. 

The Fourth Five Year Plan provided a total outlay of Rs. 202 
crores. Tins envisaged the improvement of runway terminal and 
communications facilities at the four international airports of 
Bombay, Calcutta, Delhi and Madras so as to make them suitable for 
operation of heavier and larger capacity aircraft like the Boeing 747 
(Jumbo) Jets. The development of various airports for domestic 
services was also contemplated besides the replacement of the Dakotas 
by larger aircraft. 


TABLE XXV 

Financial Statistics of Indian Airlines 

(Rs. in lakhs) 

Year 

Capital 

Reserve and Total Capital Gross Block Net 

Surplus Employed Fixed assets Slock 

1954-55 

5,07.02 

67.16 

5,74.18 

2,33.71 

, , 

1955-56 

7.58.68 

124.00 

8,82.68 

4,47.75 

. . 

1956-57 

9,66.50 

31.18 

9.97.68 

4,81.84 


1957-5S 

14,19.46 

14.04 

14,33.50 

9,04.69 

. . 

1958-59 

14,85.41 

1.16 

14,86.57 

10,62.72 

7,44.78 

1959-60 

15,27.81 

1,92.82 

17,20.63 

10,72.77 

• 6,67.93 

1960-61 

16,95.52 

12.49 

17,08.01 

10,86.54 

5,91.06 

1961-62 

19,21.99 

0.28 

20,37.81 

14,13.63 

8,32.15 

1962-63 

21,47.99 

71.11 

22,19.10 

16,35.64 

10,05.31 

1963-64 

21,94.16 

1,65.94 

23,60.10 

21,23.14 

14.01.26 

1964-65 

21,94.16 

3,20.95 

25,15.11 

23,66.03 

14,42.94 

1965-66 

21,94.16 

3,03.14 

24,97.30 

26,14.92 

35,31.86 

1966-67 

21,94.16 

4,64.5! 

26,58.67 

36,66.47 

23,37.26 

1967-68 

21,94.16 

4,82.08 

26,76.24 

46,57.91 

30,12.57 

1968-69 

25,94.16 

6,53.59 

■ 32.47.75 

51,18.56 

30.96.57 


TABLE XXVI 


Operating Results of Indian Airlines . , , . , 

(Rs. in lakhs) 


Year 

Operating 

Revenue 

Operating 

Expenses 

Operating 

Profit 

Net 

Surplus 

No. oj 
Employees* 

1954-55 

6,92.47 

7,72.51 

— 80.04 — 

90.15 

» * 

1955-56 

8,08.60 

9,21.67 

— 1,13.04 

1,19.40 

9,324 

1956-57 

8,61.35 

9,61.78 

— 1,00.43 — 

1,08.79 

9,254 

1957-58 

9,26.07 

10,24.29 

— 98.22 — 

1,03.07 

9,328 

1958-59 

10,82.49 

11,70.15 

— 87.66 — 

91.19 

9,263 

1959-60 

11,90.22 

11.87.17 

3.05 

7.81 

928 J 

1960-6! 

13,06.27 

12,98.95 

7.31 

4.68 

9,390 

1961-62 

14,87.57 

14,45.14 

42.42 

71.08 

9,562 

1962-63 

16,97.19 

16,64.70 

32.49 

60.9! 

10,075 

1963-64 

19,37.82 

18.63.75 

74,07 

1,04.42 

10,463 

1964-65 

22,80.96 

21,17.09 

1,63.87 

1.33.01 

11,039 

1965-66 

23,32.70 , 

23,31.03 

1.67 

32.33 

11,862 

1966-67 

27,00.53 

29,78.83 

— 2,78.30 ~ 

2,83.50 

12,349 

1967-68 

34,73.65. 

32,41.09 

1,32.56 ~ 

26.20 

12,819 

1968-69 

40,12.38 

36,55.31 

3.5707 

1,56,74 

13,178 


*Figures exclude the daily-rated and part time. • 
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1959- 60 351 

1960- 61 

1961- 62 

1962- 63 

1963- 64 809 

1964- 65 958 

1965- 66 986 

1966- 67 I.WI 

1967- 68 J.263 

196S-69 1.443 


78 

83 

87 

93 

94 
109 
103 
119 
136 
153 


11! 
113 
121 
136 
135 
157 
135 
1 65 
206 
203 
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TABLE XXVIII 

Financial Statistics of Air India International 


(In lakhs of Rs.) 


Year 

Capita! 

Reserve and 
Surplus 

Total Capital Gross Block Net 

Employed Fixed Assets Block 

1954-55 

9,66.82 

41.28 

10,08.10 7,20.92 

6,64.19 

1955-56 

9,93.93 

42.57 

10,36.50 7,60.43 

. . 

1956-57 

12,68.93 

80.57 

13,49.50 11,35.90 

. . 

1957-58 

13,23.51 

2,39.22 

15,62.73 10,54.00 

7,18.50 

1958-59 

13,66.79 

2,58.63 

16,15.42 14,21.30 

9,71.70 

1959-60 

16,54.78 

2,73.79 

19,28.58 23,42.15 

18,01.57 

1960-61 

18,25.79 

3,12.62 

21,38.41 25,01.54 

17,50.04 

1961-62 

25,20.46 

2,72.77 

27,93.23 25,75.14 

19,75.44 

1962-63 

26,81.63 

4,71.85 

31,53.48 25,12.64 

19,75.44 

1963-64 

26,81.63 

7,16.13 

33,97.77 25,61.63 

18,01.43 

1964-65 

26,81.63 

9,35.24 

36,16.87 34,29.07 

24,11.77 

1965-66 

26,81.63 

10,35.47 

37,17.11 32,89.20 

20,96.00 

Year 

Operating 

Operating 

Operating 

Net 


Revenue 

Expenses 

Profit 

Surplus 

1954-55 




, . 

1955-56 

6,76.58 

6,69.99 

6.54 

3.78 

1956-57 

9,64.88 

8,76.98 

87.90 

34.42 

1957-58 

10,82.49 

10.10.82 

71.67 

1,26.10 

1958-59 

11,55.77 

11,39.92 

15.85 

18.28 

1959-60 

12,58.48 

12,40.22 

18.26 

” 26.98 

1960-61 

19,17.41 

18,00.00 

1,17.41 

67.97 

1961-62 

21,56.99 

20.80.00 

76.99 

38.86 

1962-63 

24,52.69 

21,07.25 

3,45.44 

2,34.78 

1963-64 

26,81.97 

22,96.72 

3,84.25 

3,04.18 

1964-65 

30,03.08 

26,41.05 

3,62.03 

3,04.15 

1965-66 

29,77.24 

28,60.99 

1,16.65 

1,63.56 
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TABLE XXIX 


Trefiic and Operatins Statiuiei of Air India 


Ytar 

Jifyenue 

Passengers 

Moils Carried 
(lomus) 

Revenue Cargo 
{tonnes) 

UndupHeated 
route km. 

1954-55 

40,287 

303 

892 

23.330 

1955-56 

56,445 

442 

1.038 

27.972 

1956-57 

79,825 

614 

1.477 

33,015 

1957-58 

88,312 

669 

1,498 

33,345 

1958-59 

83,868 

814 

1,884 

38,757 

1959-60 

89.385 

875 

2,801 

38,424 

1960-61 

123;270 

842 

3,627 

48,187 

1961-62 

156,335 

1,045 

5.431 

45.473 

1962-63 

165,736 

1,274 

5,118 

51,192 

1963-64 

190,969 

1.143 

6,574 

47.713 

1964-65 

237,996 

1,099 

7.670 

53.729 

1965-66 

218,458 

1,152 

7.956 

52.369 

1966-67 

234.736 

1.411 

9.657 

51.263 

1967-68 

285,459 

1,516 

10.494 

57,603 

1968-69 

311,051 






Kerenue 


Avtrage 




tonne km. 

So. of 


(Afi/ton) 

(A/i/finn) 

(Million) 

staff 

1W4-55 

180 

22 

3i 

2.102 

1955-56 

248 

31 

56 

3.121 

1956-57 

349 

44 

69 

3.661 

1957-58 

386 

47 

80 

4,070 

1958-59 

391 

60 

88 

4.442 

1959-60 

400 

54 

93 

4,596 

1960-61 

583 

76 

161 

5.259 

1961-62 

692 

95 

217 

5.703 

1962-63 

822 

112 

252 

5.873 

1963-64 

946 

132 

292 

6,090 

1964-65 

1,140 

157 

329 

6.543 

1965-66 

1,057 

149 

324 

7.110 

1966-67 

1,192 

173 

353 

7.560 

1967-68 

1,404 

199 

434 

8.265 

1968-69 




8,821 
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TABLE XXX 

Composition of Aircraft, Air India 


Year 

Dakota 

freighter 

Constellation 

IVis 

eniper 

Constelliation, 

1049J 

Boeing 

Total 

1954-55 

1 

4 

3 



8 

1955-56 

1 

3 

5 



9 

1956-57 

1 

3 

8 



12 

1957-58 

1 

— 

8 



9 

1958-59 

1 



10 



11 

1959-60 

1 

— 

9 



10 

1960-61 

1 



9 

3 

13 

1961-62 

1 



5 

5 

11 

1962-63 

— 





6 

6 

1963-64 

— 





6 

6 

1964-65 

— 





8 

8 

1965-66 








9 

1966-67 







- 

9 

1967-68 



_ 



— 

9 

1968-69 

— 

— 

— 

— 

10 


vnr. Postal 

Scirices and 

Teleocmmunications 



Postal Services: The history of postal communications in India is, 
as in most other countries, a process of gradual evolution from the rudi- 
mentary system of couriers employed by kings and emperors to keep in 
touch with their far-flung territories into the present immense network 
and organization. The earliest evidence of a systematic postal service 
relates to the time of Chandragupta Maurya (C. 321-297 B.C.), when a 
system of communications was established between Patliputra, capital, 
and the outlying provinces of the vast empire for despatch of informa- 
tion and confidential reports to the emperor. Pigeons were also used 
as message carriers. Bankers had their own system for sending hundis 
(bills of exchange) between important centres, which probably was the 
fore-runner ofthe Mahajan Dawk of the I7th and 18th centuries. 

Coming down to the middle of the 14th century, Ibn Batuta found an 
organized system' of couriers established throughout the country, 
consisting partly of those on horse and partly of those on foot. The 
former were stationed at a distance of four miles (6.43 km.) from each 
other and the latter at every mile (1.6 km.). The couriers sat inside 
seritry boxes at every stage of three miles (4.82 km.). Every courier 
carried a whip, about two cubits long with small bells suspended at 
the head. With the mails in one hand and the whip shaking conti- 
nuously on the other, the ring of the bells would announce the 
arrival and warn the next courier resting in the sentry box. The 
arrangement provided an efficient relay system which ensured the 
speedy despatch of mails. Two centuries later, Sher Shah Suri, during 
his short reign, 1540-45, improved the system by placing two horse 
couriers on the road every two miles (3.2 km.) to facilitate the rapid 
conveyance of Government despatches and for promoting trade and 
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correspondence. An idea of the extent of the service is afforded by the 
2,000-mile (3,219 km.) highway he had constructed from Sonarang in 
Bengal to the banks of the Indus in the Sind. Akbar is said to have 
placed on the principal roads two swift horses and some mewias 
(runners) at a distance of every kos (16 km ) for the carnage of 
Government letters and some private correspondence. The couriers 
covered about 161 km. in a day and night, and a letter from Agra 
to reach Ahmadabad took five days. Chikka Devaraja Urs of 
Karnataka, who came to the throne in 1672. introduced a more efficient 
system, providing a regular post throughout his dominions enabling 
intelligence to be obtained as wll as mails to be carried. This later 
developed into the Mysore Anche, which was found to be “the cheapest 
postal system in the British Empire — probably in the whole world.” 


Postal Scnices under the East India Company and in the later British 
Period: During the regime of the East India Company, the prevailing 
dak system was used for almost a Century, with its own paid postal 
runners. It was only towards (he end of the I8ih century that the East 
India Company established its own system which connected the princi- 
pal towns. The zamindars and landholders along the various routes 
were required to supply runners against a reduction in rents. Some 
services were operated under the Postmaster-General since 1774 bet- 
ween Madras and Bombay, Machilipatnam and Madras, Bombay and 
Calcutta. 

It was in 1837 under the provisions of Act XVII of that jear that a 
public post tva< established and the Government reserved to itself the 
exclusive right to convey letters on payment in the territories of the East 
India Company. The Postmasters of the Presidency towns supervised 
the working of a certain number of provincial post-offices and provided 
for the conveyance of commuoications and mails over a few main lines 
of communications, while Collectors had charge of District Post-Offices 
and local mail lines. The charges for the conveyance of letters levied 
in cash and paid in advance varied according to weight and distance^^. 
The charge for sending a letter from Calcutta to Bombay was Re. I 
that from Calcutta to Agra 12 annas per tola (11.66 g.) 

On the recommendations of a commission appointed in 1850 tareport^ 
on the working of the Post-Office, Act XVIII of 1837 was rcpc-ilcd and - 
Act XVII of 1854 was enacted. This Act marks the commen^ment 
of the organization of the Indian Post-Office as it had come to function. 
Under its provisions, the whole department was placed under the control 
of a Director-General. Postage stamps were now first Introduced and 
rates were fixed for the conveyance of letters irrespective of distance. Act 
XIV of 1856, repheing the earlier one. was again superseded by Act VI 
of 1893. This Act conferred extended jwotcctlon and powers and pro- 
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vided increased facilities for postal insurance, value payable post and 
the money order system. 

From 1854 to 1869, the lowest rate of inland letter postage was 
I anna for i tola; the next charge was 1 anna for I tola; and for 
weights above i tola the scale progressed by 2 annas per tola, and 
thereafter by i anna per tola. In 1869, the weight allowed for each 
rate of postage was doubled, the initial charge becoming half anna for 
i tola. This rate continued in force until April 1904, when the weight 
allowed for i anna was raised to J tola. The charge for heavier letter 
was 1 anna for 1 i tolas. 

The minimum postage on newspapers was originally 1 anna for 6 tolas 
of weight; but the rates were from time to time reduced. In October 
1898, J anna was made the inland rate for a newspaper not exceeding 4 
tolas in weight, and i anna the rate for a registered newspaper, exceed- 
ing four but not exceeding 20 tolas. Wlxile an additional ^ anna was 
charged on every additional 20 tolas or part of that weight, the weight 
allowed for J anna was raised to 6 tolas in January 1904. The postage 
on packets other than newspapers was 1 anna for 10 tolas until 1878, 
when it was lowered to ^ anna. 

The Post-Office first carried parcels at rates varying with weight and 
distance. In 1870, a uniform rate of 3 annas for 10 tolas was adopted. 
In 1873, the minimum charge was fixed at 4 annas for 20 tolas, but four 
years later it was altered to 8 annas for 40 tolas. The rates of inland 
parcel postage which came into force in July 1901 were: (1) in the case 
of parcels not exceeding 440 tolas in weight, 2 annas for the first 20 
tolas, 4 annas for any weight exceeding 20 but not exceeding 40 tolas, 
and 2 annas for every additional 40 tolas; and (2) in the case of parcels 
exceeding 440 tolas in weight, Rs. 3 for a parcel not exceeding 480 tolas 
in weight and 4 annas for every additional 40 tolas. As the limit of 
weight, which was 2,000 tolas, was found to be interfering with the 
railway parcels traffic, it was reduced to 800 tolas in 1907. 

The Postal Act 1854, superseding the previous practice of giving 
receipts for all letters at the time of posting, added registration of postal 
articles as a new facility for the public, the fee being 2 annas for all 
classes of articles. 

The insurance of postal articles was introduced in 1878, mainly in 
order to separate valuable articles from the rest of the mail. There was 
at first no restriction on the amount for which the article might be 
insured; but in 1890 a limit of Rs. 1,000 was fixed which was raised in 
1898 to Rs. 2,000. The limit has since been raised several times. The 
insurance fee was reduced in 1905 from to i per cent on the value, 
subject to the minimum of one anna. 

The value payable, or, cash on delivery system, was introduced into 
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India in December 1877 and, under this system, the Post-Office under- 
takes to collect from the addressee the price specified for payment on 
Certain classes of articles sent for sale and transmit the money to the 
sender. It was extended in 1891 to the postal exchange between India 
and Ceylon/Sri Lanka. 

In 1875, the Universal Postal Union was cstabhshed. In the follow- 
ing year, India became a member and parly to the Convention which 
regulated the carriage of letters, postcards and packets between all coun- 
tries of the Union. In 1892, India applied the standard Union rates to 
correspondence for all parts of the world, whether within or outside the 
Postal Union; and in 1898 she joined in the scheme for the adoption of 
a uniform rate of postage at the rate of a penny per half ounce for letters 
throughout the British Empire. 

In 1873, arrangements were made for the carriage of parcels to and from 
England and for their collection and distribution by the Peninsular and 
Oriental Navigation Company. This was soon followed by the introduc- 
tion of exchanges of postal parcels with certain other European coun- 
tries and with several British colonics. In 1885, the exchange of parcels 
with the United Kingdom was transferred to the agency of the British 
Post-Office and in 1895, India joined the International Parcel Post 
Union which enabled parcels to be exchanged by post between India and 
almost every other country in the world. 

Prior to 1880, sums not exceeding Rs. 150 could be remitted by money 
order from one district to another through the agency of the Govern- 
ment Treasuries. A commission of about 1 per cent was charged, the 
remitter sending the order obtained from the remitting Treasury to the 
payee who was required to present it at the Treasury of payment. The 
cost of transmitting the order was a charge over and above the commi- 
ssion and there was the risk of the order being lost or stolen in the post 
unless forwarded under the security of registration. With less than 300 
Treasuries, the system was not popular and could not compete with the 
remittance of currency notes by post. The service could be improved 
under the Post-Office which had 5.500 offices. From January i, 1880, 
it was decided that the money order business should be taken over by 
the Post-Office. The commission remained the same but the procedure 
was greatly simplified. The remitter had only to fill In an application, 
the Post-Office undertaking to transmit the money to the payee and to 
obtain his acknaniedgefnent and dehvvr it to the remitter. The success 
of the Post-Office handling this was shown by the fact that the transac- 
tions more than quadrupled within three months. 

Among the soeral improvements effected later were: the addition to 
the money order form of a “coupon” on which the remitter could write 
& communication to the payee; the payment since 1884 of money orders 
by postman at the residence of the payees; the introduction, also in 1884, 
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of the telegraphic money order S3'stem; and the use of finger impressions 
for the identification of illiterate pa 3 'ees. 

The rate of the commission for ordinary money orders were: 1 anna 
per Rs. 5, or fraction thereof upto Rs. 15, 4 annas on sums between 
Rs. 15 and Rs. 25; for telegraphic money orders the scale of charges 
began with 2 annas for any sum not exceeding Rs. 10, and progressed 
in the same way as money order rates upto Rs. 150. For any sum 
exceeding Rs. 150 upto Rs. 600, the charge was Rs. 1^ for a complete 
sum of Rs. 150 plus 2 annas per each additional sum of Rs. 10. For 
the cost of the telegram in the case of urgent orders, the further fee was 
a rupee and in the case of deferred orders 8 annas. 

On the money order system proper were grafted measures for the 
remittances of rent to landowners and of Government dues such as land 
revenue, cesses and income-tax. These facilities had a special value in 
protecting the people from illegal exactions. The landowner was saved 
from improper demands made by subordinate revenue ofiicials and the 
tenant was protected against the landlord or his agents. 

Foreign money orders were drawn upon or received from the United 
Kingdom and also most British colonies and foreign countries in sterling. 
There were also a few foreign countries and British possessions to and 
from which money orders were advised in Indian currency. 

The sale of British postal orders for small sums, pa 3 'able in the United 
Kingdom and at certain British post-offices in foreign countries, was 
introduced in India in 1884. The number sold in 1890-91 was 39,683 
of the total value of £27,761. With the introduction of more denomina- 
tions, the number issued showed a marked increase to 453,943 in 1913-14. 
The number, however, declined in the following 3 'ears, touching 121,501 
b 3 ’ 1921-22. During the inter-war period, the sales improved, but the 
setback during World War II and the later 3 'ears led to its final dis- 
continuance by April 1, 1951. 

The Post-Office provided for the use of the public postage stamps of 
various denominations (14 in 1904), embossed envelopes, postcards and 
newspaper wrappers. Stamps required for official purposes were 
overprinted “On H.M.S.” (On His Majesty’s Sendee). The colour 
and design of the postage stamps underwent various changes from time 
to time, the most important being in 1900 when India adopted the 
colours green, red and blue recommended by the Universal Postal Umon 
for the stamps representing the three standard Union rates of 5 centimes^, 
10 centimes and 25 centimes, the Indian equivalent of which being -s 


anna, 1 anna and 2J annas. 

The one-quarter anna inland postcard in 1879, sold for its face value, 
gave a lower rate of postage than had been available. In April 1880, 
service postcards for the use of Government officials were also pro- 
vided. Reply postcards were introduced in 1884, The introduction of 



TRANSPORT AND COMJ.nJNlCATIONS 807 

the postcard, the most popular medium of private correspondence in 
India, aroused considerable opposition m the public press, mainly on 
ground that it would interfere with the secrecy of postal communica- 
tion. 

Postal Savings Banks: As the Post Office happened to be the only 
organization of the Central Government having a large network of 
establishments coveringthe entire country.it took over the responsibility 
for a number of services of a variegated character which had nothing 
to do with the primary function of carrying mails. In addition to those 
already referred to, the post-offices sold stock notes from 1882 onwards 
and, as from 1886, the purchase and sale of Government Promissory 
Notes were also undertaken. Perhaps the most important was the 
service performed fay the Post-Office by the institution of savings banks. 

Post-Office savings banks came into existence in Aprin882 and by 
April 1883 they were in operation throughout India. The post-office 
savings banks and the district savings banks, instituted in 1870 in 
connection with certain treasuries, continued side by side till 1886, when 
the latter were abolished. Only the Government savings banks in the 
cities of Calcutta, Bombay and Madras remained in the hands of the 
Presidency Banks until 1896. 

The popularity of the post-office savings banks was evidenced soon 
after they were opened in 1882-83. The number of depositors in that 
year was 38,121 ; the amount at their credit nearly Rs. 28 lakhs, and the 
interest which they received was Rs. 49,020. By the turn of the century, 
the number rose to 736,000 and the amount to Rs. 965 lakhs. The 
minimum deposit was four annas and the maximum total credit permitted 
was Rs. 2,000. The interest was formerly allowed at the rate of i anna 
a month on every complete sum of Rs. 6, equivalent to 3i per cent per 
annum, which was later reduced to 3 per cent on deposits held at call and 
raised to 3J per cent on deposits requiring six months’ notice of with- 
drawal. The Post-Office received no remuneration for its savings bank, 
all incidental expenses in connection therewith being borne by it. The 
Post-Office also afforded facilities to Invest in Government securities 
any sum in whole rupees from Rs. 10 to Rs. 1,000 in any one year, pro- 
vided the depositor’s total investment including his current deposit 
account did not exceed Rs. 5.000. At his option, the securities pur- 
chased may be kept by himself or on his behalf by the Comptroller. 

The rapid progress at first of the post-office savings banks was slowed 
down by the lowering of interest and the reduction in the permissible 
annual and total amounts to be deposited. The total balances varied 
regularly with the economic conditions of the country, a famine >ear 
showing a considerable decrease and a belter agricultural season an 
improvement. Similarly, war and war scares also made the deposits 
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sensitive. During both World Wars, there were unprecedented with- 
drawals. In 1914, the balances dropped from Rs. 23 crores to Rs. 16 
crates. In 1940-41, the balances came down from Rs. 81,86 crores (as 
of 1938-39) to Rs. 59 crores. There were also the decreases, as were to be 
expected, from the separation of Burma in 1937 and the partition of 
India in 1947. But the general trend, allowing for these factors, was 
steadily upw^ard. Since 1947, the deposits and the annual balances have 
responded to the better facilities and the economic progress of the 
country. The balance at the end of 1961-62 amounted to Rs, 466.54 
crores as compared with Rs. 142.35 crores and Rs. 167.17 crores on 
March 31, 1947 and 1950, respectively. The average balance per deposi- 
tor has risen from Rs. 122.8 in 1900 to Rs. 358.9 in 1947 and Rs. 492 
in 1962. These increases are all the more striking as there had been, 
during the period covered, a considerable expansion in savings bank 
facilities provided by commercial banks. 

Railway Mail Service: With the commencement of the railways, an 
obligation was imposed on them to carry letters and parcels free of charge 
and the Provincial Governments were empowered to require the rail- 
ways to run trains to carry the mails. The mail bags were at first carried 
as such in a guard van or a separate compartment. Sorting of mails in 
transit was a later development, first at large centres and subsequently 
in 1870 with the mail service. In 1877, Government decided that the 
Post-Office should pay the railways for the cost of conveyance. Postal 
vans were standardized in 1882. The basic principles applied to the 
carriage of mails by rail adopted at this time have continued since then 

without much change. 

Progress of Postal Services from 1860 to 1947: The steady expansion 
of post-offices in the country led to a progressive increase in the volume 
of work handled by them. In forty years from 1860-61 to 1900-1901, the 
number of post-offices rose from 889 to 12,970 and the letter boxes from 
190 to 25,507. The number of postal articles handled rose from 48 
millions to 582 millions over the same period. During the next forty 
five years, 1901-02 to 1945-46, which included two World Wars and 
separation of Burma, the number of post-offices doubled and the number 
of articles handled increased to 370 per cent. The same picture is present- 
ed by the money order business and the post-office savings banks. 

The length of postal lines steadily rose from 70,148 km, in 1860-61 to 
191,910 km. by 1900-1901. By 1950-51, the figure had gone up to 
260,989. In assessing the progress, it is necessary to make allowance for 
the separation of Burma in 1937 and the partition in 1947.- 

Mail Runners: In some of the branch offices, the mail runners, a unique 
figure in the dispersed areas, with their belts and badges, had spears 
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with clusters of small bells attached, which, beside being useful in scaring 
away wild animals by their jingle, helped the runners to travel at a 
measured pace and notify the approach of the mails. Ordinarily, the 
mail bags are tied together and suspended to one endjof the spear and 
thrown over the shoulder. In many parts of the country — mail runners 
have been exposed to considerable danger from diffrent causes, such a» 
floods, storms, wild beasts, and on occasions to highway robbers. Al- 
though the mails usually contain cash and other valuables, it seldom 
happens that a runner attempts to tamper with them. On the other hand, 
there are many cases on record m which the runners have defended the 
mails in their charge at the risk or cost of their own lives. 

hlails to and from Foreign Coonliies: Postal traffic with foreign coun- 
tries forms an important part of the activities of the Post-Office. The 
earliest mail communication between Europe and India was by sailing 
vessels, starting at iaegular intervals from England and proceeding 
round the Cape of Good Hope. In 1815, the charge for a aingle “letter” 
was 3s. 6d. payable on delivery in India, of which 2d. was paid to the 
ship with an additional 2d. to the commander. But soldiers in the 
service of the Company or the Crown were privileged to send and receive 
letters at the rate of Is. In 1825, the voyage was for the first time 
performed by steam. It was not until 1835 that the Indian mails were 
conveyed over the isthmus of Suez and through the Red Sea. In 1840, 
the Peninsular and Oriental Navigation Company was selected to coil' 
vey mails to Alexandria, and, in 1842, tbe company established a line 
of steamers between Suez, Ceylon, Madras and Calcutta for which in 
1844 It received a contract for five years with a subsidy of £250,000 for 
the combined India and China services. This contract was subsequently 
extended from time to time. It provided in 1853 for a fortnightly service 
between the United Kingdom and India (Calcutta), and in IS67 for n 
weekly mail service to and from India (Bombay) with a transit of about 
twenty-six days. The annua! subsidy increased to £400,000 to be raised, 
if necessary, upto £500,000 to give the company a net profit equal to 
6 per cent on its capital. In 1880, the weekly service and transit of mails 
were brought down to 17J days. In 1888, the conve>’ancc of the 
mails through the Suez canal, instead of across Egypt, reduced the time 
by one day. and later I4J days for tb entire transit. The subsidy 
also came down gradually to £330,000 under the combined Eastern and 
Australian mail service I89S'I905. 

From 1854 to 1869, the trans-European route for mail service between 
the II.K. and Inda was via Marseilles, but towards the end of the latter 
year the service by that route was supplemented by a serv ice via Brindisi. 
The sorting of mails on board and mail steamers in the Indian Ocean 



810 


THE GAZETTEER OF INDIA 


was introduced in 1868 and the mails landed at Bombay ready sorted 
for chief towns. 

Field Post-Officer; The Post-Office was called upon from time to time 
to serve the field forces on military expeditions. Indian postal staff 
went on active service on several occasions, such as with the Persian 
expedition in 1856 and Expeditionary Force in Abyssinia in 1867, in the 
Afghan Wars of 1878-80, Egypt in 1882-83 and Sudan in 1885, with 
the Chinese field forces in 1901, in Somaliland in 1903, in Mesopotamia, 
East Africa and Persia during the World War I and World War II, 

Service Stamps: Upto 1865-66, all official articles were conveyed free 
and the Government Departments concerned were pro-forma debited 
with the postage due from them. The result was in almost unrestricted 
licence to frank letters on public service. In 1867, service stamps were 
introduced and pre-payment of official correspondence was insisted on. 
At first restricted to official articles passing out of Presidency towns or 
outside the limits of the district in which they were posted, it was 
gradually extended, until in 1873 all franking privileges were abolished. 
This tended to keep within reasonable limits the amount of ^official 
correspondence conveyed by the Post-Office. 

The rates of postage applicable of official correspondence were 
originally the same as for ordinary correspondence. But, taking into 
account that the official covers were larger and less troublesome or 
expensive to deal with, the rates were reduced in 1873. Further reduc- 
tions were made in later years by which the permissible weight was raised 
to 10 tolas against 11 tolas for private letters. The rates applied to 
parcels and packets were the same. 

Postal Insurance: The Indian Post-Office has an insurance branch from 
which any Government servant subject to civil rules can obtain a life 
insurance or endownment policy upto Rs. 4,000 or an annuity upto 
Rs. 50 a month. Originally started in 1883 for the postal servants, it 
was gradually extended to civil employees of Government. In 1949, 
however, the facility was extended to members of the Defence Services 
as well as to employees of certain semi-Government institutions. The 
number of policies issued has in recent times declined considerably- 
Between 1955-56 and 1962-63, the civil portion of the life insurance 
policies issued dropped from 17,074 to 4,100 and the military portion 
from 1,026 to 320. In 1950, the grant of loans on the security of the 
policies was also allowed. 

Air Mail Services: India is perhaps the first country in the world to 
have flown mails, although in an experimental way, when on February, 
21, 1911, a de Havilland aircifat carried mails comprising about 6,500 
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letters during a demonstration flight from Allahabad to Naini across 
the river Yumana. Regular use of air services for carrying mails, how- 
ever, had to wait till 1920 when the air service between Bombay and 
Karachi was started. On April 7, 1929, the U.K. — India air mail 
service was inaugurated. Six months later an Indian air company carried 
a feeder air mail service between Delhi and Karachi Th eastern service 
of the K.L.M. and of Air France also traversed India about this time. 
In 1931, the Indian Post-Office introduced the air mail postcard. Under 
the Empire Mail Scheme in 1938, the mail service operated four times a 
week between London and Malaya, touching Karachi and Calcutta. 

There has been steady improvement in the air mail service since inde- 
pendence, and this has kept pace with the extension of air services in the 
country. 

The inauguration of the Night Air Mail Scheme in Nagpur in January 
1949, was a landmark in the history of airborne mails in the country. 
This service, working in conjunction with the day air services at the 
four-terminal stations at Madras, Bombay, Calcutta and Delhi, pro- 
vided a channel for continuous aerial transmission of mails between 
the four corners of India, greatly cutting down the mail transit time. 
This was followed by the “All Up” Scheme on April 1, 1949, under 
which all unsurebarg^ first class mail was given air lift, wherever such 
air lift resulted in speedier delivery. 


In May 1951, money orders were also brought under the “All-Up” 
Scheme and, in September of the same year, insured letters were also 
included. In the following month, the inland letter card, designed on 
the pattern of foreign air letters, was introduced and priced 1 j annas. 

The volume of the traffic carried by air mail, foreign and inland, is 
indicated in the following Table: 

TABLE XXXI 

Volume o( Toftisn and laUnd Air Mailt 
1956-57 1« 196669 (Select Yean) 

(Fisures in thousands) 


Outwards ' Inwards 

Farrign 


Inland 

{lbs) 


1956-57 

1958-59 

J959-«) 

1964-65 

1967- 68 

1968- 69 


r.403 

1,918 

1,749 


10,598 
6.137 (ig) 
7,093 (kg ) 
6,669 (kg.) 


Agency Fnnclions: Among the several agency functions undertaken 
by the Post-Office, the most important is the sale of savings certificates. 
The Five-Year Post-Office Certificates date back to 1917. Besides 
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these, in order to encourage small savings, the Post-Ofiice in the past 
had sold the war loans and in 1940, the Defence Savings Certificates, 
later replaced by the National Savings Certificates. The business reply 
cards were introduced in 1932, and in 1934, on behalf of the Finance 
Department, the Post-Office undertook the sale of revenue stamps for 
use in payment of duty under the Indian Stamps Act. Ten years later, 
it took over the sale of the tobacco excise revenue stamps for the collec- 
tion of fees on tobacco excise licences. A year later, it handled the sale 
of the Central Excise revenue stamps. 

The sale of quinine to the public has been one of the oldest agency 
functions of the post-office. During 1962-63, the Post-Office sold 
through the agency of its offices in Central, Madras and West Bengal 
Circles 317 lbs. and 144,000 tablets of quinine and its substitutes. The 
other States had their own arrangements. 

Since 1947, the department continued to enlarge the sphere of its 
activities. In 1950, on behalf of the Ministry of Health, it put on sale 
the T.B. Seal on its counters. At the instance of the All India Khadi 
and Village Industries Board, arrangements were made to sell Khadi 
Htaidies during September 1954 to March 31, 1955. 

Increase in Number of Post-Offices since 1951 : There has been an accele- 
ration in the development and expanison of the postal services since 
independence. As a result of the Five-Year Plans, the progress has been 
systematic and continuous. The objective in the First Plan, 1951-56, 
was to serve, besides all administrative headquarters such as tehsils, 
tqlukas and thanas, every group of villages located within a distance of 
3.22 km. and having a population of 2,000, provided the annual loss did 
not exceed Rs. 750 and there was no Post-Office within a distance of 
three miles. 

The conditions for opem’ng Post-Offices were relaxed during the Second 
Plan, 1956-61, and the programme aimed at providing Post-Offices to 
each group of villages within a radius of two miles and having a popula- 
tion of 2,000. In addition to these, Post-Offices were also sought to be 
provided at every headquarters of National Extension and Community 
Project Blocks, subject to the conditions relating to the permissible limits 
of annual loss and distance. The conditions for opening Post-Offices 
were further liberalized in 1950 by including also places where schools 
were run by district boards or schools run were approved by the State 
Governments. 

As a result of these steps, the number of Post-Offices in the country 
increased from 36,000 to 55,000 in 1955-56, and to 77,000 in 1960-61. 
The increase during the period of the Third Plan was 20,942. The total 
number by the end of 1968-69 was 102,477. 
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The needs of rural areas received special attention and, as a result of 
this, the number of villages obtaining daily service increased from 
186,661 in 1956-57 to 320,311 on December 31, 1969 There are no 
more '‘No Dak” villages 

There were on the same date 48,991 villages receiving mails at an 
inteival of one week and 7,702 villages at an interval of more than a 
week. There have been a steady improvement during the plan periods 

Mobile Post-OfficesJ In 1948, a novel experiment of a post-office on 
wheels on a fixed schedule was started covering about 150 villages m the 
Nagpur-Wardha-Yeolmal-Amraoti region. This had to be given up as it 
proved highly uneconomic. In the following year, however, a night 
mobile Post-Office was started at Nagpur as an adjunct of the Night Air 
Mail services It was soon extended to Madras, Delhi, Bombay and 
Calcutta. The mobile Post-Office goes to important centres in the city 
at specified hours after dusk and after the normal working hours of post- 
offices- It works during all the days of the year, but does not book money 
orders or do savings bank work. A floating mobile Post-Office was 
opened at Srinagar in 1953, working in a shikora on the Dal Lake and 
the Jlielum river to meet the needs of tourists staying m house-boats. 
Towards the end of 1969, 15 mobile Post-Offices were functioning in all 
“A” Class and “B" Class cities. 

Growth of Postal Traffic and Rctcnucs; Since independence, there 
has been a growing demand for communication facilities represented by 
the postal, telegraph and telephone services and overseas communica- 
tions. The progress during the period of the three Five-Year Plans and 
the three Annual Plans may be judged from the comparative figures 
relating to 1948-49 and 1968-69 set out below: 

Figuro to mittioa 


ItMS-t9 1968-69 

(1) Postal ankles (cwluding money 

orders) 6.056 

(2) Rejislered articles 76 J78 

(3) Money orders 45 100 

(4) Savings Bank (iranwciions) 9 69 


A pcTbpcctivc view of the development of postal facilities related to 
populjf ion is afforded by the figures given In the Table XXXJI. 

With 100,000 Post-Offices, there is a Post-Office for every 6.4 villages, 
5,000 population and 37 $q. kilometres In the country. This compares 
favourably with the statistics of certain foreign countries as shown 
in Tabic XXXIII. 
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TABLE XXXII 


Average Revenue and TrafiBc per head of Population: 1921 — 1968-69 


Year 

Population 

(jnillion) 

Revenue 

Rs. 

Crores 

No. of 
articles 
(inillions) 

Average 
revenue per 
head of 
population 
(.Rs.) 

Average No. 
of articles 
per head of 
population 

1921 

310 

5.82 

1,410 



1931 

337 

i.yi 

1,175 



1941 

392 

9.85 

1,272 



1951 

356 

21.04 

2,270 

0.59 

6.37 

1961 

439 

40.78 

4,029 

0.93 

9.17 

1968-69 

531 

93.98 

6,056 

1.77 

11.41 


TABLE XXXIII 

Average Population and Area per Post-Office in India and Certain 


Foreign Countries 


Country 

No. of 
Post-OJpces 

Population per 
Post-Office 

Area per Post- 
Office 
(Sq. km.) 

Australia 

8,179 

1,204 

942 

Canada 

11,205 

1,542 

862 

Great Britain 

24,937 

2,065 

9,87 

Japan 

15,971 

5,760 

23.10 

U.S.A. 

36,308 

4,802 

264 

India 

88,058 

4,988 

37,30 


The total capital outlay on the Post-Office to the end of 1968-69 is 
Rs. 15.22 crores, of which Rs. 1.05 crorcs are from ordinary revenue. 
The financial results of working the Post-Office disclose fluctuations, 
surpluses in some years and deficits in others. Because of its being 
administered along with the Telegraph Department together with the 
telephones and the radio, the total results are better indicatives of the 
working of the entire organization. The working of the Post-Office 
has on the whole resulted in a surplus. Taking the period 1956-57 to 
1968-69, the surpluses and deficits have been as follows: 


TABLE XXXIV 

Surplus or Deficit in Working the Post-Office during 1956-57 and 1968-69 

(In crores of Rs.) 
Surplus -1- Deficit 

Year -f- 1.33 

1956-57 — 1.99 

1958- 59 + 1.30 

1959- 60 + 0.80 

1960- 61 — 0.87 

1961- 62 + 2.24 

1962- 63 -f 0.79 

1963- 64 -h 3.44 

1964- 65 — 3.28 

1965- 66 — 3.28 

1966- 67 — 8.34 

1967- 68 — 14.12 

1968- 69 ' — 6.16 
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The financial result, of working the Post-OlEcc during 1968-69 arc as 
follows : 


(In Crores) 

Total receipts Ri 93 98 

Net working expenditure Rs. 99.16 

Dividend R$. 098 

Deficit Rs. 6.16 

There are three Reserve Funds. The Renewal Reserve Fund for the 
Post and Telegraphs Department has shown a steady increase under the 
closing balance. From Rs. 5.89 crores in 1955-56, it has gone upto 
Rs.101.55 crores in 1968-69,representing in this year 28.8 per cent of the 
value of the total fixed wasting assets. 

The closing balance in the Capital Reserve (Post and Telegraphs) 
was Rs. 2.29 crores on March 31, 1969. The Revenue Reserve Fund 
(Postal) on this date was overdrawn by Rs. 23.82 crores. 

Telegraphs: The earliest experimental telegraphic lines in India 
were those for which, in 1951, Dr. W. B. O’Shaughnessy, Assistant 
Surgeon and Professor of Chemistry in the Medical College at Calcutta, 
obtained sanction to construct along the Hooghly from Calculta to 
Diamond Harbour, with a branch from Bishlopore to Mayapur and 
an extension from Kukrahati to Kedgeree, making with some short 
additional sections, a total of 132 km. In the same year, offices were 
opened at Calcutta. Mayapur, Bishtopore and Diamond Harbour for 
business connected principally with shipping. To these were added in 
February 1852, Kukrahati and Kedgeree. The receiving instrument 
was a small galvanoscope designed by Dr. O’Shaughnessy and made 
in India, and this pattern continued in use until 1857 when it was re- 
placed by the Morse instrument. 

These experimental lines proved successful and Lord Dalhousie ob- 
tained sanction from the Court of Directors for the construction of lines 
from Calcutta to Agra, Agra to Bombay, Agra to Peshawar, and 
Bombay to Madras, extending in all over 4,848 km. and including 41 
offices. These were opened for paid message traffic in February 1855. 
By 1857, the lines had been further extended, bringing Mysore, Oota- 
camund and Calicut into the system, which now amounted to 7,331 kra. 
of wire and 62 offices opened to public. 

During the revolt of 1857, the Telegraph office was able to render 
notable service, indicating thereby the political value of the telegraph. 
Nearly 3,219 km. of line were constructed during the following 
year in addition to the reconstruction of the lines destroyed during 
the convulsion. Since then the Department has steadily expanded >ear 
by year. Steady progress was also maintained in establishing telegraphic 
connections with countries outside India. All telegrams on the service 
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of the State were paid for, except those relating to the service of the 
Postal and Telegraph Departments. 

Tariff — Local and Foreign: The Tariff was first fixed at Re 1/- for 
each 16 words, including the address for transmission over 644 km. of 
telegraph line and at double this charge on telegrams presented bet- 
ween 6 P.M. and 6 A.M. After several experimental modifications, a 
revised tariff was introduced in January 1882, under which the charge 
was made uniform for all hours of the day and night and for any dis- 
tance, the address being signalled free in all cases. In 1886, telegrams 
were classified into ‘Urgent’, ‘Ordinary’ and ‘Deferred’, the charges for 
these being Re. 1 for 8 words and 2 annas for each additional 
word for ‘Ordinary’, double these rates for ‘Urgent’ and half the 
ordinary rates for the ‘Deferred’. There were several changes in 
the tariff from time to time. 

For messages between India and the U.K., the original tariff was £5 
for 20 words. This was reduced to £2-17-6 in 1868 and raised to £4-10-0 
in 1871. In 1875, this w'as replaced by a word rate of 51- Francs via 
Suez or Tehran and 5 Francs via Turkey. Since 1885 the rates were 
gradually reduced to 2s. The tariff for foreign countries were suscepti- 
ble of variation, being made up of the shares of different administrations 
concerned and in accordance with the alterations in rate made by them 
and the routes employed. 

Press telegrams were given the privilege of despatch at a far lower 
rate than was allowed for ordinary private messages, namely, about one- 
sixth of the usual rate, for inland press messages; about one-third, for 
foreign press messages. 

During 1895-96, the phonogram w'as introduced at Bombay and 
Calcutta, by which any telephone subscriber could for a nominal charge 
read out his telegram by phone to a departmental telegraph office v/here 
it was booked and transmitted to its destination in the usual way by the 
telegraphic service. 

Progress of Telegraph Services: The growth of the telegraph transac- 
tions at the turn of the century may be indicated by a few figures. In 
1860-61, about 17,710 km. of telegraph lines had been opened with 145 
offices. In 1900-1901 there were 88,550 km. of telegraph line with 
1,939 offices which dealt with more than 6,462,000 messages, about 90 
per cent of these being for the public. The net revenue earned by the 
Department, showed a profit in that year of 6.2 per cent on its capital 
outlay, without taking into account the Home charges, including those 
of the Indo-European Telegraph Department. 

The Indo-European department ■was in charge of that portion of 
the system of telegraphs between England and Karachi v,'hich was 
owned by the Government of India. This included: (1) the Persian 
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Gulf section from Karachi to the head of the Persian Gulf and connecting 
the Indian Telegraph lines terminatng at Karachi with the Persiad 
section at Bushire and the Turkish telegraph at Fao. 

Efficient and prompt maintenance and repairs could hardly be under- 
taken without an adequate workshop. A Central Workshop tvas esta- 
blished in 1885 and this was later supplemented by another at Calcutta. 
During World War I, these workshops turned out many useful articles. 
A store depot was opened in Lahore in 1932 There were similar depots 
at Calcutta and Bombay. The workshops manufactured many im- 
portant items such as telephone switch-boards. 

There was a rapid development of the telegraph service after World 
War I, as will be seen from the figures shown in the following Table 
relating to the telegraph offices and licensed offices. 


TABLE XXXV 

Progress of Tetegraph Offices and Traffic 
1921-1936 tSetoct Tears) 


Year 

ending 

March 31 

No. of 
Telegraph 
O^Kes 

A'o. of 
Telegrams 
(in '000) 

Telegraphic 

Revenue 

In lakhs of Rs. 

1921 

3.584 

19.893 

3.24 

1926 

3.851 

18.778 

2,88 

1931 

10.540 

18.124 

2.68 

1936 

10,394 

17.152 

2,68 


A number of additional items of service to the public were introduced 
by the Department during the inter-war period. Among these may be 
mentioned the “Greetings Telegram” as from June 2, 1931, the “De Luxe 
Telegrams” to certain Empire countries in 1938, and the "De Lute 
Inland Telegrams” as from June 1 , 1938. 

The teleprinter system Was introduced between Delhi and Agra. In 
1932, a four-channel HF leJegraph carrier, the first of its kind in India, 
operated between Bombay and Calcutta. The teleprinter routes in- 
stalled on November 26, 1936, were e.xpanded to include two systems 
between New Delhi and Bombay and a sj’stcm each betss'cen Madras 
and Bombay and Karachi and Bombay. 

Tlic telegraph system prior to partition, as on March 31, 1947, stood 
as follows: 


lines aod Cables 
Post lines 

Wire Copper, Iron and Bronze 
Cables, Aerial ii/g, submarine 
Telegrams; 

No. of Press 
No. orOrdinar>' 

Kewnue 


J 33,694 km 
1.138.14S .. 
8.461 


944.107 
242,990 
Rs 7,&4, 65,000 
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Phonograms: 

Booked 

Delivered 

Revenue 


945,553 
358,689 
Rs. 1,18,200 


Development during the Five-Year and Annual Plans; Since indepen- 
dence, the policy of expanding telegraph facilities, particularly in the 
rural and semi-urban areas, was vigorously pursued by the Department. 
Until 1951, no scheme for opening a telegraph office could be taken up 
unless it was profitable. From October 1951 onwards, the policy was 
gradually liberalized. At first, special consideration was given to places 
where the loss in working would not exceed Rs. 500, and this was later 
raised to Rs. 1,000. In September 1953, it was decided to open tele- 
graph offices at all district towns without any limit of loss and, subject 
to a loss not exceeding Rs. 1,000, at subdivisional and tehsil towns. 
During the Second Five Year Plan, the programme of extension of 
telegraph facilities to rural areas with a population of more than 5,000 
was taken up. 

The number of telegraph offices in the country increased from 3,000 
in 1950-51 to 12,612 in 1955-56. 

The Indian Language Telegraph Service in Devnagri script, called 
Devnagri Telegraph Service, which started in nine offices on June 1, 1949, 
covered 2,518 offices on March 11, 1966. The number of telegrams 
in Devnagri script during 1965-66 was 341,766, the total number of 
telegrams handled during the year being 40 millions. 

The programmes of improvement and development aimed at reduc- 
ing the time interval between the initial booking and the delivery of the 
telegrams. This has necessitated the installation, on an extensive 
scale, of modern devices such as teleprinters and tape-relay systems to 
avoid repeated handling of telegrams and the gradual replacement of 
morse working. Further improvement, such as additional teleprinter 
exchanges, telex services and voice frequency telegraph channels, 
contemplated during the Fourth Plan period. 

The financial results of working of the Telegraph Branch during 1968- 
69 may be seen from the following Table; 


TABLE XXXVr 

Financial Results of Working of the Telegraphs Branch during 1968-69 

In crores of Rs. 

Total revenue 22.52 

Total net working expenses* 25.90 

DiWdend to General Revenues 4.06 

Deficit 7.444 

Progressive capital outlay 103.22 

Balance in Renewals R. Fund —1 6.68 

*Includes dividend and contribution to Renewals and Reserve Fund. 
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Telephones: In 1881 and 1882, the Government of India granted 
to the Oriental Telephone Company licences to establish telephone 
exchanges at Bombay, Madras, Calcutta, Karachi and Rangoon. Per- 
mission was given to the company to erect private lines each under a 
separate licence m the localities not covered by the exchange licences. 

In 1882, the Bombay Telephone Company, to which the licence was 
transferred, was established under the Companies Act with a nominal 
capital of Rs. 9.4 lakhs and 90 subscribers. The Bengal Telephone 
Company started in the previous year with 102 subscribers. In smaller 
towns, the Government itself assumed the reponsibility to run its own 
telephone system Even in the larger cities like Bombay and Calcutta, 
where private companies had been given the licences to run the services, 
the Government had its own telephone system for its offices. 

The policy in regard to telephones was laid down in the Simla resolu- 
tion of October, 25, 1883. which stated that the Government of India 
had no desire to compete with private enterprise in the matter of tele- 
phone exchanges in the country but reserved to itself the right to under- 
take such business in places where private agencies were not prepared to 
take it up Also, so long as the business was conducted satisfactorily 
and in terms sufficiently advantageous to the public there would be no 
necessity of taking over. 

By 1900, there were 46 departmental exchanges with 401 exchange 
connections and 535 private lines. The telephone companies at Calcutta, 
Madras, Bombay, Karachi, Ahmedabad. iRangoon and Moulmein had 
2,005 connections and 273 private lines. The magneto exchanges 
eventually gave way to Central battery exchanges and later to the auto- 
matic. A number of public call offices were also functioning in places 
such as Mussoorie, Landour, Dehra Dun and Kulri Bazaar. 

On January 1 , 1 907, irrespective of the number of calls, uniform rates 
were made for 8 hours’, 16 hours’ and 24 hours’ service at Rs. 120, Rs. 135 
and Rs. 150 per annum, respectively, on all connections not exceeding 2 
miles in length from the departmental exchange. Internal instatfation 
charges were also made to vary respectively for these different hours of 
working at Rs. 90. Rs. 100 and Rs. 112 per connection not worked by 
the Telegraph Department. 

In 1914, the first automatic telephone exchange was installed at Simla; 
tho second at Poona. Automatic exchanges were later extended to 
Ootacamund, Gomoh. Allahabad. Delhi and Lahore. The telephone 
companies in Bombay and Madras also kept pace with developments 
replacing their system by automatic system. 

By 1920-21, there were in the country 255 exchanges with 10,703 
connections owned and maintained by the Government of India, of which 
a few were not operated by the Department. The gross rental from 
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the Railways and Canals was Rs. 14.84 lakhs. The licensed telephone 
companies owned 1 1 exchanges with 20,335 connections and these 
earned Rs. 34.91 lakhs. The trunk lines extended to 9,034 km. 

The inter-war period witnessed a boom followed by a world wide 
depression. During this period, there were a number of changes in the 
service and technical sides — in 1923, a 145 km. long distance channel 
between Lahore and Lyallpur, the use of a single channel carrier bet- 
ween Delhi and Agra in 1930 which brought telephone communication 
without erection of additional wire, and radio-telephone connection 
between England and India in 1933 and with Burma in 1936. When the 
World War n broke out there was a sudden demand for communication 
facilities from the administrative and defence services. The Telecom- 
munication Development Board was set up in 1942 to co-ordinate the 
requirements and the plans for expansion. 

During 1941-43, the Government of India exercised their option to 
terminate the licences of the private telephone companies and the Depart- 
ment took over the administration of the Bombay, Calcutta and Madras 
telephones. After the termination of the war and, when independence 
came, it became possible for the Department to undertake expansion of 
its services on a scale adequate to the growing requirements of the coun- 
try. The Federal Financial Integration of the States into the Union 
on April 1, 1950, brought with it the lines previously operated by them, 
consisting of 196 exchanges of varying capacities, designs and installed 
capacity with 13,362 lines and 11,296 working connections. 

Progress under Five Year Plans; Together with the expansion of de- 
velopment of the telephone system of the country came also the moderniza- 
tion of the equipment and their housing in new buildings. With the 
commencement of the Five-Year Plans, the schemes of the Department 
were integrated into the overall national plan. During the First Plan, 
for which Rs. 39.59 crores were provided, considerable progress was 
made on the schemes of automatization and expansion of the Calcutta 
exchange which had not responded to these changes during the com- 
pany management; further progress was made in the development of 
the Madras and Bombay exchanges. By the end of the First Plan, 
109,600 telephones, 347 trunk exchanges and 44,803 carrier telephones 
were added to the system. By the end of the Second Plan, 183,400 
celephones and 564 exchanges were installed. By the end of the Third 
Plan, 401,000 telephones were added giving a total of 870,000 connec- 
tions. 

During the Third Plan and the Annual Plan period of 1967-68 and 
1968-69 the increases recorded against partical items are shown in the 
following Table: 
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TABLE XXXVII 

Development During the Third Flan az>d Anflual Plans Relating to the Telephones 


Thrd Phn Annual Plojis 

1961-62 10 1967-68 1968-69 

1965-66 


(1) 

No. of telephone exchanges opened 

1,537 

266 

271 

(2» 

No of direct exchange lines installed 

359,240 

65,374 

67,058 

(3) 

No. of telephones instiled 

396,415 

83,819 

103,630 

(4) 

Micro-wave route opened (km J 

190 

200 

too 

(3) 

Coaxial route opened (km ) 

3,150 

552 



The quality of the service to the public has been steadily improved. 
Among the changes introduced in recent years may be mentioned the 
progress of long distance dialling. In November 1960, the subscriber 
could tiunk dial on the Kanpur-Lucknow line. The “Own your Own 
Telephone” system introduced in 1949 enabled the applicant to get a 
telephone on advance payment of Rs. 2,500 at Bombay and Calcutta and 
of Rs. 2,000 at certain specified places, being 20 years’ advance payment 
ofrent involving no further payment daring this period except the main- 
tenance and call charges. “Own your Own Exchange” came next in 1950, 
whereby the Department undertook to open a small exchange at any 
station when a loan of Rs. 50.000 at 2i per cent interest repayable 
at the end of 20 years was forthcoming Under the “Phoncom” service 
introduced in 1950, telegrams in Indian languages by telephone can be 
transmitted. The extension of trunk telephone facilities at the district 
headquarters and exchanges at these places having a population of 
20,000 during 1954 brought the facilities of telephonic communications 
to’places which never had them before. There are departmental testing 
organizations at Alipur, Jabalpur, Bombay, Bangalore and New Delhi. 

‘ In recent years, other changes designed to cater to wider public needs 
have been introduced. The “Shared Phone Service” by which those 
who have not been able to get the connection may share with an OYT 
(oivn your own telephone) or a non-OYT subscriber on certain prescribed 
rentals. Some progress has been achieved in bringing out Telephone 
Directories irv Hindi and other regional languages. Cross-bar ex- 
changes, now manufactured in Indian Telephones Industries, are being 
CO mmissioned at an increasing number of places. As of 1969-70. about 
17 places are under cross-bar installation. Telegraph service in Dgv- 
nasri xetipt has been extended to more and more offices, the total number 
as'on December 31, 1969 being 3,444. Teleprinter Exchanges (Telex), 
first introduced in the country on a nation-wide basis in June 1963. with 
the simultaneous commissioning of 200 telex lines at Delhi, Calcuita. 
Bombay and Madras, have been extended to other places. Telexes 
have , during 1960-70, increased to 27, with an installed capacity of 
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6,560 lines. International Telex service, direct and switched, has been 
extended to a steadily increasing number of foreign countries. From 
1,140 calls in 1960-61 the number has gone up to about 155,000 in 1968- 
69 and from 12,000 minutes to well over a million during this nine-year 
period. New trunk telephone exchanges are being opened, and point- 
to-point subscriber trunk dialling introduced on new routes. The aim 
is to facilitate national subscriber dialling. New micro-wave relay 
systems are being established. Other facilities, such as, long distance 
postal call offices, standard application form to expedite processing of 
applications for connections, the measured rate system for local calls, 
leasing of wireless links, services on special occasions to coastal station 
to rescue operations to sliips in distress at sea — indicate the extensive 
range of activities of the Department. 

Manufacture of Telephone Equipment: With a view to attaining self- 
sufficiency in telephone equipment, the Indian Telephone Industries 
was set up in 1948 as a Government undertaking under a 15-year agree- 
ment with the Automatic Telephone and Electric Co. Ltd., Liverpool. 
At the end of the Second Plan, the production of exchange lines in- 
creased from about 50,000 to 120,000, besides transmission equipment 
worth about Rs. 64 lakhs. At the end of the Third Plan, the production 
of exchange lines was expected to increase to 100,000 and to 160,000 
telephone instruments along with a substantial expansion in the trans- 
mission equipment. Actually, by 1967-68, the production of Indian 
Telephone Industries amounted, under automatic exchange equipment, 
to 216,000 telephones, 658 multiple racks, 961 miscellaneous racks, 
42,286 small exchange lines, 58,600 switches and 23,000 relay sets. 
Under transmission equipment, the production in 1967-68 made progress 
and, during the year, several new items were also taken up for produc- 
tion. The sales amounted to Rs. 20 crores. The company made a 
profit of Rs. 153.29 lakhs after providing for taxes. The undertaking 
also entered the export market in respect of sale of equipment to a 
number of countries. 

Teleprinter Production: The Hindustan Teleprinter Factory was 
started in December 1960 with the Government holding all the shares 
and with Italian collaboration, namely, with Messrs. Olivetti of Italy. 
Production of teleprinters reached 3,800 by 1967-68, the indigenous 
content being steadily increased to 84 per cent of the bought out 
components of major parts. The expansion programme now envisages 
a production capacity of 8,500 units by 1970-71 as compared with the 
earlier target of 1,300 teleprinters by the end of 1963-64. The manu- 
facture of Devnagari teleprinters has been started and the first batches 
had been released for use in July 1968. 
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Orerseas Commonication Serrice: Prior to the Government of India 
taking over, the external communication services were under the India 
Radio and Cable Communications Company, itself being the successor 
of the Cable Companies operating in India since lg70. The Overseas 
Communication Service was constituted as a nationalized undertaking 
under a Director-General vihh headquarters at Bombay on January 1, 
1947. With a network then consisting of two submarine cable tele- 
graph services, five radio telegraph services, one radio telephone service 
to t/.K. and a restricted radio-telephone service to U.K., India was 
primarily dependent upon London as the clearing house for most of hei 
overseas telecommunications traffic. 

There has been considerable expansion since then. By the end of 
the Second Plan, India had, through 25 wireless telegraph, 25 radio- 
telephone and 12 radio-photographic services, established direct radio 
contacts with 28 countries. 

The service, with its four gateway centres at Bombay, New Delhi, 
Calcutta and Madras, handles the submarine telegraph cable system 
from Bombay and Madras and the radio-telegraph and radio-telephone 
systems from all four centres. The submarine telegraph cables are 
owned and maintained by Messrs Cable and Wireless, London. By 
switched service, these direa connections with the international trunk 
routes are available with practically all countries of the world. Radio- 
telephone is also available xia London to a number of ships of British, 
American and other foreign rc^slries It has also provided other 
services, such as multi-address broadcasts for Indian diplomatic posts 
abroad, news transmission services from Bombay for press, leased tele- 
graph channels for long-distance radio-typewriter to private customs 
and the international tele.r service, enabling the subscribers in Bombay 
to have immediate teleprinter connection with another in the U.K. or 
any one of a number of other countries. Radio-photo services arc 
available with 28 countries. 

The hnancial results of working and traffic of the Overseas 
Communication Service are sumnicrizcd in the following Table. 

TABLE XXXVIII 


Finanda! Results and Tnfilc of tbe O.CS. for SeiKt Years 

(In tbousands) 


Year 

Gross Keremtes 

Set Profit 

Capita} Assea 


R». 

R». 


t9!0-5i 

I47J4 

46,61 

72,75 

I95S-66 

175,58 

42,40 

148;28 

1960-61 

214.80 

69,22 

270,35 

1962-64 

285,25 

127,22 

401,61 

1964-65 

42JJ0 

117.86 

42140 

1965-66 

262,16 

178,65 

44J44 

1966-67 

491.89 

261.35 

47741 

1967-68 

497,07 

245,<M 

500,69 

1968-69 

esL 537.37 

263,69 

990.68 
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TrafiSc 


Radio Photo 


Year 

Radio Telegraph 

Radio Telephone 

Telex Traffiic 

Messages 

(jnillion) 

Words 

Minutes Sq. Cuts. Calls 
(thousands) (thousands) (thousands) 

Minutes 

1950-51 

2.64 

70.08 

51.96 

llA 



1955-56 

2.97 

78.33 

138.61 

124.83 



1960-61 

2.79 

77.69 

287.86 

346.40 

1.14 

12.8 

1963-64 

2.83 

87.79 

254.41 

319.05 

15.13 

103.1 

1964-65 

2.98 

96.51 

280.66 

712.92 

44.80 

306.3 

1965-66 

3.06 

119.03 

362.82 

919.10 

75,58 

541.0 

1966-67 

3.16 

98.95 

423.29 

473.35 

84.72 

589.1 

1967-68 

3.23 

102.97 

520.00 

1,010.00 

114.56 

803.7 

cst. 1968-69 

3.39 

108.00 

•• 

•• 

155.00 

1,080.0 


The growth in demand for overseas tele-communication facilities in 
India has reached proportions which cannot any longer be met by con- 
ventional HF radio facilities. India has, therefore, to provide herself 
with modern facilities like wide band micro-wave communications v/n 
satellites. India has joined the international consortium of nations 
set up for installing a global communication satellite system. India’s 
share of capital participation in this consortium is one half of one per 
cent. Plans are in progress to establish an earth station at Arvi, near 
Poona to utilize communication satellite facilities when they become 
available to this part of the world. 
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Chapter X 


TRADE AND COMMERCE 

I. Inland Trade 

The size of the total market is in modem economic literature regarded 
as an important determinant of economic progress just as the share of 
the market of each unit determines its survival value. Thus value and 
quantum of trade — foreign as well as domestic — provide a major para- 
meter of economic strength, actual and potential. Even in large coun- 
tries with a well-knit transport and communication system with the 
outside world, inland trade is generally much greater than international 
trade which touches a comparatively few commodities and a relatively 
small portion of them. In the case of the United States of America, for 
instance, inland trade has been calculated over a decade to be about ten 
times foreign trade. In India’s case, where production is largely for home 
consumption, and commumcations with the world outside are fe^v, 
domestic trade must be relatively more important, though qualitatively 
foreign trade would be more sigoificaot because of its ability to supply a 
vast range of goods not produced in the country. But even here for 
exports, domestic production must provide the base of an export strategy 
which must have a "surplus” over domestic needs in order to endure. 

We may begin our discussion with the size of India's inland trade. 
It may be best to begin with a definition in view of the terminological 
confusion that surrounds the subject. Inland trade may be taken to 
include all exchanges that go through the money mechanism. In this 
sense, it can be said to be fairly measured by the total money 
transactions in the country. In any worthwhile sense, however, 
transactions pertaining to the same goods in the same form should not 
enter more than once, only because they change hands twice or thrice 
from the producer to the consumer. To be on a comparable basis with 
foreign trade, once the value of one commodity used as input is taken 
' ' ’ ■ "be calculated later, and both 

•f such trade Is available. In 
1921, K. T. Shah made an estimate of total Inland trade of Rs. 2,500 
crores compared with Rs. 550 crores of foreign trade. The jear 1921 
can however, hardly be «tUcd a normal one. A substantial portion of 
our food and other rural production is for self consumption or exchange 
in kind; and this portion must be excluded from trade estimates. The 
estimate size of inland trade for the National Planning Trade Sub- 
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Committee was Rs. 6,000 crores for 1925-29 (excluding Burma and Indian 
States). The sub-committee on trade thought this estimate should be 
raised to Rs. 7,000 crores to allow for the trade of Indian States. The 
estimate was for the total turnover. A more accurate estimate of the 
upto-date trade comparable with exports would be about Rs. 17,500 
crores — about fifteen times the export trade*. This higher figure 
considerably underestimates the real change that has taken place in the 
interval due to difference in the method used. 

While statistics of the aggregate value of inland trade have certain uses, 
much more important from our viewpoint would be the composition 
and the direction of this trade, their behaviour over time, and break-up 
into rural-urban, and regional-interregional. No such overall figures are 
available. What is available is scattered information regarding some 
types of movement of goods. Statistics regarding rail movement are 
available, a great spurt in the ..total goods’ traffic by weight. Value 
figures cannot be obtained. Indian Railways carried 93.0 million metric 
tonnes of goods in 1950-51; by 1968-69 the goods carried had increased 
to 204.0 million metric tonnes — an increase of 119.4 per cent in about 
two decades. Figures of rail movements of principal commodities 
showed a similar upward trend, the increase being most marked in 
case of cement, iron and steel, iron and other ores, and paper and 
paper-boards. The rail movements of oil-seeds, vegetable oils, cotton 
manufactures jute, and jute manufactures and tea declined or remained 
stagnant (Table 1). 


table I 

Movement of Principal Commodifies by Rails 1950-51, 1960-61 and 1968-69 

Railway Movement Percentage of rail 

Commodities {in ’000 tonnes) movement to production 



1950-51 

1960-61 

1968-69 

1950-51 

1960-61 

1968-69 

Coal 

30,811 

50,396 

68,638 

94.2 

95.8 

91.6 

Cement 

2,471 

6,548 

9,397 

93.1 

83.5 

78.-7 

Iron and steel 

2,750 

7,588 

9,652 

146.2 

138.2 

128.1 

Iron and other ores 

3,055 

11,140 

21,916 

82.3 

75.1 , 

84.4 

Manganese ore 

881 

1,230 

1,268 

98.2 

102.6 

81.8 

Foodgrains 

7,805 

12,659 

15,849 

14.8 

14.7 

15.9 

Oil-seeds 

1,595 

1,517 

1,360 

30.9 

22.9 

19.6 

Vegetable oils 

— 

— 

— 


— 

— 

Sugar 

933 

1,488 

775 

82.3 

49.1 ■ 

21.8 

Raw cotton 

525 

536 

'473 

71.4 

45.1 

43.8 

Cotton manufacture 

472 

380 

269 

- 81.0 

38.3 

22.0 

Raw jute _ 

470 

644 

677 

78.9 

86.6 

114.4 

Jute and jute manufacture 

271 

263 

278 

31.9 

24.3 

25.6 

Salt 

1,576 

1,981 

2,728 

59.2 

57.7 

54.1 

Tea 

265 

250 

260 

95.0 

77.9 

77.2 

Paper and paper-boards 

193 

442 

795 

92.8 

99.3 

103.4 


* The national income for 1967-68 is estimated at (current prices) Rs. 27,900 crores. 
Consumption not entering into exchange may be placed roughly at Rs. 9,200 
crores. The remaining may be compared with the exports of Rs. 1,200 crores. 
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More recent figures are available only for wagons loaded. They 
show a similar tiend for most of the common commodities. Iron ore 
movements show the largest increase. The wagons loaded of cemert, 
pig iron, iron and steel, and grams and pulses also have considerably 
increased. On the othei lund, movements of r^w cotton and cotton 
manufactures show a decline (Table U). 

TABLE II 

Number of Waiioos Loaded by Commodities 


Broad Gauge Meter Gauge 



1951-52 

1960^1 

196S-69 

1951-52 

1960-61 

1968-69 


1,145 

1,337 

2,176 

207 

254 

338 


358 

455 

565 

26S 

382 

375 


50 

59 

60 

51 

73 

61 


35 

30 

26 

26 

22 

24 


24 

13 

6 



48 


43 

56 








59 

7 






73 



79 

65 

25 

189 




102 

213 

320 





14 

50 





Iron end steel (others) 

117 

10 

260 

13 

17 

27 

19 

20 

Mangdticsv ore 

49 

146 

58 

446 

50 

904 

8 

75 

85 


2 




S 


Total number of 
wasons loaded 

4,230 

6,164 

8,557 

2,607 

3,593 

3,693 


Estimates of the volume of traffic carried by road vary widely accor- 
ding to the assumptions made and the organizations attempting them. 
For instance, the ton miles performed in 1958-59 by commercial road 
transport were estimated at 8,500 millions by the Secretariat of the 
Committee on Transport Policy and Co-ordination, at 12,800 millions 
according to the data given by the Indian Roads and Transport Develop- 
ment Association and 17,400 millions on the assumptions indicated by 
the Railway Board. It is, therefore, difficult to say anything precise 
on the point. The only firm data are the number of trucks registered 
in India which show an increase between 1948-49 and 1968-69 — from 
73 thousand to 301 thousand. The trucks numbered 82 thousand m 
1950-51 According to the estimates of the above Sccrctanat, road 
transport carried 11 per cent of the total tonne kilometres moved in 
1948-49' in 1968-69 the share increased to about 24.2 per cent. Since 
relatively more of the road traffic is of high-priced goods and for short 
distances, llic proportion of goods carried by roads to the total move- 
ment by rail and road by value roust be greater. 
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Statistics of inter-block trade by rail and steamer are available in a 
long time series; figures of trade within the bloc are not unfortunately 
available. Break-down by certain important commodities can also be 
obtained. These, however, partake of the nature of international or 
inter-regional trade statistics where the creation of new States or amalga- 
mation of existing States vitiates the series. The trade blocks are mostly 
based on political boundaries. The changes in the number and boun- 
daries of the States that have taken place since independence have, 
therefore, made these figures non-comparable over years. For example, 
the earlier figures pertained to 22 principal blocks, we have now 31 blocks 
of which 9 are port blocs (Andhra ports, Bombay, Calcutta, Cochin, 
Goa, Madras port, other Madras ports, Pondicherry and Saurashtra 
ports). Exports from these ports by rail are often re-exports of foreign 
goods, and imports into them are for export abroad. The port figures 
have, therefore, to be interpreted after taking into account the foreign 
trade through them. The annual figures show in all major commodities 
— agricultural, mineral and industrial — a great inter-dependence. Many 
manufactured and other commodities are, however, not included in this 
series; and the absence of value figures makes it impossible to draw any 
balance of trade picture for the blocks (Table TTT) . 

TABLE m 


Commodities Major exporting trade blocks 


Rice (not in Ports (Andhra, Cochin, Calcutta), 
hush) West Bengal, Punjab, Orissa, 

Tamil Nadu. 

Wheat Ports (Andhra, Gujarat, Cochin, 

Tamil Nadu, Bombay, Calcutta), 
Punjab. 


Jute raw 
Raw cotton 
(lint) (Indian 
and foreign) 
Cotton 
piecegoods 


Assam, Bihar, West Bengal. 
Rajasthan, Punjab, Karnataka, 
Maharashtra, Madhya Pradesh, 
Gujarat. 

Gujarat, Madhya Pradesh, Maha- 
rashtra and Bombay port. 


Coal and Bihar, Madhya Pradesh, Maha- 
Coke rashtra, Orissa and West Bengal. 


- Iron and 
steel bars, 
sheets, 
girders and 
other forms 
Oil-seeeds 


Salts 


Bihar, Ma^ya Pradesh, West 
Bengal, Orissa, Punjab and Cal- 
cutta ports. 


Andhra Pradesh, Gujarat, Maha- 
rashtra, Madhya Pradesh, Punjab, 
and Uttar Pradesh. 

Gujarat, Maharashtra, Rajasthan 
and Gujarat ports. 


Major importing trade bl ocks 

Ports (Calcutta, Tamil Nadu, 
Cochin), Andhra, Kerala and 
Maharashtra. 

Andhra Pradesh, Assam, Bihar, 
Delhi, Gujarat, Madhya Pradesh, 
Tamil Nadu, Maharashtra, 
Karnataka, Punjab, Raj^han, 
Uttar Pradesh and West Bengal. 
Calcutta Ports and West Bengal. 
Uttar Pradesh, Tamil Nadu, 
Gujarat, Andhra Pradesh, and 
Bombay port. 

Bihar, Madras, Uttar 

and Oilcutfa and Tamil Nadu 

ports. 

Andhra Pradesh, Delhi, Gujarat, 
Tamil Nadu, Karnataka, Raja- 
sthan, Uttar ' Pradesh and 
Calcutta port. 

Andhra Pradesh, Assam, De'^ 
Gujarat, Tamil Nadu, Maha- 
rashtra, Uttar Pradesh and ^1- 
cutta, Bombay and Madras 
ports. 

Bihar, Tamil Nadu, West Bengal 
and Bombay, Calcutta ports. 

Bihar, Madhya Pradesh, Orissa, 
Uttar Pradesh, Karnataka. 
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Table III (Contd.) 

Sugar (in- Andhra Pradesh, Bihar. Maha- 

cluding rashtra, Uttar Pradesh. 

Khandsan) 

5|8ar — raw Andhra Pradesh, Punjab, Maha- 
(Cur, jaggery rashtra, Uttar Prad^ Tamil 
and Shakkar) Nadu . 


Gujarat, Madhya Pradesh, 
Rajasthan, West Btn^ and 
Bombay and Calcutta ports. 
Gujarat, Rajasthan and Cal- 
cutta ports 


The defects of inland trade statistics have been widely connnented 
upon and were ascribed before independence to the indifference of foreign 
rulers to internal trade. This reasoning no longer holds good but defi- 
ciencies largely persist. 


II. ETolatinn of Foreign Trade 

Evolution before Independence: Since the dawn of civilization, India 
seems to have been eminent in the field of foreign commerce. The 
diversity, quantity and prosperity of tius trade were the envy and admira- 
tion of the world, but judged by the present stcJidard the quantum 
would no doubt appear insignificant. The internalioDal division of labour 
then showed India to be comparatively very developed. In earlier 
periods Inditi seems to have exported isaouraciures like fine cotton 
and silk textiles, iron goods, wooden goods, ivory work, precious stones 
and indigo, and imported gold and raw materials like silk, metals, etc. 
Great Britain in its early years of tbe Industrial Revolution found it 
necessary to protect many of its new manufactures against imported 
Indian products. This was indeed a great tribute to the comparative 
stage of dflistie and technical excellence that India had reached. 

Modern Indian foreign trade may be said to have made a firm start in 
1870, after the opening of the Suez canal, the rapid development of the 
shipbuilding industry, the spread of Industrial Revolution in Europe 
the opeiUQg of the Indian railways and the firm establishment of peace 
and order in India after the chaos that had followed in the wake of the 
break-down of the Mughal system of administration. Indian foreign 
trade in this period had three distinguisWng characteristics — the im- 
portance of raw materials in exports and of manufactured goods in 
imports, the overwhelming importance of the U.K. as a supplier of 
imports and only a little less so as a market for exports and a favourable 
balance of trade. Th«e characteristics continued to mark Indian 
foreign trade for seven decades, though -n a modified form. Total 
foreign trade increased in value at an annual compound rate of 4 per cent. 

Perctnuge inertaw li> tv** ovw preiioM decade 
1879-1980 to 1888-89 46.1% 

1889-1990 to 1898-99 22.9Ji 

1899-1900 to 1908-09 44.7% 

1909-1910 to 1918-19 49J% 

1919-1920 to 1928-29 51-1% 
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The above position continued till the Great World Depression inter- 
vened and changed almost all the earlier features of world .trade; 
the quantum growth, though lower, was satisfactory. 

Indian trade expanded at a faster rate than the trade of many developed 
nations in the period prior to the First World War, but afterwards its 
relative performance was less satisfactory. Different groups of commo- 
dities naturally participated in tliis increase in different proportions. 
Manufactured imports increased less then imports of raw materials, a 
first indication of more rapid industrial-'zation. Exports of manu- 
factured goods also advanced at a higher rate than those of raw materials, 
though the change was not as significant as in the case of imports, for it 
was to the domestic market that new production, particularly textiles, 
was largely directed. 

TABLE IV 


Annual Percentage Increase of Exports and Imports 
of Raw and Manufactured Products 



Between 

Annual percentage increase 
Between Between 

Between 

Manufactured Imports 
Raw Imports 
Manufactured Exports 
Raw Exports 

1879 
and mi 

2.8 

6.5 

15.0 

3.0 

1892 
and 1907 

6.2 

8.5 
• 9.3 

3,8 

1906-7 

andmi-U 

15.3 

26.0 

7.3 

3.8 

1912-13 

and\ni-n 

3.0 

6.0 

3.3 

2.5 


The same tendency was manifest during the Depression, Recovery and 
War periods. 


These transformations were w’elcome to Indian opinion. Because of 
the diversity of its resources, its size and its development, the index of 
export dispersion in India was much higher than that of other similar 
underdeveloped economies. The foreign trade of India thus began to 
reflect the economic structure of an industrializing country. Both 
^port and import trade became less dependent on Great Britain;' 
Germany, the U.S.A. and Japan participated in the share thus released. 
In the five years ending 1869-70, U.K. accounted for 53.2 per cent of 
our exports and 73.7 per cent of imports. Table V indicates the 
broad change since 1901. 

During the depression, due to peculiar circumstances, U-.K. partially 
gamed the lost ground, but this was a special phenomenon likely to be 
reveled soon. In this long period involving the First World War and 
the Great Depression, most of the years, were characterized by heavy 

were only two years marked with trade deficit, 
iyzu-2I and 1921-22 and a few years of small surpluses. While apart of 
• necessary to meet the deficit on invisible account 

incu mg Home Charges’, a substantial surplus remained even on 
current account and except in the thirties. Imports of precious metals 
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could be financed from this. Modern planners would look back v.'ith 
envy on this feature, which might have been utilized for imports of capital 
goods to accelerate industrialization if there had been a real will directed 
to that end. 

In judging this period and comparing it with later ones, there is one 
special feature of this period that should be remembered. Throughout 
this period, with the exception of the First World War, free multi-lateral 
trade prevailed. It was such an article of faith with the British rulers 
that they carried it to a ridiculous length in the matter of cotton import 
duties, when they insisted on lowering the small revenue duties on 
imported cotton yarn and manufactures, and countervailing them by 
excise duties. This article was haltingly departed from with the policy 
of discriminating protection laid down by Indian Fiscal Commission. 
More important departures were necessitated by the policies followed all 
over the world in the depression which led in India to the adoption 
of the Imperial Trade Preference and the Trade Agreements Mth U.K. 
and Japan. But even during this period, direct controls either on the 
commercial or ‘exchange side were infrequent, and the discrimination 
practised was mild. The trade developments of the period can, therefore, 
be truly described as the results of free trade policies. 

The Second World War changed greatly the quantum, composition 
and direction of Indian foreign trade. Owing to shipping shortages, 
non-availability of goods abroad, cessation of trade with enemy and 
enemy-occupied countries (whose number increased with the course of 
war) etc., the quantum of imports declined sharply, even though our 
wilh’ngness and ability to pa}' for imports increased. Some of these 
adverse factors also operated on the export side, but the allied demand 
for defence and other essential goods w’as insatiable, and India’s capacity 
to export was strained to this end. The export quantum, therefore, 
decreased less. Exports at their lowest level in 1943-44 w’ere more than 
half the 1938-39 level; imports fell in 1942-43 to two-fifths of the pre 
war level. Exports of textile manufactures — cotton and jute, greatly 
increased, while exports of raw cotton shrank. On the import side, raw 
materials and semi-manufactures, especially cotton and mineral oils, 
increased in importance; imports of machiner}', iron and steel and 
cotton manufactures declined. Trade with Western Europe (excluding 
U.K.) and Japan ceased; and their place was taken up by the U.S. The 
British Empire became a more important purchaser of Indian goods. 
These changes were, however, the results of \var-time circumstances and 
carried within themselves the seeds of their reversal. During the war, 
the Indian economy had been greatly starved both of consumption goods 
and capital goods, and there v/as a large pent-up demand for imports. 
Individuals and businesses had accumulated surplus liquid funds, which 
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coufd be utilized for purchases from abroad. In the case of Railways 
ind many other industries, an urgent rehabilitation programme was 
essential. Even after the end of the war, however, owing to world 
scardlyof goods, competing ejaims of reconstruction from all over the 
world, dollar scarcity, and inconvertibility of sterling balance, the return 
to normalcy was likely to be postponed. As these limitations disappeared 
one by one, war-time trends were likely to be reversed, and after an 
initial period of adjustment and adverse balance of trade, a new and 
more normal pattern was likely to emerge. 


Evolution after Independence: As it happended, however, before things 
could settle down to normal, important political events intervened which 
placed persistent pressure on India’s balance of payments. In August 
1947, two years after the cessastion of war, came partition and inde- 
pendence. Hitherto, India and Pakistan had been one country, and 
trade between them had developed unhindered. Their economies had 
become highly inter-dependent. India produced most of the manu- 
factured cotton and jute goods, while PaUstao supplied 73*80 per cent of 
raw jute and 40 per cent of cotton required by these industries. West 
Pakistan having a larger proportion of irrigated land was surplus in 
foodgrains, and though the EasUrn part (now Bangla Desh) was 
deficit, on the whole Pakistan had a small surplus which went to all^ 
vidte the substantial food deficit of undivided India. Pakistan, on the 
other hand, used to purchase coal, cement and a variety of other manu* 
factured goods from India. Table VI showing trade between India and 
Pakistan gives a broad idea of the division of labour that hid developed. 

TABLE Vl 

Indb’s Trade Wilb PaLbUns 194M9 

(iftcrores of rupees) 


Raw jute 

Raw cotton 

Aencultuial seeds 

Foodgrains 

Hides and sltins 

Building and engineering 

items 

Others 


CeCtoR nasufactures 
Jncl. yam 
Jute manufactures 
Manufactured tobacco 
Artificial silk goods 
Vegetable and other non- 
essential oils (mainly mustard oil) 
Teachesu 
Spices 

Coal and coVe 
Tea 

Molasses 

leather 

Metals (iron and steel) 

Boots ard shoes 
Sugar 

Rubber manufactures 
Olhets 


10709 


7Z.41_ 
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Partition was bound to have in due time important effects on the 
course of Indo-Pakistan trade, apart from the purely statistical effects 
that would ensue because of changing a part of the formerly internal 
trade into foreign trade. Pi kistan was likely to pursue a vigorous policy 
of industrialization, even as India had done earlier, and naturally the 
industries it would tlu'nk of developing first would be the simple jute and 
cotton textile industries, for which the raw materials were being domesti- 
cally produced in abundance, thus reducing the exportable surpluses of 
these raw materials. On the Indian side, the scarcity of foreign exchange 
and the decrease in Pakistani demand for Indian manufactured goods 
would lead to a policy of import substitution in respect of raw cotton 
and jute. But given understanding and willing acceptance of the conse- 
quences of the new situation the process could have been more gradual, 
and the transition could have been made smoother by suitable agree- 
ments. This would also have helped the quicker development of both 
countries. Unfortunately, the atmosphere in which partition was agreed 
to and the events which followed in their wake vitiated the climate for 
such an agreement. When India devalued in 1949, and Pakistan did 
not, raw jute prices raised alt the difficulties connected with the determina- 
tion of a fair and equitable price under bilateral monopoly. The 
views of both sides so conflicted that a trade war ensured, and legal trade 
was confined to a trickle in spite of many effort.s made to arrive at satis- 
factory trade agreements. Imports from Pakistan declined to Rs. 44 
crores in 1949-50 and exports to Rs. 40 crores. This put an additional 
strain on the Indian economj'. 

The year 1947 witnessed another major difficulty for India. The 
1946 U.S. loan of $3,750 millions to the U.K. was exhausted by Septem- 
ber, 1947, much earlier than anticipated without doing any perceptible 
benefit to the British economy and e.xchange control all over the sterhng 
area w'as tightened. As a measure of alleviating the strain on the balance 
of payments, England and many other members of the sterling area 
including India devalued in September, 1949. Though it was a pro- 
tective devaluation meant only to safeguard the export position vis-a-vis 
other members of the sterling area, it liad the effect of increasing the value 
of Indian exports. Import control was so tightened that imports di- 
minished ev'en in terms of rupees. The Korean War boom gave a brief 
welcome upward thrust to exports, through changes in e.xport prices. 
Imports w'ere liberalized but owing to scarcity of goods they did not 
show a substantial increase till 1951-52 when they reached the peak of 
Rs. 979 crores, 

On Januarj' 26, 1950, India w'as declared a Republic. One of the 
first major steps taken by the Government was the setting up of a Plann- 
ing Commission and the adoption of Five-Year Plans to increase the 
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tempo of economic development and the more equitable distribution 
of its fruits. It took some time for the impact of the Plan to be felt on 
foreign trade. But by the second year of the Second Five Year Plan, 
1957*58, it led to a radical transformation in the structure of our 
import trade. 

The aim of the First Five Year Plan was largely the restoration of the 
pre-war per capita standard of living though it was also aimed to build 
the overheads and lay the foundations for rapid progress in future. It 
was a modest plan of a Rs. 2.069 crores, aiming at a national income 
increase of 11 per cent. The next Plan was much bigger, contem- 
plated a relatively greater investment in industries, was heavy industry 
oriented, and aimed at the socialist patttem of society. It visualized 
a public sector outlay of Rs. 4,800 crores and a national income increase 
of 18 per Cent. The Third Plan was cast in the same mould and esti- 
mated a public spending of Rs. 7,500 crores to achieve a 30 per cent 
income increase in total income and 17 per cent rise in per capita income. 

The three Fve-Year Plans were followed by three annual Plans 
covering the period 1966-1969. These annual Plans involved an outlay 
of Rs. 6.665 crores in the public sector. The Fourth Five Year Plan 
covering the period 1969-1974 places the public sector spending at 
Rs. 15,902 crores. 

The size and nature of the First Plan meant a modest quantum of 
developmental imports. Favourable monsoons and good food produc- 
tion in the later years of the First Plan reduced the need for food im- 
ports, so that foreign aid and use of sterling balances were minimal. 
The draft on foreign reserves was only Rs. 127 crores as against the 
estimate of Rs. 290 crores. Net long-term private and official capital 
and official donations accounted for only 8 per cent of the exchange 
receipts and 10 per cent of Plan expenditure. With increases in public 
and private investment, however, developmental imports greatly 
increased. By the middle of the Second Plan, the demand for imports 
had so greatly increased that in spite of using up the available foreign 
exchange reserves and generous foreign aid amounting to 24 per cent 
of Plan outlay, not even the Plan or developmental imports could be 
permitted, and foreign exchange became a severely limited factor on 
the progress of the Plan. The rap’d industrial progress and the 
import-substitution programmeslaunched since then have not helped 
the position substantially. Throughout this period, India had to 
maintain a delicate balance between the natural desire to permit the 
imports essential for achieving the Plan target (and the foodgrain 
imports required to feed her teeming millions), and the need to live 
within the bounds of forrign exchange receipts on current and long- 
term capital account (Table VII). 
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TABLE Vn 

Foreign Trade of India Value and Quantum 

(Rs. in crores) 



Ex- 

ports'^ 

Im- 

ports 

Balance 

of 

trade 

Export 

ffiuan- 

tiim 

Import 

ffiitan- 

tiim 

Export 

price 

Import 

price 

Terms 

of 

Trade 






(Base; 

: 1952-53—100) 


1948-49 

459 

644* 

—185 

92 

114 

84 

78 

108 

1949-50 

506 

648 

—142 

94 

131 

85 

75 

113 

1950-51 

601 

650 

— 49 

105 

100 

93 

81 

115 

1951-52 

733 

970 

—237 

90 

135 

142 

101 

141 

1952-53 

577 

702 

—125 

100 

100 

100 

100 

100 

1953-54 

531 

610 

— 79 

100 

93 

92 

92 

100 

1954-55 

592 

656 

— 64 

105 

no 

98 

89 

no 

1955-56 

596 

679 

— 83 

115 

116 

90 

87 

103 

1956-57 

604 

841 

—237 

110 

137 

94 

91 

103 

1957-58 

561 

1,035 

—474 

119 

156 

94 

98 

96 

1958-59 

681 

906 

—325 

108 

140 

93 

92 

101 






(Base 

1958 — 

100) 


1959-60 

640 

961 

—321 

107 

no 

100 

93 

107 

1960-61 

660 

1,140 

—480 

100 

128 

no 

96 

115 

1961-62 

680 

1,107 

—427 

105 

121 

109 

98 

111 

1962-63 

714 

1,136 

-^22 

112 

131 

106 

94 

113 

1963-64 

193 

1,223 

—430 

126 

135 

105 

97 

108 

1964-65 

816 

1,349 

—533 

135 

146 

107 

29 

108 

1965-66 

805 

1,408 

—603 

124 

154 

113 

104 

109 

1966-67 

1,157 

2,078 

—921 

119 

149 

169 

150 

113 

1967-68 

1,199 

2,007 

—808 

122 

166 

169 

136 

124 

1968-69 

1,360 

1,862 

—502 

142 

151 

166 

141 

118 


*Indudes re-exports. 

*Excludes land trade with Afghanistan and Iran. 


in. Analysis of Foreign Trade 

Exports : Since the exports were less affected by restrictions than imports, 
one may begin with a brief account of how they fared. Tire great scar- 
cities immediately after the end of the Second World War led India to 
resort to export quotas and duties to maintain domestic supplies and 
contain inflation. Destinational export quotas were laid down to en- 
courage exports to hard currency areas. The fear of the domestic 
consequence of devaluation and the Korean export boom strengthened 
this restrictive tendency. Nevertheless, the boom had a stimulating 
effect on exports, whose quantum increased from 92 in 1948-49 to 105 
in 1950-51. In 1951-52, exports fell below 1948-49 level, but the export 
price index increased to 142, leading to the record export earnings of 
Rs. 733 crores. The First Five Year Plan document devoted some 
thought to the need for increased exports, and provided for substantial 
increases in production of certain export crops like oil-seeds. It was 
estimated that by the end of the First Five Year Plan exports would rise 
by 10, per cent over the already high 1950-51 level and 30 per cent 
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over a 194849. Compared with the later period cotton piece-goods, 
manganese ore, coal and coke, and coir exports were expected to 
double or even do better. Exports, however, reached the 1950-51 
quantum only in 1954-55 and in value terms in 1955-56 (l95\-52 as 
noted above was an exception for the value of exports). 

The Second Five Year Plan began with a happier domestic situation 
with many export controls removed and little need for discrimination 
in export supplies It was only with the exchange crisis in 1957-58, 
that the need for increasing exports was greatly felt. It was realized 
that imports could not be further appreciably curtiled without hamper- 
ing development, and the prospects of aid to cover the entire gap between 
the export earnings and the payments for imports needed for mainte- 
nance and development at a satisfactory rate were remote. Export 
promotion committees were appointed, and according to their recom- 
mendations export duties were removed or reduced, restrictive export 
quotas largely eliminated and provision made for rebate or drawback of 
import duties on raw materiah and components used in manufacture of 
export goods. R^Iway freight concessions were given for some items, 
import facilities provided and certain concessions given in direct taxes. 
Export Promotion Councils were set up for important export commo- 
dities and in some cases Commodity Boards were entrusted with the 
function of export promotion. Emphasis was laid on the need to 
diversify export trade by exporting new manufactures in engineering 
goods, chemicals, plastics etc. Certain instituional changes like the 
State Trading Corporation, bilateral tra<k treaties and rupee payment 
agreements were attempted. Their total effect during the Second Five 
Year Plan was negligible. The average value of exports in the period 
were about the same as in the earlier Plan period, including 1951-52. In 
terms of quantity, there was an increase of 10 per cent. 

The Third Five Year Plan commenced with a recognition of the urgent 
need for export increase. On very conservatiw estimates, financing the 
imports needed for the fulfilment of a Rs. 10,000 crore overall imestment 
programme required awrage additional export earnings of Rs. ISO 
crores a year and foreign aid of Rs. 3,200 crores in the five-year period 
(including PL 480 imports). Since actual requirements exceeded 
calculated needs and all sorts of emergencies calling for increased im- 
ports were likely to arise, the ur^cy for increased export promotion 
could not be gainsaid. As it was, the conflict with China that occured 
soon after upset the import requirement calculations. During this 
period, a Ministry of Intcniational Trade was set up and a Board of 
Trade was formed. A vigorous export incentive scheme was launched. 
For the first time, exports began to pid: up. 

The composition of exports has undergone only small changes during 
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the planning period, jute manufactures, cotton manufactures, and tea 
continued to account for 45-50 per cent of the total export earnings. 
Vegetable oils, oilcakes and oil-seeds, hides and skins, spices, cashew 
kernels, tobacco and raw cotton were responsible for another l/5th of 
of exports. Jute exports and tea occasionally changed first places, but 
cotton exports almost always remained third. Two new groups of 
commodities emerged as important export commodities — ores and 
minerals and engineering goods. Iron ore exports were negligible in 
1950-51. They amounted in the First Plan period to Rs. 21 crorcs and 
in the Second Plan to Rs. 62.6 crores. In 1963-64, they accounted for 
Rs. 36 crores of exports. The first group owes its significance to the 
increasing steel production in the world, and the foresight of the State 
in entering into new trade agreements with Japan. The second is 
symbolic of the t>'pe of potential export commodities in which future 
India will come to excel (Table VIII). 

Imports: While exports have been mainly dependent on world demand 
and very imperfectly amenable to domestic policy measures, imports 
have been largely a matter of Government policy. The available export 
earnings and the foreign exchange that could be obtained in other ways 
have put a ceiling to the imports that could be obtained. Within this 
ceiling the demand for foodgrains imports had to be first accommodated. 
Though there was some talk of saving foreign exchange through reducing 
foodgrains imports by rationing and other measures to curtail food 
demand, so far the size of foodgrains imports has been largely dictated 
by the size of domestically available foodgrains and the need to contain 
foodgrains prices. Fortunately, in the latter part of our period this im- 
perative need has not meant a large drain on valuable foreign exchange 
as additional food imports were largely covered through PL 480, which, 
whatever' its other drawbacks, meant no immediate foreign payments 
nor impUed a reduction in the quantum of other foreign aid.. Imports 
other than food can be influenced by policy decisions, though mt inte- 
nance imports will command some priority. In the First Plan, imports 
were only liberally controlled, but they remained at a comparatively 
low level, the maximum being Rs. 979 crores reached in 1951-52. The 
really great spurt in imports was in 1957-58 when it reached the recoid 
figure of Rs. 1,036 crorcs. Import controls liad again to be tightl} 
clamped. As time went by and scarcities began to be felt, more im- 
ports had to be allowed and imports reached the still higher leve^^ 
Rs. 1,045 crores in 1960-61. Of the two sectors, imports on Government 
account showed bigger fluctuations, partly because foodgrains were 
brought from outside on Government account. In the first year o 
stringent import controls, 1958-59, Government imports exceeded private 
imports though for the Second Plan period as a whole they forme 



194849 1949-20 1950-21 Animat Annual 1961-62 1962-63 1963-64 1964 62 1962-66 1966-67 1967-68 1968-69 
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two fifths of total imports. In the first year of the Third Plan import 
sligtly declined but again picked up in the two later 5 'ears. Impoi 
quantum declined only in 1958, but then showed an increase. 

There is one interesting point in connection with the behaviour c 
Ind'an imports. Since India had stringent import control regulation 
and there were no rigid compulsions about imports except food, on 
would have expected some regularity in their behaviour in relation ti 
the import capacity. One would not be prepared for sudden and un 
justified use of reserves, nor quick changes in import policies excep 
those following export receipt or aid changes. In the case of India 
however, inability to use sterling balance withdrawal facilities or thei 
use at a rate much greater than that provided for was common 
Table IX illustrates this point. 

In many cases it is the import policy changes that have led to thesi 
situations. After 1957-58, however, with the reduction of sterlinj 
balances to the minimum safety level, import control was compellec 
to be more consistent. But a heavy price had to be paid for this lat 
realization; in spite of increase in import quantum both developmenta 
and maintenance imports had to be sharply curtailed with adverse conse 
quences on the rate of growth or the smooth running of the India) 
economy. 

The thirteen years of planning have been marked by significant change 
in the composition of imports. Capital goods showed a three-folc 
increase in 1963-64 over 1950-51, and formed 42 per cent of the tota 
. imports as against 26 per cent at the start. In this group, iron and stee 
imports increased more than four-fold. Consumption goods retained 
their relative importance mainly due to increase in foodgrains and electn- 
cal goods. Many other developing countries show the same charactens- 
tics, but the Indian scene has also been marked by imports, as a result o 1 
the successful import substitution programme' in raw jute. They de 
dined from 33 per cent in 1950-51 to 17 per cent in 1963-64 and fiirthe 
to about 15 per cent by 1968-69. Mineral oils greatly increased ii 
importance, and chemical imports increased to four-fold, but jut( 
imports almost disappeared. 

The above classification of imports does not fully indicate the natun 
of the transformation of the economy, and the efforts made by the coun 
try in this regard. Raw materials and intermediate goods may be im 
ported for different end-uses, for increasing consumption or for increasin] 
investment. Imports of consumption goods may be either for suste 
nance or nourishment or enjoyment. To bring this out better th 
Economic Commission for Asia and Far East classifies imports intc 
five categories — (a) consumption goods: food; (b) consumption good 
other than foods; (c) materials chiefly for consumption goods; (d 
materials chiefly for capital goods, and (e) capital goods. Classifyin] 
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Indian imports into these categories it is found that with 1941-44 base as 
100, while total imports in 1958-60 increased by 26 per cent, capital 
goods’ imports increased substantially by 113 per cent. Materials for 
capital goods fared the next best — 86 per cent increase. A slight de- 
crease was expreienced in materials for consumption goods — 7 per cent. 
Food imports dechned by one-fifth and other consumption goods by 
one-fourth. The change in the pattern of imports will appear far more 
significant if imports in 1968-69 are compared with those of the First 
Plan period, (Table X). 

Direction; Indian export trade shows few directional changes except 
by way of reversal of war-time trends. Germany and Japan, especially 
the latter, once more become important markets for Indian goods. Ore 
exports have increasingly helped Indian export trade with Japan. The 
U.S.S.R. has acquired new importance as a purchaser of Indian goods. 
The shares of the U.K. and the U.S. in our exports is more or less static. 
Pakistan bought 15.7 per cent of Indian exports in 1948-49, its share 
declined to 1 per cent in 1963-64 and to nil by 1968-69. 

The direction of India’s import trade greatly changed in the planning 
period. Partly this was the consequence of the change in the commodity 
pattern. The increase in the relative importance of machinery and 
iron and steel simultaneously implied a proportionately greater increase 
in the relative trade with the developed countries; success in import- 
substitution of agricultural raw materials meant a relative shrinkage in 
the imports from under-developed countries. Among the developed 
countries, changes in competitive strength were of great significance. 
Both Germany and Japan made miraculous recoveries, and their econo- 
mies were fast expanding. They made gains on their pre-war shares in 
the world tiade. The U.S. captured a large proportion of world trade 
in the reconstruction period, but has since been losing ground. The 
U.S. also belonged to the group of countries whose share was declining 
in world trade. In both these cases, as far as India is concerned, many 
factors pulled powerfully in the opposite direction. Imports of de- 
velopmental goods were often financed by tied aid. Since in the more 
recent years U.S. aid has been tied, imports from the U.S. were kept up. 
The commodity aid under PL 480 also had the same- effect. India 
derived most of its food and cotton imports from the U.S. — a developed 
country, in this manner. The availability of sterling balances largely 
for use in the sterling area facilitated imports from the U.K. for the first- 
half of the period. 

As a result of all these factors, the import trade with the U.K., specially 
after the Second Plan, relatively diminished in importance. The U.S. 
greatly increased its share from 1961-62 level. Japan also regained its 
place in India’s import trade. In addition, the U.S.S.R. became an 
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important purchasing centre. The most striking change, however, was 
that the import trade with Pakistan, declined from 14.7 per cent in 1948- 
49 to less than 1 per cent in 1963-64 and further to nil or negligible by 
1968-69 (Table XI). 


IV. Commercial Policies 

As stated earlier one very important feature of the Indian trade prior 
to 1939 was the laissez-faire policies of the Indian Government. Some 
of these policies had to be changed in the inter-war period. The Second 
World War, independence and planning brought further transformation 
in this sphere. As a result, the need for comprehensive State policies 
is now taken for granted. It is, therefore, worthwhile to examine the 
more important steps in this transformation at some length. 

Policy of Protection: As a result of the experience during the First 
World War of the grave limitations that the existing economic structure 
imposed on India’s capacitj' to rdjust to varying requirements, the 
Government of India realized the need for adopting a State policy for 
promoting industrialization. An Industrial Commission was, therefore, 
set up in 1916 and a Fiscal Commission in 1921. The latter was asked to 
examine the tariff policy of the Government and to make recommenda- 
tions. The commission could not produce a unanimous report; the 
majority report advocating discriminating protection w'as, however, 
accepted. This policy was found gravely inadequate and halting. To 
establish a claim for protection, an industrj' had generally to satisfy 
three conditions : (a) that the industry' possessed natural advantages such 
as abundant raw materials, cheap pow’er, sufficient supply of labour or a 
large domestic market to establish a comparative advantage; (b) that the 
industry was such that it could not develop at all or could not develop 
as rapidly as was desirable in national interests without protection; and 
(c) that it would eventually be able to withstand foreign competition on 
its own. The quantum of protection was to be decided with reference 
to the cost of production at home (including a resonable profit margin) 
and the cost price of foreign competitors, and was expected to cover 
this gap. 

Many important export industries securely established abroad depend 
on imported raw materials. They also sometimes depend on migrant 
labour. Unskilled labour supply was generally plentiful in India, but 
indigenous skilled labour supplies had to be built up by the struggling 
industries. For a country struggling to develop, new industries had to 
be started, but under this triple formulae it became difincult for new 
industries to ask for protection since they could hardly furnish any satis- 
factory cost data. Furthermore, the Indian Industry could not derive 
much benefit from the scheme of tariff protection enunciated by the 
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Tariff Commission because the commission itself had enunciated a 
strange rule: “Not only in our view are there strong objections as a rule 
to granting tariff protection to new industries but the grant of such 
protection is really necessary.” 

Protection is only one of the necessary conditions for the industrializa- 
tion of a country, but it is not a sufficient one. The creation of a general 
atmosphere for industrialization is nccesary and an all-round Govern- 
ment policy which will promote and invigorate this climate can alone 
be helpful. The Tariff Board appointed by the Government of India to 
look into the question of protection was an ad hoc body, and, therefore, 
there was hardly any scope for accumulation of experience and building 
up of an efficient technique, or for detailed suj-crvision of the protected 
industries. The protected industries were only periodically accountable, 
that is, at the time when they asked for continuance of protection The 
Government of India interpreted the formulae of the Indian Fiscal 
Commission more rigidly than the Tariff Board and refused protection 
in some cases such as glass and the worsted section of the woollen indus- 
try even when the Board recommended these industries for protection. 
In spite of these defects, between 1921-1939 thirteen industries received 
protection and several of them like the cotton textile, iron and steel, 
magnesium chloride, paper, sugar and match industries Justified the 
grant of protection to them. The industries continued to progress even 
during depression*. It Can be claimed that the policy of discriminating 
protection, within its limited scope, achieved a fairly large measure of 
success and that on balance the direct and indirect advantages to the 
community of protection to these major industnes offset the buiden on 
the consumers . 

^ The Second ""World War saw the setting up of many new industries 
unhampered by any external competition. Protection to already pro- 
tected industries was continued during the war. The new industries 
did not need any protective duties immediately, but in 1940 they were 
fssured by the Commerce Members of the Viceroys Executive Council 
that if organized on business lines, they would be adequately protected 
in future. As soon as the war ended «4id a degree of outside competition 
was introduced, the future of many of them became uncertain. In 
November, 1945, the Government set up cn Interim Tariff Board for 
two years to investigate the claims of the’ various war industries seeking 
protection or Governmental assistance. In 1947, the Board was re- 
constituted for a period of further three years. 

The conditions laid down for protection were more liberal riz. that (a) 
the industry was established and conducted on sound business lines and 
that (b) (i) it wrs likely to develop sufficiently well, within a reasonable 


* Report of the Fiical Commission, l949-5(k Vol. 1. 
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time, so as to carry on without protection or state aid, or that (ii) it was 
such that protection granted to it would be in national interests and the 
probable cost of doing so was not excessive. There were no conditions 
regarding local availability of raw materials, local markets or local labour 
except in so far as they were essential to establish a long-term comparative 
advantage. The Tariff Board was, by the nature of the case, appointed 
for a temporary period, but it was entrusted with wider powers and 
responsibility to ensure that the objectives of protection were fulfilled. 
For instance, the Board had to maintain a continuous watch over the 
progress of protected industries. It could recommend measures other 
than tariffs and make cost and price inquiries when asked by the Govern- 
ment. In the five years of its life, the Board conducted m'nety inquiries 
(including five cases of internal price fixation) as against 51 conducted 
in the pre-war period. Also the Government announced its decisions 
on the Board’s recommendations expeditiously, that is, generally within 
a period of two montlis instead of 3-24 months, as earlier. 

With India becoming independent in August 1947, and becoming 
intent on securing rapid economic progress through a planned policy 
of industrialization, the whole concept of protection changed. ii 'Vas 
no longer a question of considering the requests of private parties, who 
wanted to start or increase production in particular industries and who 
thought protection would be necessary and helpful. It was more a 
question of ihe nation deciding which industries it wanted to develop as 
a part of its programme for economic development and using the fiscal 
methods as one of the devices for acliieving this aim. 

The Second Fiscal commission set up in 1949, therefore, formulated 
very different criteria for the grant of protection,. The resolution 
setting up this commission in fact embodies this new outlook. It 
refers to the Industrial Policy Statement wliich mentions the tariff policy 
as being designed “to prevent unfair competition and promote the 
utilization of India’s resources without imposing unj'ustifiable burden on 
the consumer”. Further this time the whole subj'ect of Government 
assistance and the obligations of the assisted or protected industries were 
included in the terms of reference. Industries were broadly divided 
into two categories — (a) those included in the Plan and (b) those not so 
mentioned. These two categories were treated very differently for 
purposes of protection. The planned industries were grouped mto 
, three main divisions — (a) defence industries and other strategic indus- 
tries; (b) basic and key industries; and (c) others. If protection was 
necessary in the first case, it was to be given irrespective of consequences 
such as the cost to consumers. For the second category of industries, 
only the terms and conditions for grant of protection, the form and the 
quantum were to be laid down by the tariff authority, which was also 
to review from time to time whether the industries were complying with 
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the conditions. For the third group as well as industries outside the 
planning list, stringent conditions were laid down. The fundamental 
test prescribed was the likelihood, in light of all the facts, of the industry 
being able to develop its comparative advantages and eliminate dis- 
advantages so as to cany on successfully witlun a resonable time without 
protection. In the alternative the industry asking for protection should 
be one to which it was desirable in national interests to grant protection 
or assistance, and the probable cost of such measures should not be 
excessive to the community having regard to direct and indirect advan- 
tages. In the case of industnes included in the approved plan, the TariB 
Board was entitled to Consider relaxation in conditions. 

For the purpose of implementing this new policy of protection, a Tariff 
Commission was set up under the Tariff Commission Act of 1951. It 
had two principal functions — (a) to examine the case for, and re- 
commend, protection and/or Oovernment assistance to an industry; 
and (b) to recommend price levels to be fixed for the controlled commo- 
dities. The second function has come to occupy considerable im- 
portance. The Tariff Commission Act hid down the genera! and broad 
principal to be adopted in deciding tariffs, these being; (a) the cost of 
production in India; (b) the approximate cost of production of similar 
products in other producing countries, (c) the cost of importing such 
items; (d) representative fair selling price of the product by the domestic 
manufacturers; (e) the quantities of commodities to be produced or 
required to be produced; and (0 the likely impact of such protective 
measures on the rest of the economy. 

In the thirteen years of its life, the Tariff Commission has done useful 
and arduous work. It has recommended grant of protection to 57 
industries in addition to 9 that «'ere protected earlier. Of this total of 
66, 42 have been deprotected by now and in 5 cases the scope of pro- 
tection has been narrowed. In 28 cases, applications for protection 
were rejected. Regarding the method of protection, it has gone mainly 
by the advice of the Indian Fiscal Commission which had expressed a 
preference of import duties over import quotas or subsidies, though in 
specific instances it recognized the need for the latter two. It stated; 
“We recommend that for purpose of protection to domestic industries 
in normal cases, quantitative restrictions should be used sparingly.” 

The recommendations of the Indian Fiscal Commission were, how- 
ei’er. based on certain assumptions regarding general economic condi- 
tions and Government policy. In their scheme of things no long-term 
detailed Government economic policies based on industrial licensing 
and rigid import control seem IP have been envisaged. They thought of 
the planning authority as only laying down a list of industrial priorities. 
The Tariff Commission was to accept in full the need for protecting key 
and basic industries and confine Rself to the question of the most effi- 
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cient and least burdensome method of helping them, but in the case of 
other industries it was also to examine and fill in the details in so far as 
they needed Government help. Acute foreign exchange scarcity was not 
\i3ualized and therefore, the implications of detailed exchange allocations 
were not allowed for. 

The circumstances have since changed. The quantitative import 
controls, which have now become an integral part of the situation, have 
deprived their recommendations of much relevance. It is the use 'of 
import controls which now decides the presence and extent of foreign 
competition in the Indian market. There is a wide disparity between 
the landed price (including import duty) of foreign goods and the similar 
price of a competing home-produced good; and the disparity is as much 
in the case of protected industries as elsewhere. The import licences in 
policy materially decides the level of protection that the domestic indus- 
tries will enjoy. In so far as this is not accidental, it is largely dependent 
on the decisions taken by the industrial licensing authoritie.«, and on 
the units of production already established in the country. The domestic 
production of the latter is taken into account in allowing imports; they, 
therefore, automatically get protection. Competing foreign goods are 
generally allowed to the extent necessary to fill in the gap between domes 
tic demand and domestic supplies. The role of Tariff Commission has 
thus become a minor one. Its quasi-judicial nature, its procedure of 
public inquiries and the need to submit detailed reports which are 
published, all represent a very valuable safeguard which is now of little 
use to the nation. In very few cases, the protection recommended by them 
and adopted by the Government represents the quantum really enjoyed 
by the industry'. At most it only defines the minimum margin that 
the industry would be entitled to, if the foreign exchange situation im- 
proved and the imports could be liberalized. Till then, industries have 
to struggle to get the industrial and import licences, but their difBculty 
is not, generally speaking, foreign or even internal competition, but 
scarcity of raw materials or intermediate goods. It is, therefore, not 
surprising that many industries do not care to face the rigorous scrutiny 
and public glare consequent on asking for protection; they prefer to 
rely on the more effective, though less permanent, import control pro- 
cedures. . - 

Dovetailing of the procedures and safeguards visualized in the Tariff 
Commission’s modt of inquiry with the need for a long-term rigorous 
import control, policy will make an important advance on the present 
administrative and somewhat ad hoc decisions. It may be necessary to 
set up a Fiscal Commission to look into this question and recommend 
the methods for bringing about this combination in the best possible 
manner. 
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^ort Promotioo: The only loag-tenn solution to our present trade 
diflsculties consistent with India’s membership of the international 
economic organizations is to secure an appreciable increase in the present 
level of export as import reduction to the present level of import capacity 
seems unlikely. Since capital aid has reached almost the maximuoj, 
no furthw increase in its quantum is likely. The Third Plan estimated a 
foreign aid of Rs. 2,200 crores, against a public sector outlay of Rs. 7,500 
crores. 

The actual utilization amounted to Rs. 2,423 crores in a total public 
sector outlay of Rs. 8,577 crores. During the three annual Plans foreign 
aid utilized amounted to Rs. 2,426 crores. 

The Fourth Plan assumes foreign aid only marginally above the level 
of the Third Plan and it is expected that by 1980-81 it will be possible to 
eliminate dependence on foreign aid. The balance on invisible account 
(excluding official donations), which showed a surplus during the First 
and Second Plans mainl y on account of interest on sterling balances., 
and was expected to show a deficit by the middle of the Third Five Year 
Plan because of heavy interest payments on past loans, became deficit 
even by the first year of the Third Plan. Though there was some im- 
provement on this account during the last three years of the Third Plan, 
the deficit on invisible account became substantial by 1968-69 at 
about Rs. 32 crores. Repayment of earlier shon period loans Is also 
becoming a significant liabiUty. 

Whatever way one may look at it, the need for a rapid increase in 
exports is imperative. Hitherto, the increase in our export has been 
halting. The great increase in our national income and industrial pro* 
duction as well as the rapid groMh of world trade have had little effect 
on our export effort. As a proportion of world trade, (excluding the 
Communist bloc) Indian exports have diminished in importance from 
2.6 per cent in 1948 to 1.3 per cent in 1958; it accounted for less than 1 
per cent of world trade in 1968. The exports amounted to S.2 per cent 
of the national income in 1948-49 and went upto 7.3 per cent in 1951- 
1952; its share in national Income declined to 4.4 per cent in 1962-63, 
and further to Ihtls over 2 per cent by 1968-69. 

The main reason for this has been two-fold. World trade in India’s 
traditional export products has been increasing at a much slower pace 
then total world trade; and in new industrial products, where demand 
is likely to grow fast, India has jet some way to go to become compe- 
titive. The new industries cannot compete with foreign products even 
at home; they need heavy protection- It is much more difficult for them 
at this stage of development to make major dent in the foreign markets. 
Exports, therefore, have to be pushed up. In the earlier post-war years 
partly because of the accumulted sterUng balances, India did not realize 
the need for consistent, %igorous and bold export promotion policy. 
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As an instance of thinking in this regard, one can take the Report of the 
sub-committee on Trade of the National Planning Committee which 
stated: “Even regarding imports of machinery which are likely to 
be heavy in the future, we are not convinced that it will cause a great 
strain on our balance of payments”. It, therefore, thought that “rhe 
programme of expanding our export markets is, therefore, by no means 
as vital for this country as for the U.K. or U.S.A.”. In fact, it was even 
prepared to stop unremunerative exports. Shortages at home, infla- 
tion, and lack of cost and quality consciousness were allowed to have 
their full impact on exports; in fact, export quotas were used to reduce 
exports. In the last decade or more, however, there have been major 
changes in export policies and a significant and conscious export drive 
has been put into operation. Tlie foreign exchange crisis which became 
almost acute by the beginm'ng of the Third Plan lent further urgency 
to examine the nature of export incentives and export subsidies. These 
efforts at export promotion though useful did not produce all the results 
expected of them and the aggravating foreign exchange crisis necessitated 
the devaluation of the rupee in June 1966. 

The export promotion measures may be broadly divided into two 
parts; (a) those aimed at removing the disabilities which Indian export 
products have to suffer compared with other competitors because of 
import controls and other Government poheies; and (b) measures which 
really aim at giving specially favourable conditions for export. It may 
also be useful to distinguish between general export promotion measures, 
whose advantages are accessible to all exporters, irrespective of their 
export product and concessions whose effects depend on the nature of 
the export product. The Govenunent of India’s import control 
measures have imposed a grave handicap on Indian export industnes, 
because unlike their competitors they cannot get their import require- 
ments easily. The domestic substiutes for these rnay be inferior, costly 
or not available at all. To put the exporters in a fair position, it is nece- 
ssary that they should be given the import components of their exports 
at world prices. Since it is often difficult to take measures which will 
only improve the facilities for production earmarked for exports with- 
out also changing the rest, an import licensce'for a value greater than the 
import component of the exports may be justified. Both because of 
revenue and protective measures, import duties on certain capial and 
intermediate goods have been heavy; excise duties have also been levied 
on intermediate goods like steel and cement. Arrangements for 
rebate or drawback of such duties as enter into the costs of exports 
have to be made as a part of a policy to put exports on an even keel. 
Exporters have to face various risks of change in foreign situation, such 
as exchange rate changes, very different from those which may have a 
bearing on domestic trade. 
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Special credit facilities for exports are also necessary. This situation 
has been provided for by the setting np of Export Risk Insurance Cor- 
poration, now transformed into the Export Credit and Guarantee Cor- 
poration. Import bills have been brou^t within the purview of the 
bill market scheme in order to increase credit facilities for exports. For 
Certain engineering and capital goods, the Refinance Corporation of 
India Ltd., provides credit facilities for five years through banks. 

While these did not attract much attention from abroad as being 
usual facilities offered to exporters idmost all over the world, export 
incentives offered prior to devaluation in June 1966 through import 
entitlements did create some controvert. The scheme of import en- 
titlements (which also included supply of controlled scarce materials 
like steel at concessional prices) was very complicated and varied from 
commodity to commodity. The entitlements were in each case broken 
up into special sub-groups and there was a ceiling to each, so that it 
became difficult to translate them into financial terms. Also the import 
entitlements in some cases were available not only for use of the export- 
ing firms, but could also be sold to other approved exporter. More 
surprisingly, they occasionally included commodities which had little 
to do with the production of the specific export commodity and, there- 
fore, became financial inducements only. In general, these entitlements 
were confined to exports in new markets or exports of non-traditional 
products, and amounted to twice the Import content of exports or 75 
per cent of the export value, whichever was lower. The import entitle- 
ment was also, in some cases, higher at 100 per cent of the export value. 
By and large, the entitlements were broadly so devised as to enable the 
exporters to cover the losses if any on their export sales, and were re- 
garded as a type of differential export subsidies meant to make exports 
competitive similar to protective duties on the import side. They were 
at least taken in that light by the mercantile community. Viewed, 
thus, they were rather cumbersome. 

It had been argued that a change in the exchange rate will be preferable 


provide a more powerful urge to the adoption of the right import substi- 
tuion and export promotion activities. 

Import controls fulfil a three-fold purpose: (a) profecring industnes 
against the full blast of ruthless outride competition; (b) restncti^ 
imports of non-essential goods whose production is not permitted to be 
expanded domestically as a measure of consumption control; and (c) 
conserving foreign exchange resources are distributed among various 
uses according to the planning priorities so as to lead to rapia economic 
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development. The third purpose is so comprehensive that it auto- 
matically covers the first two. Each of these objectives demands that the 
Governnient or some public body should discriminate among the import 
commodities according to some priorities, and no uniform rise in price 
which devaluation implies would be of help. However, after the Chinese 
aggression the domestic costs of prouction and also prices went up 
sharply. The process of rising prices was further aggravated by severe 
drought conditions that prevailed in this country during 1965-66. As a 
result the rupee became too much over-valued in the international 
market and called for a more drastic corrective step than the existing 
jscriminatory import controls and export subsidies. Keeping this in 
View, the rupee was devalued in June 1966 by 37.5 per cent in terms of 
^1 and by as much as 57.5 per cent in terms of foreign currencies. 

evaluation was only expected to provide a general corrective to the 
imbalance in the domestic and the foreign value of the rupee. This 
was not, per se, expected to bring about specific changes in the import 
and export levels of specific commodities, it was again considered nece- 
ssary to take recourse to enhanced tariff barriers including export duties, 
coupled with, wherever necessary, export duties. 

Bilateral Trading; Other significant features of India’s international 
tra e uring the last two decades have been trading agreements, pur- 
chase and sale agreements on rupee payments and State trading. It has 
een the experience of countries faced with severe foreign exchange 
s lortages that a system of mutual discrimination among themselves 
helps their foreign trade and aids economic growth and that insistence 
on complete rnultilateralism liinders their progress. Limited multi- 
latenalism or bilateral expansionism proves a beneficial step under these 
conditions. Later on when economic circumstances change, the coun- 
tries concerned can once more pass on to full multilateralism with all 
Its advantages. After independence, India has more or less always 
found herself hindered by exchange shortages, but somehow, apart fiom 
iscriminatory measures to relieve the dollar shortage, it stuck to non- 
discnmination with few exceptions till the mid-Second Plan. It entered 
into several commercial agreements with^other countries, and some of 
t em even mentioned in detail the commodities which they were 
interested in purchasing from and selling to each other. They were, 
however, only goodwill agreements. While the trading list expressed a 
general willingness to issue the licence it did not imply any sale or pur- 
c ase commitments, nor was any mechanism like the payments agree- 
rnent set up which would induce mutual trade. Since 1957, however, 
the Government of India has entered into a number of trade agreements. 

By March 1964, nearly 24 such agreements were in force of which 13 
were on rupee payment basis with East European countries. The list 
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has since been enlarged and by now it covers about 50 countries. Also 
about 50 per cent of India’s export trade and 35 per cent of import trade 
is with these countries under bilateral arrangements. Rupee pajment 
urangements, however, covet about ooc-fifth of India’s exports and 
about one-eighth of her imports. 

For many reasons, it has been found easier to work such arrangements 
wth the U.S.S.R. and Eastern European countries. The latter have 
planned economies, and prefer to be sure about their external purchases 
and sales. They do not have much faith in the world market mechanism 
and do not like to pay in convertible foreign exchange. On our part, 
because of our exchange scarcity and non-viability of some of our 
exports, we preferred sure makels and linking of sales to purchase. The 
Communist group of countries especially the U.S.S.R. was in a position 
to supply developmental goods which* we needed. Our trade with this 
group of countries expanded rapidly. This was partly a consequence 
of the rapid rate of eonomic growth in these countries, which because 
of some trade liberalization, ensued in greater increase in trade, but the 
institutional arangements greatly facilitated trade with them. 

Table XII brings out the Increase in our trade with East European 
countries. The import trade with these countries iocreased many-fold 
from Rs. 2.2 crores in 1952*53 to Rs. 301 crores in 1968-69 and export 
trade from 2.16 crores to 266.5 crores. The U.S.S.R. played a 
predominant role in this group. Its imports from India increased from 

TABLE Xll 

lodla’i Trade wtth East Europeao Cooititn 

(Rs. ialaklu) 


1952- 53 

1953- 54 

1954- 55 

1955- 56 

1956- 57 

1957- 58 

1958- 59 

1959- 60 

196041 

1961-62 

196243 

1963- 64 

1964- 65 

1965- 66 
196647 
1957-58 
196849 


23)39 

2.410 

3.415 

4,903 

4,924 

6,349 

9.145 

10.902 

14488 

15.658 

224«7 

224M 

26,651 


1,095 

3217 

3,820 

3,076 

3,398 

3.762 

8.762 
11.011 
12477 
14.499 

15.668 

23.014 

22420 
30, KM 


— 379 
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— 1.123 
— 1.410 

-f 339 
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—2,413 

— 1.866 
— 1.475 
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0.85 crores in 1952-53 to Rs. 52 crores in 1963-64 and further to 
Rs. 148.3 crores in 1968-69; the exports rose from only 0.24 crores to 
Rs. 68 crores in 1963-64 and further to Rs. 185.5 crores in 1968-69. 

An analysis of the trade balance with the East European countries 
shows that while the trade balance has been somewhat fluctuating, it has 
at no time been widely adverse in relation to the level of trade after 1957- 
58. In 1955-56, imports from these countries were twice the exports. 
After 1957-58, they were in rough equalitj'. They were a h'ttle lower 
in the first three years and higher for the next three. Since on capital 
account, India has a favourable balance with this group, the balance on 
payments account would make a much better showing. 

The pattern of exports and imports with the communist countries 
is very similar to that of India’s general trade with developed countries. 
About three-fourths of the total import bill was spent on iron and steel, 
capital equipment and non-ferrous metals. Chemicals, railway stores, 
vehicles and air crafts w'ere the other important imports. Tea, jute 
manufactures, hides and skins and vegetable oils accounted for half the 
exports. Ores, cashew nuts, spices, footwear and oilcakes have recently 
acquired some importance. India has thus succeeded through this 
arrangement in getting highly needed developmental goods, but diversi- 
fication of exports has not been significantly helped. - 

The behaviour of Indian foreign trade with other bilateral trade 
countries is almost a reminder of the fact that bilateral trade can only 
help under certain conditions. Trade with this group has not been at 
all responsive to the introduction of this device. Leaving out ChiM 
(Mmnland), trade with which hardly lends itself to any economic analysis, 
even before the emergency, Pakistan and Burma were the two most 
important trading partners in this category. In both these cases, foreign 
trade greatly shrank, as a result of the political and economic relations 
with Pakistan and the unsettled political and economic conditions of 
Burma. "With Pakistan, external trade almost came to a standstill after 
the Pakistam aggression of 1965. U.A.R, i» the only country exports 
to which have shown substantial expansion (Table Xm)- 

State Trading ; Another big institutional change that has been attempted 
is the setting up of the State Trading Corporation (S.T.C.) in 1956. 
Negotiation and fulfilment of long-term export agreements affecting a 
substantial part of domestic production can only be completed and 
executed by large producers’ or traders’ associations or orgamzations. 

If it is thought inadvisable to promote them or entrust them with this 
work, the only practicable alternative is the establishment of a trading 
corporation by the State which can handle imports or exports in bulk. 
New export lines or additional exports of traditional products on a sub- 
stantial scale demand .the creation of new production and transport 
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facilities, new credit arrangements, vigorous foreign propaganda and 
publicity, establishment of new market channels, study of foreign tastes 
and willingness and capacity to bear short-term losses. It is only a 
body with large resources acting in close collaboration with the Govern- 
ment that can fulfil these requirements. For promotional activities 
in export products, produced on a small scale also, the State Trading 
Corporation is also well-suited; it can take a long-term view, extend 
the necessery facilities to produces, and help in quality and schedule 
being properly observed. The S.T.C. can thus be effectively used either 
to mop up the uncertain fluctuating gap between the demand and supply 
price of scarce imports, or to arrange for their controlled distribution. 
By its purchase and sale policies, it can also play an important role in 
stabilizing prices of export and import products. Its commanding 
position enables it to give a right and vigorous lead to private traders, 
and act as a catalytic agent. 

There is, however, an important limitation to the activities of the S.T.C. 
The world markets are volatile, and need much closer study and quicker 
adjustment than internal trade or production. A very keen eye on the 
world market changes has to be developed in order to suceed. The 
S.T.C. with its bureaucratic methods may find it difficult to operate 
particularly in areas where standardization has not proceeded far or 
where bulk handling is not possible. On the other hand, in staples and 
standardized goods the S.T.C. can make a much better success, espe- 
cially if it can evoke the co-operation and wilh'ng support of private trade. 
The S.T.C, has made good progress over the last few years. Apart from 
significantly increasing its turnover it has also strived for and succeeded 
in diversifying exports by finding out new export commodities and market. 
For example, it has introduced shoes, sports goods, tea, coffee, woollen 
goods, and razor blades to communist countries and marine salt to 
Japan and Sri Lanka. 

In order to make its operations more effective, in October 1963 a 
separate corporation viz. The Mineral and Metal Trading Corpora- 
tion was set up to handle trade in minerals and metals particularly ores. 

The S.T.C. has also entered into barter and linking arrangements as 
special instnunents of export promotion. The link arrangements are 
made with selected firms of standing having connections with the foreign 
country concerned to establish suitable markets for Indian goods. These 
have also proved a success. 

Barter deals are resorted to for disposal of commodities with no 
ready market. The device can enable exports of commodities which 
no financial incentive can get across. It is not always necessary to sell 
these commodities at less than world prices. Sometimes the anxiety 
of the other party to dispose of some goods which we need can be used 
to obtain world prices for them. In entering into such transactions, due 
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care has to be taken to ensure that the goods so exported are additional 
exports which could not have been sold in the normal way; that the 
commodities imported in turn are really needed according to our priori- 
ties, and that the commodity terms secured are ascertainable and not 
unfair. Occasionally, loading of impwts may also be neecessary on 
tactical grounds, but it has to be done very selectively. If these safe- 
guards are observed, the deals wiuch the S.T.C. may conclude will add to 
our export promotion effort. Through such transactions, S.T.C. has 
often succeeded in selling manganese against steel, or sugar against 
fertilizers. 


The S.T.C. has also helped private manufacturers in locating new 
markets and getting orders when their unaided efforts were of no avail. 
For instance, it helped the salt manufacturers in selling their products. 
Further, under the Export Aid to Small Industries Schemes the S.T.C. 
has succeeded in export promotion Ihrou^ proper assistance in securing 
the quality and schedule of articles offered for export by giving raw 
material and other facilities. The S.T.C., under direction from the 
Government of India, also operates buffer-stock schemes in jute, secd- 
lac and lemon-grass oil which have proved beneficial to the grower*. 

The S.T.C. has played a relatively more important role in imports 
than in exports. The goods handled vary widely from machinery to 
chemical goods, fertilizers and consumption good like cloves and betel- 
nuts. Its profit margin on these items has varied from J to 10 per cent 
depending on the nature of the commodity, the possibility of sale at a 
profit and the price of the domestically produced competing goods. 
For about 75 per cent of its turnover the maximum margin is 10 per cent, 
but scarce items such as camphor are sold at a higher margin. The 


profits are used to finance export losses. 

The S.T.C. must be judged not by the sue of the traite that it handles 
or entirely by what happens in this sector. Policy decisions can ii^e- 
diatcly increase or oecrease its turnover. It is also expected to help m 
the promotion of private foreign traoc. Its results must, therefore, 
judged by its contribution to India’s export expansion or pret-ention of 
its export decUnc. However, since changes in India’s export trade ^ 
the result of several complex factor, it becomes difficult to evaluate the 
S.T.C.’s role in this direction. , . 

The S.T.C. has rendered distinct services in some 
trade. The most important, probably, is the trade wit t ^ 

pean countries. The expansion of iron ore exports a^ ow 
siderably to its efforts and foiesi^t. This area of trade si 
transferred to the M.M.T.C which in turn has drawn up 
for iron ore and mineral exports. Whfle the “S . 

iron ore and the comparative advantage in mining tha . 

basic favourable factors, the long-term salcagrcemen an 
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transport arrangements that the M.M.T.C, has made to fulfil its commit- 
ments, have enabled these factors to be efBciently exploited. Manganese 
ore is the reverse example, where the comparative advantageous situa- 
tion has been working against India, and the M.M.T.C. through link 
and barter agreements, has tried to mim'mize its adverse impact. 

S.T.C.’s efforts in other directions through the ‘Export Aid to Small 
Industries’ or the Handloom Export Orgam'zation are yet to make a 
sizeable impact. From the view-point of affecting the export trade as a 
whole, it is still not in a very fortunate position as directly and indirectly 
it as yet handles only a small proportion of the total export trade. How- 
ever, after gaining some more experience, it should be able to expand its 
activities in a big way and produce a sizeable effect on the size and 
complexion of India’s exports. 

General Agreement on Tariffs and Trade (G.A.T.T): As a part of the 
netw'ork of laying down codes of conduct regulating international 
economic relations and facilities for mutltilateral trade, an International 
Trade Charter was drawn up and signed by fifty-four nations in 1948. 
The signature only signified agreement regarding what transpired. Rati- 
fication by Governments concerned was to follow, but the necessary 
majority could not be mustered, so that the Havana Charter with its 
elaborate provisions regarding proper trade policies could not come into 
force. Anticipating the delay that the preparation and acceptance of 
an elaborate international Trade Charter w'as likely to mean, the Pre- 
paratory Committee of the U.N. Conference on Trade and Employment 
held in 1946, decided that at its second session in Geneva in 1947, mem- 
bers of the Preparatory Committee should negotiate for a substantial 
mutual reduction of tariffs and other trade barriers as contemplated 
under Article 17 of the proposed charter. The concessions received 
or granted were extended to all the member nations almost automatically, 
but provisions had to be made to ensure that no member country conti- 
nued to enjoy the advantage of the e.xtension of such reductions without 
offering equivalent concessions. The principle of mutuality and re- 
ciprocity Was insisted upon. It was thus hoped to secure the advantages 
of the unconditional “Most-Favoured Nation” (M.F.N.) clause without 
any of its conspicuous disadvantages by combim'ng some elements of 
the conditional clause. Agreements to reduce duties or bind them 
could be defeated in practice with other supplementary trade policies. 
The General Agreement on Tariffs and Trade, therefore, also contained 
the principle of M.F.N. treatment and other general commercial pro- 
visions similar to those of the Havana Charter. At the Geneva, Annecy 
and other subsequent negotiations India took enthusiastic part and agreed 
to bind a number of general duties and reduce many revenue duties. 

Since agreements become binding for a long period, and it is difficult 
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to get release from their enforcement afterwards without undergoing 
complicated procedures and the threat of arousing ill will, nations like 
India with their economies in transition have to be quite careful in 
making such commitments. It has to visualize its revenue and protective 
needs a few years ahead and see that the bindings will not co^ct with 
these. Due to many fortunate drcumstanccs, India has had no occasion 
of this type. 

There are two other requirements of the G.A.T.T. which can come in 
some conflict with the course of action needed for Indian economic 
development— the GA.T.T. use of quotas, and its prescriptions on trade 
preferences and discrimination. Like its financial counterpart, the 
International Monetary Fund (I.M.F.), the G.A.T.T. is averse to the use 
of quantitative controls, which do not work in conformity with the price 
mecham’sm. Quotas for protective purposes are allowed only under 
special circumstances, e.g., when it can be established that there is no 
other method of protecting the industry more consistent with the agree- 
ment. Strictly interpreted this makes resort to protective quotas ex- 
ceptional, and in modern practice these happen to be the most cfliKtive 
way of sheltering domestic industry. India, having an adverse balance 
of payments, can resort to import quotas on balance of payment groun^. 
These have a protective effect and can be so administered as to optimize 
it. Quotas have to be administered in a non-discriminatory way, but 
bilateral arrangements arc repennitted to the extent allowed by the I.M.F. 
The causes of the adverse balance of payments and alternative remedies 
have to be discussed periodically with the G.A.T.T., but development 
policies cannot be called into question on the ground that they lead to 
an adverse balance. Hitherto, at the G.A.T.T. consultations on these 
topics, tables have been turned on the developed countries. 

Preferential duties, however, are likely to offend. G-A.T.T. rules allow 
the continuance of factors such as Commonwealth preferences, y 
as a legacy from the past and insist on the margins of prefereoM bejns 
not further widened. An extenaon of preferences is only allowed under 
very special circumstances and with the consent of the organization. 
These include cases where the area of international trade •* ^ 

where the benefits accruing to the country resorting to it, substantiaity 


outweigh injuries to other parties. , , . . 

A more vital question is, how far the G.A.T.T. provisions e P 
developed countries like India in creating appropriate trime . 

for development. Since .Article I, defining the objectives, 
mentions development, this is not an unfair test. eve . 

JZ''"' . ■ • phy.h=Iio»-. 

role I ■ . . .... • ■ ■ . 'he complaint 
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hitherto, has been that trade is not pulling its weight at all, in aiding the 
process of economic development of the under-developed countries. 
In the fifties, wlule the exports of the developed countries have been 
growing at the very satisfactory rate of 6.2 per cent per annum; the 
exports of the under-developed countries have only increased at 3.6 per 
cent. In spite of severe controls in many under-developed countries, 
their imports have increased much faster. The result has been that 
foreign reserves have been fast drawn upon in spite of liberal foreign aid, 
and developmental programmes have been greatly hampered. As any 
considerable step-up of foreign aid is difficult and the problem of re- 
payment has to be faced, a programme which will greatly increase 
exports from imder-developed countries is called for. The situation 
has somewhat improved during the sixties when the rate of growth of 
exports from the under-developed countries increased to 6.1 per cent 
per annum, but even at this level the growth rate in exports is signi- 
ficantly behind that observed for the industrialized countries at 8.8 per 
cent per annum. 

When both the Havana Charter and the G.A.T.T. instruments were 
drawn, the precise needs of development in the sphere of trade policies 
were not known. They, therefore, provided for such needs of develop- 
ing countries on the trade front as were then visualized by the developed 
cotmtries, and embodied in the then prevalent beliefs in the abolition or 
relaxation of trade restrictions with a few proved exceptions. The 
whole philosophy of the G.A.T.T. was based on the concept of equality 
and reciprocity. At negotiation rounds, the member countries were 
expected to offer one another equivalent tariff concessions. This pre- 
sumed that countries were starting from a position of balance, and their 
tariff needs were more or less the same. The developing countries, 
experiencing a persistent pressure on their balance-of-payments and the 
need of protective tariffs were in no position to give any valuable tariff 
concessions. Nor in fact was this essential because their imports from 
developed countries were fast increasing, the only brake being their 
foreign receipts. If the developed coimtries could help augment them, 
they would automatically find an increase in their exports in this part 
of the world. At the insistence of India and other under-developed 
countries, the obstacles to increase in exports from the under-developed 
countries were investigated, and it was found that there were several 
trade practices such as tariffs, quotas, agricultural protectionism, internal 
taxes, and administrative regulations, in the developed countries which 
hindered the increase of exports from the developing countries. It was 
not possible to measure the restrictive effects of these measures but it 
was certain that their prevalence was acting as an inhibiting factor on the 
export promotion efforts of the developing countries. The latter had 
also a fear, based largely on the experience of the treatment of cotton 
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textile exports, that if they did succeed in pushing the exports of pro- 
cessed and manufactured products, the chances were that new restric- 
tions might be levied on them. Textiles presented a special problem 
as they were a decling industry in developed countries. The G.A.T.T. 
had tried to deal with this problem through an International Cotton 
Textile Conference in 1961, where a one-year agreement for voluntary 
restriction of cotton textile exports was arrived at. In 1962, a five-year 
long-term textile agreement providing for liberalization was reached. 
For other commodities the developed countries had in 1963 agreed to a 
programme of action involving no new tariff or non-tariff restrictions, 
reducing duties on processed or semi-processed products by 50 per cent 
in three. years, and eliminating inconsistent restrictions within a year. 
But nothing appreciable immediately followed. 



CHAPTER XI 


BATSKING AND THE MONEY IMARKET 

I Banking Before Independence 

The origin of money lending in India has "been traced back to 
the Vedic period c. 2000 B.C. to 1400 B.C. More specific references 
have been found in the literature pertaining to the 5th century A.D. 
The financial organization was rudimentary and the operations 
consisted primarily of lending, without its modem counterpart, 
acceptance of deposits. The use of hnndi as an instmment of credit 
made its appearance in the 12th century A.D. and laid the foundation 
of what later came to be called indigenous banking. By the time 
the British traders came to India in the 17th century, money lending 
and indigenous banking had been fairly well established. They 
formed the core of the financial market of those times. 

Money lending was most often combined with other activities like 
trading, zamindari, etc. The methods of business varied widely. 
Normally loans were given on trust; sometimes they were secured 
against promissory' notes, mortgage of land, houses, ornaments or 
cattle. In rural areas, loans were usually repayable at harvest time. 
The rate of interest was exorbitant. The indigenous bankers adopted 
more sophisticated business practices and w'ere located mainly m 
towns and cities. The business was largely handled by' Sliroffs, 
Cliettiars, Miiltanis. Marwaris, etc. 

Modem banking business was initiated by British Agency houses 
set up in Calcutta and Bombay. Cooke has mentioned that the first 
bank called Bank of Hindustan was established in 1770. Later 
researchers have, however, doubted the validity of this statement. The 
development of banks was extremely slow and W’as confined largely 
to ports and important cities. The banks mainly financed trade and 
Government. 

A major breakthrough in banking came with the establishment of 
the Presidency Banks in Calcutta, Bombay and Madras: The Bank 
of Calcutta was set up in 1806 principally to ^ve support to Treasury 
Bills which were subject to acute seasonal fluctuations. Government 
held one-fifth of the share capital of the bank which was empowered 
(in 1823) to issue notes also. Subsequently (in 1840 and 1843) the 
Bank of Bombay and the Bank of Madras were established with 
minority Government participation. The Bank of Bombay went into 
liquidation in 1868; its place was taken by a new bank in the same 
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year with the same name. In 1862, the banks were deprived of the 
power to issue notes and in 1876 Gowrmnent withdrew all its interest 
in banking business. The three hanks were amalpmated into a 
single bank called the Imperial Bank of India. At the time of 
amalgamation in 1921, the banks had 59 branches and Rs. 7.2 crores 
of paid-up capital and reserves. The Imperial Bank was nominated 
banker to Government and it undertook some of the functions of a 
Central Bank. Currency management, however, remained with 
Government. 

The development of joint stock banks was accelerated after Act 
Vn of 1860 which introduced the principle of limited liability. 
However, banking was not a specialized business and most banks 
combined other interests as well. As such, nearly a half of the joint 
stock banks which came into being in 1833-60, failed. The business 
climate was vitiated by the cotton crisis; and in the subsequent five 
years, only one bank, viz., the Allahabad Bank, was established. Not 
much headway was made in the last quarter of the 19th century. 
By 1900. there were only 20 commercial banks, including 8 exchange 
banks, with deposits of about Rs. 34 crores. The other savings 
institution which registered some progress was the Post-Office Saving 
Bank, 

The pace of banking dramatically changed after 1906. In the next 
seven years, nine new large tanks, with paid-up capital of 
lakhs each, were set up. These included the Bank of India, the lan 
Bank, the Punjab and Sind Bank, the Central Bank ot India the 
Bank ot Baroda and the Bank o[ Mysore. In 1912, the Indian Life 
Assurance Companies Act was passed. This introduc^ som 
rationale in insurance business but it was replaced y m 


comprehensive legislation in 1939. . • • 

Modern industry which had taken root in 1870 was 
assume definite shape after the Swadeshi movement, '^ere ’ 

joint stock companies in 1921-22 with a total pajd-up 
Rs. 231 crores. Jute, cotton, iron and steel, coal and tea wre e 
lines of activity. Industry was emerging as a potentia c en o 
banking system. The growth of joint stock . 

necessitated a market for buying and selling shares. The 
exchange was esublished in Bombay in 1887. This Vi-as o 
the setting up of slock exchanges in Ahmadabad, Ca . . 

The year, 1913-24 were crito! and about 161 
capital of Rs. 6.75 crores went into liquidation. By . » 

93 commercial banks, including 18 exchange banks, vn . t j 
about R,. 212 crores. In the neiit fiw. y»r,. then nnmber 
increased to 107 and their deposits to Ra. 220 erores. 
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Banking business was limited in scope. Only 400 out of 2,500 towns, 
were served by joint stock banks and their branches. Indigenous 
banking and money lending still dominated the financial market. These 
survived even in places having banking facilities possibly because 
of their flexibility in business practices. To some extent, they also 
performed complementary functions which made them, in a limited 
way, a hand-maid to the banking system. Thus, the Report of the 
Indian Central Banking Inquiry Committee pointed out: “They 
performed the functions analogous to those of big brokers of the 
London Money Market”. Available statistics indicate that there were 
about 100,000 money lenders and indigenous bankers in Bihar and 
Orissa and 20,000 in Bombay. In Bengal, the number of money 
lenders was 45,000 and in the Punjab 55,000. 

Insurance was also making its way as a savings institution. The 
number of life insurance companies — ^Indian and foreign — ^went up 
from 72 in 1913 to 240 in 1930. with the business in force amounting 
to Rs. 88.66 crores. 

The monetary and credit situation was not subject to unified control. 
As the Hilton Commission remarked in 1926: “The Government 
controls the currency; the credit situation is controlled as far as it is 
controlled at all, by the Imperial Bank. With divided control, there 
is likelihood of divided counsels and failure to co-ordinate • • . The 
only certain way to secure co-ordination is to concentrate controls in 
one hand. In other countries, the single controlling hand is that of 
a Central Bank”. This recommendation was acted upon. In 1927 
an attempt was made to create a Central bank called the Reserve 
Bank of India. The first attempt proved abortive. After considerable 
political debate, the Reserve Bank of India Act was passed in 1934. 
This was a major step in imparting a degree of cohesiveness to the 
monetary and credit situation, in imposing some financial discipline 
on scheduled banks and promoting better management of money and 
credit. 

On the eve of the Second World War there were 679 commercial 
banks including 19 exchange banks. Their total deposits were 
Rs. 277 crores. 

The war years gave a tremendous stimulus to the growth of banking. 
Excluding Burma, the deposits of commercial banks stepped up to 
Rs. 915 crores by 1944. B}' the time the country achieved independence 
in 1947, India had a fairly well developed and closely knit banking 
system with ,648 banks having 4,819 branch offices. The deposits 
amoimted to Rs. 1,164 crores, about 13 per cent of t he national 
income. About 42 per cent of the deposits were invested in 
Government securities and 47 per cent used to ^ve advances or 
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discount bills. Trade was the major client accounting for nearly a 
half of the total advances. Another one-third was taken up by 
industry. 

The division of the monetary sy<stem into organized and unorganized 
sectors continued, although their shares had substantially altered The 
organized sector comprising joint stock banks — scheduled and 
non-scheduled — ^with the Reserve Bank of India at the apex, had grown 
in size both absolutely and relatively. The imorganizcd sector was less 
important. It survived because first, banking was not widespread; 
secondly, there was some spill over of demand for funds; and thirdly, 
indigenous banking provided more personalized service. The co- 
operative sector had emerged as a source of finance in rural areas 
but hardly met even 3 per cent of the financial needs of agriculturists. 
Commercial banks had not entered the rural sector. For the balk 
of their requirements the agriculturists depended on the traditional 
money lenders. The development of industry had given a spurt to 
trading in shares and organized stock exchanges had been put up- 
in all industrial cities. There were 158 life insurance companies with 
Rs. 612 crores business in force. Thus the whole financial organization 
had, by the time the country became independent, developed suffi- 
rienily and provided the necessary infra-structure for the growth of 
the economy in the post-independence years. 


II. History of BaoLiog legislation 

Banking companies until 1936 were governed like other companies 
by the Indian Companies Act 1913. Tlus Act, no doubt, made a 
distinction between banidng companies and other companies but oriy 
m minor respects. For example. Section 4 of the Indian Companies 
Act 1913, prohibited a partnership from carrying on banking business 
unless it was registered as a company. Banks were requ^d to 
submit returns every six months and were liable to inspection by 
•he local Government. With the growth of the banking system and 
Jhe periodical crisis to which it was exposed, it was realized that 
ranking business was on a different footing and had to be regulated 
ov a separate law. 

It was also felt that the credit sj-slem. as in most other countri«. 
Jould be brought under the control and supervision of a 
jne issue vs-as examined by J. M. Keynes and Sir Earnest ' 

A specific proposal for setting up a Omtral bank called _th- 
Keserve Bank of India, was made by the Hilton Young 
''r t “ protracted controversy and debate, the Resenc 

'’1 India Act was passed in 1934. The bank was set up as a s 
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holders’ bank with the object of “securing monetary stability in British- 
India and generally to operate the currency and credit system of the 
cmmtry to its advantage”. Government control was limited, to the 
appointment of the Governor and two Deputy Governors after con- 
sidering the recommendations of the Central Board. 

The specific functions of the Reserve Bank of India (R.B.I.) included 
issue of notes, providing banking facilities to Government and other 
banks, and maintaining the exchange ratio. The bank was given the 
exclusive right to issue bank notes. It had two Departments, 
viz., the Issue Department and the Banking Department Two-fifths of 
the assets of the Issue Department were to consist of gold coins, bullion 
and sterling securities. As banker to Government, the bank had to 
accept moneys or make payments on behalf of Government and to 
manage the Public Debt. Government in turn were obliged to deposit, 
free of interest, all their cash balances with the bank. An equally 
important role of the bank was to regulate the banking system in its 
capacity as banker’s bank. Scheduled banks (and later State co-ope- 
rative banks) were required to mainfain with the Reserve Bank a cash 
balance equal to not less than 5 per cent of their demand liabilities 
and 2 per cent of their time liabilities in India. In return, the 
Reserve Bank was to provide accommodation to scheduled banks 
in the form of rediscounts and advances. 

The relations of the Reserve Bank -vrith the money market were 
to be mainly conducted through scheduled banks. The main instru- 
ments of control were the bank rate and open market operations. 
Since its inception, the Reserve Bank was also entrusted with three 
special obligations, viz.; to provide credit to agriculture, develop the bill 
market and to bring the unorganized sector within its ambit. 

The Reserve Bank of India was a stabilizing and unifying force. 
But joint stock banks were not themselves subject to the type of . 
regulation necessitated by the nature of business. The issue had 
been examined in 1929-31 by the Central Banking Inquiry Com- 
mittee which found that the Indian Companies Act was inadequate 
and recommended separate banking legislation. In 1936, the Indian 
Companies Act was amended by the addition of a separate chapter 
containing provisions pertaining to banking companies. In terms of 
this amendment, a bank was defined as ‘'a company which carries 
on its principal business the accepting of deposits of money on 
current account or otherwise subject to withdrawal by cheque, draft of 
order . This definition was soon found inadequate and had to be 
modified. Banks were prohibited from carrying on any other busi- 
ness, could not be managed by managing agents other than banking 
companies, and had to have a minimum capital of Rs. 50,000. 
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The 1936 Amendment to the Indian Companies Act was a stop- 
gap arrangement. A full-fledged banking law was on the anvil. The 
failure of the Travancore National and the Quilon Bank in 1938 
hastened the pace of le&slation and the Central Board of the 
Reserve Bank submitted proposals to Government in November 
1939, in the form of e draft bid. Although consideration 
of the bill was postponed, some of its provisions were enacted in 
1942 and 1944. After the Second World War, the bill was revised 
and finally enacted in the form of the Banking Companies Act in 
February 1949. 

The Act defined the busmess to be carried on by banks, required 
banks to dispose of non-banking assets, prohibited employment of 
managing agents, specified minimum capital, debarred common 
directorships between banking companies, fixed cash reserves, res- 
tricted the nature of subsidiary companies, imposed limitations on 
loans to directors of firms or private companies in which directors 
were interested, empowered the Reserve Bank (o control advances 
of banking companies in respect of purpose, margins or rate of 
interest, necessitated a system of Itceosmg of banks, compelled banks 
to invest 20 per cent of their time and demand liabilities in liquid 
assets, made it obligatory on the part of the banks to submit infor- 
mation to the Reserve Bank, etc. The legislation was comprehen- 
sive and introduced considerable disdpfine in banking operations. 

The principal object behind legislation since independence was 
to give a greater degree of proicciion to the public, exercise better 
control On the financial organization and , management and ensure a 
socially desirable distribution of credit. The Rural Banking Inquiry 
Committee had drawn attention (in 1950) to the need for extending 
banking facilities to rural and semi-utlwn areas. On the recom- 
mendation of the All Ifldca Rural Credit Survey Committee, the 
Imperial Bank was nationalized in 1955 and renamed State Bank of 
India (S.B.I.) The Slate Bank was required to establish not less than 
400 additional branches in 5 years. While it was to continue to 
undertake commercial banking functions, U was specifically desired 
to contribute to rural credit and provide financial assistance to small 
scale industries. Also, the Reserve flank of India Act was modified 
to set up the National Agricultural Credit (Long.tcnn Operations) 
Fund and the National Agricultural Credit (Stabilization) Fund. The 
object was to enable the Reserve Bank to strengthen the co-operative 
structure and provide larger funds lor rural development. An 
equally important measure was the oatronalization of life insurance 
companies and the setting up of the Life Insurance Corporation of 
India in 1956. 
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The Reserve Bank of India Acl 1934 had imposed limitations 
on the asset pattern of its Issue Department. This ‘relic of the past’ 
was done away with by an amendment to the Act in 1956 and later 
in 1957. In terms of these amendments, the Issue Department was 
required to hold only a minimum amount of Rs. 200 crores of foreign 
exchange assets, Rs. 115 crores of which were to be in gold. Money 
supply thus became completely a matter of ‘fiat’. 

The Reserve Bank control on credit was further strengthened 
in 1956. The scheduled banks were required to keep with the 
Reserve Bank 5 per cent of their demand and 2 per cent of their 
time liabilities. These ratios were made variable between 5 per cent 
and 20 per cent in respect of demand and 2 per cent and 8 per cent 
in respect of time deposits. This measure added another dimension 
to the credit policy of the Resers’e Bank. The Banking Companies 
Act of 1949 was also amended to give the Reserve Bank additional 
supervisory powers. Sections 12 and 16 were amended to prevent 
misuse of voting rights through concentration of shareholding and 
Sections 35 and 36 to enable the Reserve Bank to is-sue directives to 
banks in matters of policy, approve the appointment of managing 
directors, managers and chief executive officers. . and appoint 
observers on the Board of Directors. Further amendment in 1959 
necessitated Reserve Bank approval to appointment of Directors' also. 

The Reserve Bank of India was also emerging as a promotional 
and developmental agency. It had contributed to the share capital 
of the Industrial Finance Corporation of India (I.F.C.). It was pro- 
viding finance to agriculture. In 1957, the Reserve Bank of India 
Act was amended to enable the bank to contribute to the share 
capital of any financial institution. This was d.one in anticipation of 
the bank’s role in the Refinance Corporation for Industry which was 
set up in 1958. The State Bank of India Act was amended to enable 
it to give medium-term credit. In 1960, the Reserve Bank was enable 
to give credit facilities to State Finance Corporations. The Reserve 
Bank also subscribed to the capital of the Industrial Development 
Bank of India T.D.B.I.) which was established in 1964. Similarly, the 
State Bank of India (Subsidiary Banks) Act 1959 perniitted the State 
Bank to constitute 8 subsidiary banks.* 

The failure of the Lakshmi Bank and the Palai Central Bank 
ih 1960 revealed many -weaknesses of small and medium banks 
and pressed the need for • statutory powers to cope with the problem. 
Accordingl}', the Reserve Bank was empowered compulsorily to amal- 


*The Bank nf^Paf-afn ’ of Indore; TheBank of Jaipur; The Bank of Mysore : 

The sf^ Banf of SaSshtra ‘'^tafe Bank of Hyderabad and 
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ganiale weak banks with the strong, with the approval of the Govern- 
ment. The Reserve Bank was also allowed to declare a period of 
moratorium to facilitate such metiers and amalgamations. At the 
same time, to secure the interest of the public, particularly the small 
depositors, a Deposit Insurance Scheme was instituted. Additional 
measures were taken in 1962. The minimum capital of any new 
banking company was raised to Rs. 5 lakhs. The legal provisions in 
respect of liquidity of banks were altered in terms of which the minimum 
ratio of liquid assets to total deposits w’as raised from 20 to 28 per 
wnt, comprising 3 per cent statutory reserves and 25 per cent other 
liquid reserves. Consequently, the Reserve Bank of India Act was 
also amended to require scheduled banks to mamtam with the 
Reserve Bank an average daily balance of 3 per cent of total depo- 
sits as against 5 per cent of demand and 2 per cent of time deposits 
The Reserve Bank was also empowered to vary the cash ratio from 
3 per cent to 15 per cent. Thus, maximum liquidity ratio that could 
be statutorily imposed varied from 28 per cent to 40 per cent. The 
focus in credit policy gradually shifted from control of cash reserves 
to control of liquidity. 

Supervision and control by the Reserve Bank were further 
strengthened in 1963 through the Banking Law (Miscellaneous 
Provisions) Act. The maximum voting rights of individual share- 
holders of banking companies were reduced from 5 per cent to I per 
cent of the total, the maximum lenn of office of persons managing 
the affairs of the bank was limited to 5 years, unsecured loans to any 
company in which the Chairman was interested were prohibited, the 
Reserve Bank was enabled to issue directions to banks regarding the 
maximum amount of advances or guarantees that could be given on 
behalf of any borrower, and was empowered to remove from office 
any person associated with tlic w-orVing of a bank, if considered 
desirable. 

Thus, by 1963, the Reserve Bank bad assumed substantial con- 
trol over the working, operations and management of banking com- 
panies. But control on the credit system as such was only partial. 

A number of non-banking companies w^re also carrying on quasi- 
banking business. The Banking Law (Api^ication to Co-operative 
Societies) Act. 1965 brought Slate co-operative banks within the 
ambit of the Reserve Bank's statutory control. The Reserve Bank 
a'so issued in 1965. and later in 1966. two direaives under the 
Banking Laws (Miscellaneous Provisions) Act 1963 to non-banking 
financial companies and non-banking non-fiaancial companies accept- 
ing deposits from the public. The dirertives prohibited coropaoies 
from accepting deposits payable ou demand and limited the period 
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of deposits to not less than 12 months in the case of non-fiiiancial 
companies and to 6 months in the case of hire-purchase companies. 
The latter were required to hold a certain percentage of liquid assets. 
The new directive issued in October 1966. restricted the amount of 
deposits accepted by non-banking non-financial companies, other than 
housing finance and hire-purchase finance companies, to 25 per cent 
of paid up capital and free reserves. The definition of deposits was 
widened in 1971 to include unsecured loans also. 

The banking system had progressed fairly rapidly in the first 
two decades after independence. But there were some lacunae, 
mainly historical in nature, which failed to make the banking system 
conform to current social needs. There was considerable public 
debate which drew attention to the skewed pattern of distribution of 
bank credit in favour of industry, and that too, large houses. On 
the other hand, priority sectors like agriculture, small scale indus- 
tries, exports, etc., were neglected. To overcome these deficiencies. 
Government adopted a scheme of social control over banks. This 
led to the setting up of a high level body called the National Credit 
Council in December 1967 and the enactment of the Banking Laws 
(Amendment) Act 1968. The short-lived Council was expected 
periodically to assess the demand for bank credit from various sec- 
tors, determine priorities for grant of loans and advances and co- 
ordinate lending and investment policies. The 1968 Amending Act 
provided for re-constitution of the Boards of Directors of banks so 
that more than a half of the members represented specialized fields 
like accountancy, agriculture, rural economy, small scale industries, 
co-operation, banking, economics, finance and law. At least two of 
the Directors were to represent agriculture, rural economy, co-ope- 
ration and small scale industries. These directors were not to have 
substantial interest in any large or medium industrial or trading 
concern. A professional banker was required to be full-time Chair- 
man and his appointment was subject to Reserve Bank’s approval. 
Loans to directors were prohibited. Appointment of auditors need- 
ed the Reserve Bank’s concurrence. The Reserve Bank was em- 
powered to issue directions not only in the interest of depositors or 
proper management but also banking policy. Government was also 
enabled to acquire the business of anj’ bank if it fafled to comply 
with any directions. 

The Banking Laws (Amendment) Act 1968 came into force 
from February 1, 1969 although banks with deposits of over Rs. 10 
crores were persuaded to comply with the provisions of the bill 
even earlier. Simultaneously, Government set up a Banking ^m- 
mission to examine the whole problem of banking organization.* 


*The Commission submitted its Report in 1972. 
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Tlic scheme of social cootrol was od trial haidly for six months when 
Government announced the nationalization of 14 major Indian banks 
with effect from July 19, 1968,* The objectives of nationali- 
zation aj stated in the preamWe to the Banking Companies (Acqui- 
sition and Transfer of Undertaking) Act 1970 were “to control the 
heights of the economy and to meet progressively and serve the needs 
of development of the economy in conformity with national policy 
and objectives.” 

Banking legislation through the years unfolds a story of increas- 
ing Government control on banks ending ultimately in substantial 
ownership. The initial measures were aimed mainly at jffOtecting the 
interest of the depositors. This was followed by measures specifically 
designed to control the efficacy of the credit system; the final act of 
nationalization accepts banking as essential public institution which 
can be best operated through puUic ownership. 

UI. The Reserve Bank of India 

The Reserve Bank is the centre-piece of the money market. 

It issues notes, buys and sells Govenunent securifies, regulates the 
volume, direction and cost of credit, manages foreign exchange and 
supports institutions financing agriculture and industry. Within 
the immediate periphery of the Reserve Bank are the scheduled 
banks and State co-operative banks. Non-scheduled banks, which 
are a dying species, and the non-banking financial and non-baoking 
non-financial companies accepting deposits from the public also fall 
within the ambit of the Reserve Bank’s control although its extent 
and rigour is considerably less. Tbe operations of the money 
lenders and indigenous bankers which are now relatively small are. 
however, largely outside the pale of the Reserve Bank policy. 

The Reserve Bank has tbe monopoly of note issue. Small coins 
and one rupee notes which account for less than 9 per cent of the 
total currency in circulation, are. however, issued by Government. 
But the Reserve Bank undertakes their distribution as Gevernment 
agent Money supply in Ind:a is exposed to seasonal fluctuations, 
rising in ihs busy season. U. November-April and falling in the 
slack season U. May-October. At the end of April 1972. currency 
put into circulation by the Reserve Bank was Rs. 4.705 crores. 
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The assets and liabilities of the Issue Department at the end of 
April 1972 were as follows: 

TABLE I 

RESERVE BANK OF INDIA 
Issue Department 
(End April 1972) 


Liabilities Rs. crores Assets Rs. crores 


Notes in 


Gold coin and bullion 

183 

circulation 

4,749 

Foreign securities 

222 

Notes held in 


Rupee coin 

■ 34 

Banking Deptt. 

54 

4,803 

Government of India rupee 

securities 

4,364 

4,803 


The Reserve Bank has offices of tlie Issue Department at 
Bangalore, Bombay, Calcutta, Hyderabad, Kanpur, Madras, Nagpur, 
New Delhi. Patna and Gauhati. Besides, the bank maintains cur- 
rency chests with branches of the State Bank and its subsidiaries 
and wth Government Treasuries. At the end of September 1969, 
these numbered 1,968. 

Being banker to Government, the Reserve Bank receive and 
makes payment on tehalf of Government, holds the cash balances 
of Government, manages the public debt and undertakes remittances. 
The -Central Government usually floats securities of long maturity 
(over 15 years) and short maturit}' (less than 5 years), while the 
State Governments float medium-term securities (about 12 years). 
Before the loans are floated, which is normall}" in May-July, the 
Reserve Bank grooms the market to enable it to take up the largest 
amount of loans. Treasury bills are sold on tap throughout the 
j'ears. The Reser\'e Bank holds about 37.5 per cent of the Central 
Government securities and 0.3 per cent of State Government secu- 
rities (1969). This part of the loans of Government really amounts 
to deficit financing. The bank also gives ways and means advances 
to Government. 

The monetarj' policy of the Reserve Bank has been described 
as one of ‘controlled expansion’ of credit. The object is to restrain 
prices while ensuring, at the same time, that legitimate credit require- 
ments for production are not adversely affected. The instruments 
of control are the bank rate, variable reserve ratios, open market 
operations, selective credit control, and moral suasion. 

The bank rate is the rate at which scheduled banks are able to 
get refinance from the Reserve Bank. Currently the rate is 6 per 
cent. The Reserve Bank has also introduced a system of differential 
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interest rates which penalizes excess borrowing by scheduled banks. 
The impact of the bank rate changes on interest structure (interest 
on Gov’crnnient securities, debentures, preference shares or equities), 
has, almost on all occasions, been negligible. 

The technique of variable reserve ratios was used in 1960 in 
the sharp rise in prices but bad, according to the Reserve Bank 
itself, ‘limited success’. Open market operations can make signi- 
ficant difference to the money market by; 

(i) altering the ratio of securities to money in the pattern of 
financial assets, and 

(ii) altering the maturity composition of securities. 

The first factor is circumscribed by the fact that the Resers’c 
Bank as an agent of Government, is primarily interested in selling 
securities and as such is not left with much freedom to buy. The 
second factor has helped Government to keep only a very thin margin 
bctivecn long rates and short rates of interest. Since 1951-52. the 
Reserve Bank undertook net open market purchases in six years and 
net open market sales in 14 years. On an average, there were net 
open sales to the extent of Rs. 23 crores pci year. 

Selective credit controls stipulate a margin, impose a ceiling 
br regulate the rate of interest in respect of advances against the 
security of any- commodity or shares. These controls are imposed 
when the price of any commodity shows an unduly sharp rise. 
Selective cr^it controls have been imposed on a variety of commo- 
dities like foodgrains. oil-seeds, cotton and kapas, etc. The Impact 
of sclecthe credit control is fitnited to the extent that borrowers are 
able to get credit from the unorganized sector. Selective credit con- 
trols have also been imposed on advances against the security of 
shares with a view to checking speculation and cornering. 

The Reserve Bank manages the Foreign Exchange Onirol. The 
object of the control is to bring a balance between supply of and 
demand for foreign exchange. The coolrol has been in force since 
the outbreak of World War II. The control was put on a permanent 
basis with the enactment of the Foreign Exchange Regulation Act 
1949. The Reserve Bank does not deal in foreign exchange directly 
but {brough autJjorized dealers. Jn addilioo, there are also jktosed 
dealers who undertake limited business of bujing and selling foreign 
currency. The Reserve Bank exercises co-ordination and supervision 
and also collects information for compilfng the balance of payments. 

The financial aspects of hanking operations are reflected in the 
liabilities and assets of the Banking Department. At the end of April. 
1972 these were as follows; 
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TABLE II 

Banking Department 
(End April 1972) 


Liabilities Rs. crores 

Assets 

Rs. crores 

Capital and Reserves 

155 

Notes and Coins 

54 

National Agricultural Credit 


Bills Receivable 

11 

(Long-term Operations) Fund, 


Treasury Bills 

52 

National Agricultural Credit 


Balances held abroad 

200 

(Stabilization) Fund, and 
National Industrial Credit 


Investments 

Loans and Advances 

80 

(Long-term Operations) 


Government (State) 

161 

Fund 

364 

Scheduled (Commercial 

23 

Deposits: 


Banks 

(i) Government 

218 

State Co-operative Banks 

273 

(ii) Banks 

(iii) Others 

(iv) Other liabilities 

266 

Others 

90 

107 

491 

Other assets 

50 


The advances of the Reserve Bank to agriculture and other rural 
activities through co-operative banks have substantially exp^ded. 
Outstanding short-term credit in the 20 years, 1950-51 through 1970-71, 
went up from Rs. 3.4 crores to Rs. 269 crores, loans under the 
National Agricultural Credit (Lx>ng-term Operation) Fund to State 
co-operative banks. State Governments and land mortgage banks from 
Rs. 28.6 crores in 1960-61 to Rs. 71.4 crores in 1970-71. and outstanding 
debentures of land mortgage banks from Rs. 0.2 crores in 1950-51 
to Rs. 31.9 crores in 1970-71. The Reserve Bank has thus contributed 
in a significant measure to agricultural finance. But the needs are 
phenomenal and, consequently, additional demands have been made 
on the State Bank and other commercial banks. 

As a developmental and promotional agency, the Reserve Bank 
has contributed to the share capital and bonds of the Industrial 
Finance Corporation of India, State Finance Corporation and the 
Industrial Development Bank of India.* These investments amounted 
to Rs. 64.6 crores at the end of March 1971. Apart from these, the 
Reserve Bank extends medium-term and short-term finance to I.F.C.I: 
and State Finance Corporations. The outstanding loans on this account 
were Rs. 4.1 crores (March 1971). 

The Reserve Bank thus regulates money supply, controls and directs 
credit of the banking system, infiuences the structure of interest rates 
and provides finance on its own for agricultural and industrial 
development. The powers are wide and, excepting the money lenders 
and indigenous bankers, the whole credit system is under its control 
and influence. 

* With effect from August 1, 1964 the shares of the I.F.C.I. held by R.B.I. stand trans- 
ferred to I.D.B.I. 
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The State Bank Group includes the State Bank of India and its 
subsidiaries. The bank has a Ontral Board of Directors and 7 local 
Boards at Calcutta, Bombay. Madras. New Delhi, Kanpur, Ahmadabad 
and Hyderabad. 

The State Bank Group has dose nexus with the Reserve Bank. 
The State Bank and its subsidiaries arc agents for the Reserve Bank 
in places where R.B.I. does not have branches. With the nationalization 
of 14 major banks, the exdusive connection between Government and 
commercial banking through the State Bank has been superseded 
although these banks have not yet been authorized to transact 
Government business. The Stale Bank provides certain facilities to 
other scheduled banks which has earned it the title of ‘lender of 
immediate resort*. 

The State Bank Group had 3.781 branches, about 29 per cent of 
the total branches of commercial banks at the end of 1971. Most of 
these branches were in semi'urban and rural areas. The distribution 
by population was as follows: 

TABLE HI 

of Ptr cat 

branchet to total 


' (Population more Itsan 1 lakh) 725 Id 

Semi-urban areas 

(Population between 10,000 and I lakh) 1,541 41 

Rural areas . . . 

(Population below 10,000) 1,515 40 

The deposits of the State Bank at the end of 1971 were Rs. 1,502 
crorcs and of its subsidiaries Rs. 400 crores. The total deposits of 
the State Bank Group were about 28 per cent of the deposits of all 
scheduled commercial banks. Advances amounted to Rs. 1.431 crores 
and investment in Government securitirs to Rs. 5M crores. 

The assets and liaWlities of the State Bank Group at the end pf 
December 1971 were as shown in Table IV, 

The commercial nature of the State Bank is undoubtedly paramount. 
Of the total advances of Rs. 1,432 czotzs. loans to priority sectors 
were only of the order of Rs. 481.6 crores or 34 per cent. In 1968. 
this proportion was 18 per cent The Stale Bank Group has. no 
doubt, more rapidly complied with social control on banking. 

Tlie major beneficiaries in the priority sector were small scale 
industries, exports and agriculture in that order. The State Bank has 
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TABLE IV 


Tlie Slate Bank Group 

(Rs. crores) 


Liabilities 


Assets 


Capital funds 

28 

Cash and balances with banks 

190 

Deposits 

2,201 

Investments 

681 

Borrowings 

98 

Adsances 

1,457 

Bills 

105 

Bills 

105 

Other liabilities 

99 

Premises and other assets 

98 


instituted a number of schemes to provide credit to small scale 
industries. It was responsible for 37.3 per cent of the total 
credit provided by ail scheduled commercial banks to small scale 
industries. Similarly, the State Bank Group provided Rs. 122 crores 
for financing exports and its share in total export credit was 30.8 per 
cent at the end of September 1971. The Slate Bank Group has also 
made considerable headway in the field of agricultural finance. It 
was responsible for 35.4 per cent of credit given by scheduled 
commercial banks to agriculture. 

V. Scheduled Commercial Banks 

At the end of March 1971, there were 73 scheduled and 12 non- 
scheduled commercial banks. By June 1971, the number of non- 
scheduled banks had fallen to 7. Non-scheduled banks are either 
being merged with scheduled banks or are increasing their capital 
to pass into the scheduled categor}^ Of the- scheduled banks, apart 
from the State Bank. 14 major banks each with deposits of over 
Rs. 50 crores wesre nationalized in July 1969. Nationalized banks 
account for 82 per cent of the total branches and almost an equal 
percentage of deposits of all commercial banks. The banking sys- 
tem is thus substantially owned and wholly controlled by Govern- 
ment through the Reserve Bank. 

The development of banking has not been even as between 
States. In Gujarat, Kerala. Karnataka, Punjab, Tamil Nadu and 
Maharashtra, the banking habit has been more widespread than in 
Assam, Bihar or Orissa. At the end of March 1972, population 
per branch office in Assam was l.Ol lakhs and in Bihar 1.07 lakhs, 
compared to the national average of 41,000. In the opening of 
new bank branches, considerable attention has been given to regional 
balance and. consequently, the disparities between States have been 
somewhat reduced. Similarly, with the inception of the State Bank. 
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and more particularly after the aationabzalioa of 14 major banks 
in 1969. particular effort has been made to locate banks’ branches 
in rural areas. As a result, the percentage of branches m rural areas 
rose from 22.4 per cent in 1969 to 35 6 per cent in 1971. 

Branch expansion is pursued systematically under the Lead 
Bank Scheme introduced m December 1969. Under this scheme, 
bunking deielopment js governed by what has been railed ‘area 
approach’. The districts are allocated among different banks and 
each bank is expected to “survey the potential {or banking deve- 
lopment in the allocated distncls to identify institutional and credit 
gaps and to take the initiative in endeavouring to fill them and 
thus intensively involve itself in the process of economic advance- 
ment of the district concerned”. By March 1972, there were 13.309 
bank branches compared to 8.284 in July 1969. This phenomenal 
branch expansion has brought down the average population 
served per bank office from 65.000 to 41.000 The distribution of 
branches among various categories of banks was as follows 


TABLE V 


Pfr cem to total branches 
of commertiel banks 

S B.T. and subsidiaries 

2» 

Nallonalieed banks 

53 

Other scheduled banks 

16 

Foreign backs 

J 

Non-scheduled banks 

1 


Total: 100 


The total deposits of the scheduled commercial banks were 
Rs. 7.524 crores at the end of June 1972. about a fifth of the 
national income. In spite of the coaimendable progress made by 
banks in the 1960s. and more particularly in the past 3 years, there 
is considerable scope for further development. The comparative 
ratios of bank deposits to national income (in 1970) for some selected 
countries are shown in Table VI. 

The rate of growth of bank deposits was about 19,4 per cent in 
1970-71. If, as anticipated, national income iocreases at 6 per cent 
per year and the pace of deposit mobilization is kept up. the ratio 
of bank deposits to national inclome would be more than 34 per cent 
by 1975-76. about the same as In France and even higher than in 
the U.K. 

The bulk of the deposils, i^. about S7J per cent. i\ owned b> 
individuals. Business, including industry, trading, financml orga- 
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TABLE VI 


Bank deposits as % 
of national income 1970 

U.S.A. 

49.8 

U.K. 

25.8 

France 

35.5* 

Germany 

60.4 

Canada 

43.3 

Japan 

87.0 

India 

18.0 


*ReIates to 1969. 


nization, etc. account for only 23 per cent of the deposits. The 
banking system thus acts largely as an intermediary between house- 
ho.ds and business on the one hand, and householdo and Government 
on the other. The composition of deposits was as follows: 

TABLE vli 


Percentage to total 

Demand deposits 25 5 

Savings deposits 24.6 

Time deposits 49 p 

Demand deposits do not cam any interest. Interest on savings 
deposits is 4 per cent and varies with the maturity pteriod on fixed 
deposits. The rates for selected maturity periods are as follows: 


TABLE VIII 


Rate of interest 
(per cent) 

3 months 

4.1/4 

1 year 

6 

3 years 

7 

5 3 'cars 

7.1./4 


Banks have to maintain a certain proportion of their deposits in 
liquid assets like gold, cash, balances with the Reserve Bank and 
approved Government securities. The legal minimum is 28 per 
cent cash ratio and 25 per cent investment in gold, approved secu- 
rities, etc. The Reserve Bank has also devised a system of differ- 
ential interest rates in terms of which interest on borrowings from 
it are charged at a rate higher than the bank rate if liquidity ratio is 
l^Iow a certain level. Against the legal 31 per cent, the minimum 
liquidity ratio for purpose of borrowing from the Reserve Bank at 
the bank rate is 34 pep cent. 
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Investment in Government securities is normally in short secu- 
rities. This is so possibly because the potential capital loss in the 
case of short securities consequent on rise in the rate Of interest is 
less. Besides, the liabilities of banks are mainly short-term and, 
consequently, banks would like to maintain short-term assets also. 
For example, of the fixed deposits. 59.3 per cent were for less than 
1 year and 93.8 per cent for less than 5 years. Correspondingly of 
the total investments in Government securities, 56 per cent were short- 
term. maturing in less than 5 years. 

Thu bulk of the deposits arc used to give credit. This consists 
of advances, largely short-term and bills. Medium term advances 
are hardly about 10 per cent of ibe total. At the end of March 1972. 
the composition of credit of scheduled commercial banks was as 
follows: 


TABLE IX 


7>y< of Credit 

Rs. crores 

Percentage to tola/ 

Loans, cash credit and overdrafts 
BiUs: 

4,161 

SO 

Inland 

825 

16 

Foreign 

222 

4 


Bills are not a popular instrument of credit. This is so possibly 
because of the absence of financial discipline and planning in busi- 
ness operations. In spite of repeated efforts made by the Reserve 
Bank, the Bill Market Scheme has not yielded any worthwhile results. 
As such, flexibility and control over the money market have been 
somewhat blunted. In November 1970, the Reserve Bank introduced 
a new Bills Discounting Scheme- The outstanding amount of bills 
held by the Reserve Bank had reached a peak of Rs. 45 crores on 
April 7. 1972. 

The distribution of bank credit showed a great clement of skew- 
ness. At the time when the banks were nationalized, nearly 66 per 
cent of the credit was taken up by industry and another 19 per cent 
by trade. Agriculture had a palliy share of 3 per cent. This 
inequity in the distribution of bank crediL though historically justi- 
fied in terms of commercial banks* apedalization. was possibly the 
main consideration in the nationalization of 14 major banks in 1969. 
The pattern of distribution of bank credit has since considerably 
changed in favour of priority sectors like agriculture, small scale 
industries, exports, retail trade, traospoit operators, professionals, 
self-employed and education. The total amount of credit to these 
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sectors rose from Rs. 438.5 crores in June 1969 to Rs. 961 crores at 
the end of December 1971. 

Bank credit reveals a marked seasonal pattern, though lately the 
pitch of fluctuations has considerably reduced. In the busy season, 
November-April, there is a steep rise in bank credit followed by a 
decline, though of a lower magnitude in the slack season, May- 
October. This seasonal pattern reflects the predominant agricul- 
tural character of the economy. Thus advances against paddy and 
rice, wheat, sugar, "//r, ground-nuts, jute, cotton, etc. rise in the busy 
season and fall in the slack .season. No such seasonal pattern is 
however, discernible in respect of advances against industrial goods 
like textiles, iron and steel, chemicals and so on. Since the pro- 
portion of credit against industrial goods has increased in recent 
years, the seasonal character of advances has also been mitigated. 
Seasonal trends in credit induce counter variations in other assets. 
Thus in the busy season there is generally a reduction in Government 
securities and an increase in borrowings from the Reserve Bank. 

Interest on bank advances has stepped up quite sizably in. recent 
years. Currently, banks charge about 1 1 per cent interest on 
general purpose advances. But certain categories of advances, for 
example, exports, obtained finance at a concessional rate. There is 
no ceiling on interest on advances charged by commercial banks. In 
respect of advance against cotton which was object to price rise, 
the Reserve Bank stipulated 13 per cent interest. Recently a scheme 
of differential interest rates has also been introduced which con- 
sciously discriminates between different categories of borrowers. A 
concessional rate of interest at 4 per cent is stipulated to certain cate- 
gories of w'eakcr sections of the community. 

VI, Foreign Banks 

At the time when the Indian Central Banking Inquiry Com- 
mittee reported in 1931, the financing of foreign trade was done 
almost exclusively by what w'ere called exchange banks. The regis- 
tered office of these banks were located outside India. Pre-emption 
of this business was not a matter of legal protection but a mere 
historical practice from the days of the East India Company. The 
exchange banks did not confine themselves merely to financing of 
foreign trade although this was their principal business. They also 
accepted deposits, purchased and discounted bills, etc. There w'ere 
18 exchange banks in 1928 svith £ 53.3. million deposits in India. 

With the progress of Indian banks and the establishment of branches 
abroad, the monopoly of foreign banks- in the financing of foreign 
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trade was broken. What is more, the exchange control made it com- 
pulsory for all foreign exchange dealers to operate through the 
Reserve Bank. It has to be recognized, however, that foreign banks 
have a ‘global affiliation* which facilitates collaboration between foreign 
and Indian businessmen and arrangement of loans in foreign currencies. 
It is in terms of this speolization that the Reserve Bank decides on 
the number and location of branches of foreign banks. 

Mostly, the branch network of foreign banks is confined to port 
towns. The scope for branch expansion of foreign banks appears to 
be extremely limited In the two years following nationalization of 
14 major banks, the total number of branches of scheduled commercial 
banks increased by 3,716 but branches of foreign banks by only 1. 

Banking laws do not make any differentiation between Indian banks 
and foreign banks. When banks were brought under social control 
informally in 1968, and through legislation in 1969. foreign banks, 
like Indian banks, were required to constitute advisory boards 
(consisting of Indians) with a majority of persons having special 
knowledge of or practical experience in accountancy, agriculture and 
rural economy, small scale iDdustries. co-operation, hanking , 
economics, finance and law. It was made incumbent on foreign 
banks informally to have as their ‘own funds deployed in Indian 
business’ an amount equivalent to 3.5 per cent of their deposits in 
India by creating reserves, granting loans in foreign currency to Indian 
parties or making deposits with the Reserve Bank in its foreign 
account. Foreign banks are required to maintain a credit deposit 
ratio of not more than 80 per cent subject to deduction in respect of 
export bills, etc. 

There were 14 foreign banks in India accormting for about 9 per 
cent of the total deposits of scheduled commercial banks at the end 
of March 1972. Their principal assets and liabilities were as follows* 


TABLE X 


Rs. trortt 

UabtlltJes 


Demand deposits 

216 

Time deposits 

410 

Assets 


Cash in hand, balance with R.B.l. and other banks, 
and money at call 

4S 

Investment in CoM. securities 

m 

Bank credit 

4S9 


There are not many significant differences in the composition of 
essets and liabilities of foreign banks and Indian commercial banks 
except, in a small measure in respect of: 
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(a) the ratio of bank credit to bank deposits, and . 

(b) the ratio of bills to total bank credit. 

The ratio of bank credit to bank deposits in the case of foreij 
banks was much higher than in the case of Indian banks. Fc 
example, at the end of March 1961 the ratio of bank credit 1 
deposits was 107 per cent in the case of foreign banks compared t 
71 per cent in the case of Indian scheduled commercial bank 
Since then the credit deposit ratio in respect of foreign banks hs 
been brought down to 78 per cent (March 1972), compared to 73 p< 
cent in respect of Indian scheduled commercial banks. 

The other marked difference is in the composition of bank.credi 
At the end of April 1972. this composition was as follows; 


TABLE XI 



Forejnti 

bank 

Indian sctieduh 
commercial banf 

Percentage of loans to credit 

75 

80 

Percentage of inland bills to total credit 

12.5 

16 

Percentage of foreign bills to total credit 

12.5 

4 


The differences in the pattern of assets reflect mainly the natur' 
of specialization. Foreign banks allocate a large part of thei 
business to financing of foreign trade, joint ventures, etc. Hence ; 
larger percentage of credit is. absorbed by purchase and discoun 
of foreign bills. Foreign banks are more involved in the inter 
national economic aspects rather than in purely internal financia 
affairs. 


Vin. Indigenous Banks 

Money lenders and indigenous bankers comprised the core of tb< 
financial system until recently. In 1930, they accounted for neail) 
90 per cent of the total credit. The growth of banking has sinct 
been at a relatively faster pace. As a result, indigenous bankers 
today , hardly account for 10 per cent of the credit operations in tht 
money market. 

The number of money lenders and indigenous bankers was placet 
at 33,939 in the census of 1961. Of these, indigenous bankers are 
located primarily in urban areas and come largely from certair 
comniunifies like Muhanis, Shroffs, and Manvaris in the Western 
Eastern and Northern India and Sindhi Multanis, Nattukottai Chet- 
tkirs and UTahmins ot Kallidaikvrichy in South India. Indigenous 
batdeers are concentrated in the industrial areas of Bombay 
AhmnHsibfiri A/TaitraQ 
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Indigenous bankers finance iwimarily those sectors which are not 
able to get credit from banks. These are traders, both retailers and 
wholesalers, small scale industries, etc. Some of the borrowers 
prefer indigenous bankers to cotnmerdal banks becmsc the fonncr 
provide informal and personalKed services, are flexible in their 
approach and process proposals without delay. They mainly func- 
tion on the basis of trust The rates of interest are higher than 
those charged by commercial banks but lower than those charged by 
money lenders. 

There are about 400 firms of Mul:ani Sfuvffs. 253 of which 
operate in Bombay. The principal vehicle of credit used by 
Af/</ra/ii Shroffs is the hundi. The Militants share risk when large 
loans are involved. Traders and small scale industries arc the 
principal borrowers. The data collected by the Working Group of 
the Banking Commission indicate that the main sources of finance 
to Multani Shroffs arc owned capital, bank borrowings and depo- 
sits. In respect of 319 firms, the components of capital employed 
were as under: 


TAhLEXU 


a^urcts 

Aj. ervrts 

Bank borrowings 

20.2 

Owned captut 

16.4 

Deposits 

3.7 


40.3 


The MuUani Shroffs have a ^ose nexus with the banking system- 
Nearly a half of the capital emplt^'ed is borrowed from commercial 
banks. The vast bulk of the other half is owned capital. Deposits 
are relati«ly insignificant. The hundi is the main instrumeDt of 
credit and usually has a tenore of three months. As such, the total 
turnover of MuUani Shroffs would be about Rs. 160 crorcs. 

Valike MuUani Shroffs, the opeeatiota of the Gn(arali Shroffs 
are akin to those of commercial banks. The bulk of the finance 
comes from current and fixed deopsits. Howevr, some of the 
Shroffs also combine comnussion agency business. The hundi is 
the principal instrument of credit and is used largely for marketing 
and movement of goods. In Ahmadabad, there are about 150 
Shroffs who do exclusively financial basmess. In Bombay, most of 
the Gujarati Shroffs also combine other interests. The organization 
often takes the form of partnership, some with branches in rural areas. 
The financial structure of 350 Gujartai Shroffs (Ahmadabad and 
Bombay) in 1969 was as follows: 
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TABLE XIII 



Owned 

capital 

Deposits 

Total 

resources 

Advances 

150 Ahmadabad firms 

5.10 

11.0 

16.10 

14.0 

200 Bombay firms 

10.00 

15.0 

25.0 

22.0 

Total 

15.10 

26.0 

41.10 

36.0 


The Gujarati Shroffs pay interest at the rate of 4 to 6 per cent 
on demand deposits; the commercial banks do not pay any. The 
Gujarati Shroffs also accept term deposits the interest on which goes 
upto 11 per cent or so. There is a call market for funds which 
redistributes, among the Shroffs, surplus funds for short periods. 

The total hundi business of Gujarati Shroffs in Bombay and 
Ahmadabad is estimated at Rs. 600 and Rs. 300 crores respectively. 
Recently some of the Gujarati Shroffs formed themselves into 
groups of partnership firms and provide, in line with the business of 
Marwari Shroffs, short-term finance to retail trade, small scale 
industries, etc., against usnance himdis. 

Jlie Chettiars did banking business not only in South India abut 
also in Burma. Sri Lanka and Indo-China. Estimates about the 
working capital of the Chettiars varied from Rs. 36 crores to Rs. 105 
crores. The bulk of these were owned funds. Similarly, reliable 
estimates about the capital resources of the Kallidaikiirichi 
Brahmins are not available. But their operations were much 
smaller than those of the Chettiars. Both Chettiars and KaUalidah 
kurichi Brahmins have shrunk in size and lost much of their 
business to Multani Shroffs. A few hundi firms have gone into 
banking business. Presently, there are less than 50 Chettiar firms 
doing hundi business. 

The number of indigenous bankers known as Marwari Kayos in 
Assam is estimated at 400. They provide facilities mostly to tea 
gardens. They also combine other functions like retail trading, 
commission agencj', etc.. 

Indigenous banking is not an isolated sector of the money market. 
There is considerable inter flow of funds between indigenous bank- 
ers and commercial banks. The discounting of himdis by indigenous 
bankers enables the commercial banks to invest surplus funds for 
short periods. This opens a source of supplementary finanace to 
indigenous bankers, particularly Multani Shroffs. The rate of 
interest charged by indigenous bankers is higher,, because first, the 
interest rate is exposed more fully to market forces, and secondly, 
the element of lender s risk is greater. How'ever, an effort has 
been made by some States to put a ceiling on interest rates 
through legislation. The Bombay Money Lenders Act puts the 
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ceiling at 17 per cent (since July 1971) The Mysore Money 
Lenders Act, similarly, imposes a ceilmg of 18 per cent. With the 
ceiling rates and the rise in the cost of bank credit, the indigenous 
bankers’ margms have been somewhat squeezed. The margin bet- 
ween commercial banks’ discount rate of hundis and the lending 
rates of Midtanis is even less than the differential between deposit 
rate and advance rate of commercial banks. 

The indigenous bankers arc largely outside the ambit of any credit 
policy. The Reserve Bank's attempts to establish direct links with 
indigenous bankers failed and all moves to integrate this unorganized 
sector with the rest of the financial system proved infructuous. The 
Banking Commission (1972) has recommended a closer link between 
indigenous bankers and scheduled commercial banks. The Reserve 
Bank control and supervision in that case will be indirect. 


VIII- Insurance 

The first step in regularizing insurance business was taken in 1912 
when the Indian Life Insurance Companies Act was passed. The 
provisions of the Act soon proved inadequate and a comprehensive 
Insurance Act was promulgated to 1939. The Act was substantially 
amended in 1950. In I95d, life insutaoce companies numbering 
about 250 were nationalized. A single corporation called the Life 
Insurance Corporation of India was set up to take over the entire 
life insurance business. General insurance companies remained in 
the private sector. In 1968. a scheme of social control was 
introduced in the form of the Insuraim Amendment Bill which 
was later passed by Parliament. These measures were considered 
insufficient and in 1971 Government look over management of gene- 
ral insurance companies through an ordinance. The companies 
were finally nationalized in 197Z Thus, the entire insurance business 
— life and general — is now in the public sector. While life insurance 
is handled by a single corporation, general insurance will be entrusted 
to four separate corporations to ensure competition. 

The total business in force of the Life Insurance Corporation 
(L.I.C). at the end of March 1970 wms Rs. 6.425 crores, nearly a fifih 
of the national income. The book value of the iniestment was 
Rs. 1,529 crores comprising stock exchange securities, loans, depo- 
sits and contribution to initial capital of the Unit Trust of India. 
The distribution of investments in India was as shown in Table XIV. 

Life insurance is an important outlet for the savings of the house- 
holds. In 1969-70, about 1 1 per cent of these savings (held in Cnaa- 
dal assets) were invested in life insurance policies. The L.IC. has 
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TABLE XIV 

Sectors Percentage to total 

Public sector 
Co-operative sector 
Joint sector 

Private sector ' 

become a crucial savings institution, and consequently, the pattern of 
its assets influences the overall distribution of funds in the economy. 

The L.I.e. is a major customer for Government securities. In 1969, 
nearly 11 per cent of the Central Government securities and 23 per 
cent of the State Government securities were held by the L.I.C. What 
is important, the share of the L.I.C. in the public debt has been 
increasing over the years. The market for Government securities is 
now confined almost wholly to institutional investors including the 
L.I.e. provident funds and banks. 

There were 67 Indian and 45 non-Indian insurance compames 
registered under the Insurance Act 1938 engaged in general insurance 
business. Their net premium income during the year 1969 was 
Rs. 106.5 crores and Rs. 16.7 crores respectively. For Indian insurers, 
excluding the L.I.C., the excess of income over expenditure was 
Rs. 13.09 crores, Rs. 5.81 of which represented an increase in 
reserv'es. 

The composition of assets at the end of December 1969 was as 
follows : 


TABLE XV 


Type of Asset Indian Insurers Non-Indian Insuruers 

Percent 

Amotmt to total Amount 


Government securities 

11.92 

6.5 

1.93 

6.8 

Debentures of Indian 
companies 

14.01 

7.5 

1.39 

4.9 

Preference shares of 

Indian companies 

13.35 

7.1 

0.74 

2.6 

Ordinary shares of 

Indian companies 

42.06 

22.4 

3.22 

11.4 

Deposits, cash and stamps 

43.37 

23.1 

9.99 

35.3 

Loans 

4.71 

2.4 

1.25 

2.6 

Agents’ balances 
outstanding 

36.49 

19.4 

3.04 

- 10.8 

Property and other assets 

18.77 

19.0 

6.77 

2.03 


There is considerable difference in the pattern of investment between 
the L.I.C. and general insurance. While the former invested the bulk 
of the resources in Government securities — Centre and States ^the 
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latter used a larger part of the resources for investment in debentures, 
preference shares and ordinary shares of Indian companies. However, 
m absolute terms the resources at the disposal of the L.I.C. are larger. 
The L.I C holds over 9 per cent of the total number of shares quoted 
on stock exchanges. 

The L.I.C did not, until recently, exercise voting power in respect 
of shares held by it. The investment was purely financial. But with 
the promulgation of guidelines for conversion of loans into equities, 
it has been provided that the financial institutions should exercise 
their powers as shareholders more discreetly. This has put consider- 
able voting power in the hands of the L.I.C. 

The L I.C and the general insurance companies act as financial 
intermediaries for mobilizing capital for the private corporate sector. 
They underwrite capital issues. In 1970-71, of the Rs. 30J crores 
of capital underwritten, about 142 per cent was underwritten by 
the L.I.C. and 3.1 per cent by the general insurance companies. Of 
the total capital underwnuen hy them, 7? pet cent was subscribed 
either as investors or as underwriters. 

VI. Stock Exchanges 

The first organized Slock Exchange was established in Bombay in 
1887 and was styled as ‘The Native Share and Stock Brokers’ i^so* 
elation’. E\en fifty years before the Exchange was established there 
were considerable dealings in securities. The number of brokers in- 
volved in this business numbered about 6 in 1850. and after the 
share mania induced by the American Civil War. increased to 200-250 
in 1865. When the Stock Exchange was constituted in 1887 there 
were 318 members on the list. 

Tlie Slock Exchange in Bombay was followed by the Ahmadabad 
Share and Slock Brokers’ Association in 1894, Calcutta Stock Ex- 
change Association in 1908 and the Madras Stock Exchange Asso- 
ciation (Pvt.) Ltd. in 1937. A number of other stock exchanges had 
sprung up during the First and the Second World Wars. But most 
of these were makeshift slock exchanges and collapsed soon after. 
^Vhen the Securities Contracts (Regulation) Act 1956 was passed, 
only 7 stock exchanges, viz., Bombay, Ahmadabad. Calcutta, Madras. 
Delhi, Hyderabad and Indore, received recognition. The Bangalore 
Stock Exchange was registered in 1957 and recognized in 1963. There 
arc thus 8 stock exchanges, only 5 of which were permitted to under- 
take forward dealing. 

The Securities Contract (Regulation) Act 1956 is the major com- 
prehensive legislation which regulates stock exchanges. The control 
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was operated earlier through the Bombay Securities Contract Con- 
trol Act 1925 and the Defence of India Rule 94 C. The Securities 
Contract (Regulation) Act 1956 allows only recognized stock ex- 
changes to carry on business. 

Stock exchanges have to be approved by Government which has 
powers to amend any rule and frame new ones. Government can 
also institute enquiries into the affairs of stock exchanges. 'Excepting 
spot delivery, all other security contracts, to be legal, have to be 
effected through members of recognized stock exchanges. The Act 
empowers Government to prohibit any type of dealings on any 
stock exchange to prevent speculation. It is under these provisions 
that forw'ard dealing in shares was banned with effect from 
June 27, 1969. 

The Stock Exchange is not a source of finance to industrj' or Gov- 
ernment. It is a market where securities like equity shares, pre- 
ference shares, debentures, gilt-edged etc., are traded. By keeping 
the market active through spot and forward dealings, the Stock 
Exchange imparts liquidity to securities, promotes continuity of price, 
ensures free negotiability and thus makes them an attractive 
investment. 

Securities quoted on stock exchanges can be classified into either 
cleared securities or non-cleared securities. Both types of securities 
can be dealt in for spot deliveries: but business for clearing can be 
done only in respect of the former. To get on the clearing list, 
securities must be fully paid up. Equity shares must have been 
admitted to dealings for at least three years to get on the clearing 
list. Besides, the company must be of public importance with paid-up 
capital of not less than Rs. 25 lakhs and the market value not less 
than Rs. 1 crore, at least 49 per cent of it being held by the public. 

In 1969. there were 1,974 companies whose securities (equities, 
preference shares and debentures) were quoted on the 8 recognized 
stock exchanges. The paid-up capital of these securities was Rs. 2,560 
crores and their market value Rs. 3,558 crores. The relative position 
of different stock exchanges is shown in Table XVI. 

The industry-wise composition of securities has substantially changed 
in recent years. When the stock exchanges were set up, the vast bulk 
of the shares in Bombay and Ahmadabad were cotton textiles and 
in Calcutta, jute, tea and coal. With the industrialization of the . 
countrj% a variety of new industries have emerged. The more promi- 
nent of these are engineering and chemicals. In 1969, engineering 
accounted for about 25 per cent of the market value of capital em- 
ployed by way of equities, preference shares and debentures, and 
chemicals, another 10 per cent. The share of cotton textiles was 
11 per cent and that of jute and coal even smaller. 
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TABLE X\T 



No. of No. of stock 

luted issued 

companies listed 

Market 
\alue of 
capital 

Rs crofis 

Paid up 
\alue of 
capital 

Rs crorcs 

Bombay 

570 

1,042 

1,485 

1,014 

Calcutta 

641 

1,066 

897 

655 

Madras 

361 

673 

405 

348 

Ahmadabad 

127 

272 

307 

196 

Delhi 

158 

308 

316 

234 

Hyderabad 

38 

66 

57 

49 

Indore 

14 

19 

34 

17 

Bangalore 

65 

lOS 

57 

47 

The bulk of the shares 

are held by individuals either directly or 

through joint stock companies. The 

pattern 

of ownership was as 

follows . 






TABLE XVII 



Cteh c/ shareholders 


fcrctntofe of shares held 

Individuals 




45.58 

Joint stock companies 




32.76 

Financial institutions 




18.53 

Life Insurance Corporation 




9.02 

Others 





3.13 


Share holding bad attracted considerable public interest. This was 
particularly true of small investors. Between 1959 and 1965, for 
example, the total number of individual shareholders (accounts) in 
respect of 48 companias increased from 3,22,497 to 4,09,757. More 
than 93 per cent of the increase was in the small shareholder class 
holding shares of value less than Rs. 5,000. In terms of value, more 
than 64 per cent of the additional shares were held by this class. 
Unfortunately, however, this interest was short-lived. 

The market for securities showed considerable actiivty in the 
mid-fifties and the early-sixiies. Since 1962, however the market has 
been considerably subdued- The index number of variable dividend 
securities on base I96l-6Z={Q0 dedoKd fa 76 ia 1965-66 sad rcgaoi- 
cd its level only in 1970-71. The index slumped again in 97.6 at 
the end of May 1972. In these 10 years, all other prices of commo- 
dities and assets had substantially increased, making industrial secu- 
rities — equities, preference shares and debentures — an unattractive 
investment. This was possibly why companies were unable to raise 
adequate finance from the open market The total capital raised by 
non-Government companies in 1971 was only about a half of that in 
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1961. Raising finance from the public has become a difficult task, 
and, as such, companies have been forced to depend, in a high mea- 
sure, on financial institutions.^' 

Public interest in shares has been further weakened by factors which 
have impaired their liquidity. Banks are normally reluctant to advance 
against blocks of shares. For loans exceeding Rs. 50,000 secured 
by shares, the latter have to be transferred in the name of banks. 
This has made shares a poor security for bank advances and con- 
sequently diluted public interest in share-holding. 

Since a large part of the finance for industry currently comes from 
financial institutions, it was suggested by the Dutt Committee that 
the financial institutions should have the option to convert a part 
of the loans into equities. These powers have now been given to 
the financial institutions and the conversion clause is usually inserted 
in all loan contracts exceeding Rs. 50 lakhs. 


*The prindplal institutions include I.D.B.I., I.F.C./S.F.C.s, and U.T.I. for long- 
term and medium-term funds and scheduled commercial banks for short-term 
funds. 



CIMPTHR XII 


CURRENCY AND PRICES 

A. CURRENCY 

I. Historical Re^ien Of Currency 

The currency history of India since the early part of the nineteenth 
Century is of unusual interest and significance m monetary annals. 
During this period, India successively passed through a variety of 
phases vvitJi regard to monetary standards. Starting with a silver 
standard in the middle thirties of the nineteenth century, the country 
had a ‘managed’ inconvertible silver currency (1893-1898), gold 
exchange standard (1899-1916), a mixed standard (1917-1926), gold 
bullion standard (1927-1931), sterling exchange standard (1931-1947). 
and finally, after independence, a managed rupee standard Jhe 
crux of the monetary controversy during the last century or so 
has consisted m the twin issues of the choice, firstly, of a workable 
monetary standard based on silver, gold or sterling and, secondly, of 
an appropriate rate of exchange between the domestic currency, rfe., 
the rupee, and the prevailing standard. Likewise. India's currency 
experience embodies the working of both the Fixed Fiduciary System 
and the Proportional Reserve System for the issue of currency. Under 
a Fixed Fiduciary System, the volume of currency that can be issued 
against domestic Government secunties cannot exceed a stipulated 
statutory maximam whereas, a Proportional Reserve Sjstem lays down 
the minimum proportion of currency which has to be covered by 
metallic reserves in the form of bullion or coin and foreign securities. 

The origin of the modern Indian monetary system may be traced to 
the Gold and Silver Coinage Act of 1835 whereby the East India Com- 
pany established the silver rupee (ISO grams in weight and 11/12 fine) 
as the sole legal tender currency for payment throughout its territories. 
The face value of the rupee was equal to its intrinsic value and the mints 
were opened to its free coinage. This was a form of monometallic 
silver standard to replace the variety of bimetallic standards prevailing 
in the Company’s territories. However, the Act of 1835 also authorized 
the coinage of gold rwfiurs and specified gold coins at market value, if 
required by the public. Although the Presidency Banks of Bengal, 
Bombay and Madras were authorized to issue notes payable to bearer 
on demand, their circulation was practically confined to the Presidency 
towns. Even after the enactment of the Paper Currency Act of 1861, 
while notes were issued to the public w^■thout limit in exchange for 
rupees or British gold coins, they were declared unlimited legal tender 
only within their respective circles of issue. The Act of 1861 provided 
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for a fixed maximum fiduciary issue of notes against Government of 
India securities upto Rs. 4 crores, a limit which ws successively raised by 
special Acts to Rs. 6 crores (in 1871), Rs. 8 crores (in 1890), Rs. 10 crores 
(in 1897) and Rs. 12 crores (in 1905). The remainder ofthe paper currency 
circulation was fully backed by bullion and coin. Government securi- 
ties, gold and silver coin and bullion, against which notes were issued, 
were kept in a reserve called the Paper Currency Reserve. 

The eSicient working of the silver standard was rendered increasingly 
difficult with the depreciation of silver that accompanied its rising pro- 
duction as well as falling demand consequent upon the demonetisation 
of silver by several countries. The corresponding appreciation of gold 
with its smaller output and enhanced demand from countries adopting 
the gold standard further complicated the situation. The depreciation 
in the value of the rupee also created a difficult budgetary problem for 
the Government of India which had to mobilize larger rupee reources, 
mostly through higher taxation, to meet the Home Charges in England 
on account of interest on sterling debt, payments for Government stores, 
pensions and other items. Likewise, the fluctuations of the exchange 
rate affected not only foreign trade but also the inflow of foreign capital, 
enterprise and personnel. 

Recognizing the need for monetary reform, the Government of India 
appointed in 1892 the Herschell Committee and, in pursuance of its 
recommendations, passed the Act of 1893. Under this Act, the im'nts 
were closed to the free coinage of both silver and gold, although the 
Government retained the power to coin rupees on their own account. 
The Act also provided for receipt of gold at the mints at the rate of 16d. 
to the rupee and the issue of notes in exchange for gold. Government 
also decided that there should be a transitional period before an attempt 
was made to coin gold in India and establish a full-fledged gold standard 
as recommended by the Herschell Committee. 

Instead, following a period of transition, there came to be established, 
under the Act of 1899, in the light ofthe recommendations of the Fowler 
Committee (appointed a year earlier) and as administratively modified, 
a gold exchange standard. The main features of the currency system 
which thus came to be established and which remained in operation till 
1916, were: (a) the sovereign was unlimited legal tender, at Is. 4d. 
to the rupee; the authorities also issued sovereigns and half sovereigns 
to a limited extent but undertook no obligation to give them in exchange 
for notes or rupees ; (b) the rupee was unlimited but inconvertible legal 
tender; (c) the rupee was maintained at Is. 4d. by purchases and sales 
of sterling at fixed rates, largely through the system of Council Drafts 
and Reverse Council Drafts whereby the demand for rupees/sterfing was 
met by payments of sterling/rupees into the Paper Currency Reserve, 
the Gold Standard Reserve or the Secretary of State’s Balances. 
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In accordance with the recommendations of the Committee a reserve 
— • called the Gold Standard Reserve — was created out of the profits of 
the coinage of silver rupees; this was designed to maintain the external 
value of the rupee. A change was also made in the composition of the 
Paper Currency Reserve. Since 1905 a part of the invested portion 
(upto Rs. 2 crores) of the Paper Currency Reserve was also authorized 
to be held in sterling securities, the remaining portion being invested in 
Government of India securities. 

The outbreak of World War I made it difficult to maintain the ex- 
change value of the rupee; there was a phenomenal rise in the price of 
silver leading to the intrinsic value of the rupee exceeding its face value. 
The price of silver rose from 27Jd. per standard ounce in 1915 to above 
43d. in August 1917. At this price (43d.) the e.xchange value of the 
rupee was equivalent to Us bullion value and, with every rise in the price 
of silver above 43d., the exchange value of the rupee also had to be 
raised pari passu. The Gold Exchange Standard which depended, 
among other things, on the rupee remainiog a token coin thus virtually 
broke down. Accordingly, several corrective measures were taken 
apart from allowing the e.xchange rate to rise, such as the purchase by 
Government of 200 million fine ounces of U.S. silver, a ban on import 
of silver on private account, prohibition of melting of gold and silver 
coins in India, and the issue of an Ordinance (June 1917) requiring all 
imported gold to be sold to the Government. The fiduciary note issue 
limit svas also increased from Rs. 14 crores in 1911 to Rs. 120 crores in 
Z919. 

In 1919 the Babington Smith Committee was appointed to examine the 
effects of the war on the Indian exchange and currency system and to 
make recommendations to ensure a stable exchange. The committee's 
main recommendations, which xvere accepted by the Government in 
1920, wen to fix the exchange value of the rupee in terms of gold at 2 s. 
(i.c. one rupee for 1 U0016 grams of fine gold) and to prescribe a mini- 
mum of 40 per cent metallic backing for the paper currency with a maxi- 
mum fiduciary issue of Rs. 120 crores for a limited period. Besides, 
provision was to be made to issue notes upto Rs. 5 crores against export 
bills over and above the fiduciary issue to meet seasonal demands. The 
attempt to stabilize the exchange rate of the rupee at 2 s. (gold) failed 
because of an unfavourable balance of trade and the rapid fall in sterling 
rclati>ely to rupee prices. The adjustment took the form of a fall in 
the exchange rate rather than in internal prices. After May 1925, the 
rupee ratio was maintained around Is. 6d. and the Government intro- 
duced the system of purchase of sterling in India llirough the Imperial 
•Bank from exchange banks and recognized firms in order to replace 
gradually the sale of Council Drafts in London, i.e. the sjslem when by 
sterling used to betendeicd in London for credit to the Secretary of State 
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against rupee paid in India. 

Following the return of England to the gold standard in April 1925, 
the Government of India appointed the Hilton Young Commission in 
August, 1925 to examine and report whether any modifications were 
desirable in the Indian currency system. Its report and recommenda- 
tions were the most far-reacliing of those of all he Currency Commi- 
ssions appointed in India till that time. The commission rejected 
the gold exchange standard chiefly on the ground that it was too comp- 
plicated to secure the confidence of the general public since the backing 
which the system supplied'for the currency was too abstract to be readily 
intelligible to the majority. The commission, therefore, recommended 
the establishment of a gold bullion standard (without internal circulation 
of gold coins) and an exchange rate (fixed in terms of gold) of 1 s. 6 d. for 
the rupee. It also proposed that the control and management of 
currency be entrusted to a Central bank to be called the Reser\'e Bank 
of India and that the Paper Currency Reserve and the Gold Standard 
Reserve should be amalgamated; it also recommended that not less than 
40 per cent of the combined reserve should consist of gold and gold 
securities. The recommendations of the commission were followed 
by acute controversy which centred for the most part on the choice of the 
Is. 6d. ratio and, to a lesser extent, on the organization and powers of 
the proposed Reserve Bank. 

The Currency Act of 1927 established the Is. 6d. (gold) ratio by 
imposing statutory obligations on the Government to purchase gold in 
bars (containing not less than 40 tolas or 15 ozs. or 466.55 grams) at 
Rs. 21-3-10 per tola and to sell gold for delivery at Bombay or sterling 
for delivery in London in amounts of not less than 1065 tolas (400 ozs. 
or 12421.95 grams) of gold or the sterling equivalent thereof. The re- 
tention by the Government of the option of selling sterfing against 
rupees meant that the standard adopted was not a gold bullion standard 
but a gold exchange standard so long as sterling was convertible into 
gold as it was upto September 21, 1931, and a sterling exchange standard 
thereafter. 

The proposal for the creation of the Reserve Bank, which was referred 
to a Select Committee of the Indian Legislature, was dropped in February 
1928 owing to differences between the Government and the Opposition 
on the organization of the bank, particularly regarding the composition 
of the directorate and its creation as a shareholders’ bank. 

With the delinking of sterling from gold on September 21, 1931 when 
England went off the gold standard, the rupee was linked to sterling at 
Is. 6d. The Government of India assumed the statutory obligation 
to sell and buy sterling against rupees at this rate. Thus in law and 
practice India adopted a formal sterling exchange standard which was 
retained even .after the creation of the Reserv'e Bank of India in 1935 
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and continued to be in operation until the crction of a new international 
monetary system under the auspices of the International Monetary Fund. 

The establishment of the Reserve Bank of India is a landmark in the 
monetary history of India not only because it set up for the first time a 
unified monetary authority to control both currency and credit but also 
introduced a basic change in the currency system by replacing the Fixed 
Fiduciary System by a Proportional Reserve System comprising a mini- 
mum cover of gold (in coin and bullion) or sterling securities of 40 per 
cent and of not less than Rs. 40 crores in value. The Reserve Bank 
assumed the liability of the currency notes of the Government of India 
and the corresponding assets in the Gold Standard Reserve and the 
Paper Currency Reserve, which were maintained separately heretofore. 

Although the Proportional Reserve System imparted the necessary 
flexibility, particularly for expanding the note issue, a construction in 
foreign exchange reserves below the minimum level necessary to main- 
tain a given note circulation necessitated a contraction of note issue to a 
larger extent than the fall in reserves. Consequently, the Bank kept a 
larger proportion of gold and sterling reserve, around 52-58 per cent 
during the years 1935-39, than the minimum of 40 pr cent. 

But, in keeping with the general trend of central banking legislation 
to delink foreign reserves from the note issue consequent upon a grow- 
ing recognition that the mam purpose of foreign exchange reserves is to 
meet deficits in the balance of payment, the Proportional Reserve 
System was again modified by the Reserve Bank of India (Amendment) 
Act, 1956, This provided for a minimum of foreign reserves in absolute 
amount of Rs. 400 crores in foreign securities and Rs. 1 15 crores in gold 
Coin and bullion (valued at 2.88 grains of fine gold per rupee or Rs. 53.58 
per 10 grams in terms of the official parity price agreed to by the Inter- 
national Monetary Fuad). A further change made by the Reserve Bank 
of India (Second Amendment) Act, 1957 reduced the aggregate value of 
gold and foreign securities to be held to the Issue Department at any time 
to not less than Rs. 200 crores, of which the value of gold should not be 
less than Rs. 115 crores. The Act also empowers the Reserve Bank, 
with the previous sanction of the Central Government, to suspend the 
requirement of holding foreign securities, though not the provision for a 
minimum gold holding of Rs. 115 crores. 

The backing for the rest of the Dote circulation can, under Section 33 
of the Reserve Bank Act, comprise rupee coin, rupee securities of the 
Government of India and such bills of exchange and promissory notes 
payable in India as are eligible for purchase by the bank. But in practice 
the major part of the cover consists of Government of India rupee secu- 
rities including ad hoc Treasury bills because commercial bills and pr^ 
missory notes have not figured as assets owing to lack of a proper bill 
market. 
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India’s assumption of membership of the International Monetary 
Fund in 1946 and its political independence since August 15, 1947 have 
brought about further important changes in the statutory basis as well as 
the operation of the currency system. This may now be described as a 
fully autonomous as well as a managed monetary system which pro- 
vides for the requisite elasticity of money supply. This system is des- 
cribed later in the section on ‘External Value of the Rupee’. 

n. Changes in the Volume and Composition of Currency 

The volume of currency, although it is the most important means of 
payment, does not encompass the total monetary media in the community, 
which included bank deposits besides currency. It is therefore more mean- 
ingful to study the changes in the supply of money (i.e. legal tender cur- 
rency with the public and bank deposits) as a whole rather than of 
currency alone. In the absence of a consistent time-series of money sup- 
ply in India this section attempts to explain the mechanism and causes of 
variations in money supply since 1951. Apart from the convem'ence 
of availability of data for this period, it has the added advantage of being 
a period of active monetary management which fully exemplifies the 
working of the principal determinants of money supply. 

Before analysing the variations in the supply of money, the concepts 
as used here may be briefly elucidated, particularly as these are opera- 
tional definitions which vary with the purpose and scope of the analysis 
and do not have a universally accepted connotation. The most widely 
used concept of money supply is the one which refers to the magnitude of 
money supply with the public (J.e., entities other than the Government 
and the banking system) comprising both legal tender curency (i.e., 
notes and coin) and bank deposits. 

Currency wdth the public comprises currency notes and coins in circu- 
lation excluding the balances of Central and State Governments held at 
treasuries and cash on hand of banks. Cash balances of Government 
are excluded because variations in them can be used as instruments for 
influencing the liquidity of the rest of the economy i.e., off-setting any 
excess or deficiency of money supply with the private sector. The cash 
on hand of banks, including their balances with the Reserve Bank, is 
excluded because it constitutes the reserv'e against deposits and cannot 
therefore be used for purposes of transactions. 

The deposit component of money supply consists of (a) demand 
deposits of banks, i.e., those deposits which are withdrawable without 
notice such as deposits in current account and overdue fixed deposits, 
and (b) ‘other deposits’ with the Reserve Bank, which include items such 
as deposits of quasi-Government institutions and of foreign Central 
Banks as well as those balances of the International Monetary Fund 
(held in Account No. 2), which consist of working balances to meet the 
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Fund's adiTunislrath e expenditure m lodi^x. Time deposits of banks and 
post-office savings deposits arc excluded from money supply because 
these are essentially instruments of savings and are not ordinarily used 
as media of exchange. In the case of savings deposits with commercial 
banks, only that part which is withdrawable readily and consitutes the 
demand liabHity portion of such deposits is included. Recently the 
rules regarding withdrawal of savings deposits have been liberahzed by 
many commercial banks, as aresuU of which the demand liability portion 
of such deposits has increased considerably. 

Of the total currency with the public, one-rupee notes and small coins 
are (he liability of the Government and form only a small poriion of total 
currency. All other currency notes and ‘other deposits' with the Reserve 
Bank are the liability of the Reserve Bank. Demand deposits are the 
liability of commercial banks. Thus money supply is largely the liability 
of the Banking System to the public and to a small extent that of the 
Government. However, there are other liabilities of the banking system, 
apart from demand deposits, e.g.. (iine deposits and items like capital 
and reserves of the banks as well as of the Reserve Bank which constitute 
the non-raonctary liabilities of the banking system. 

It will be clear from the above definitions that any transactions which 
increase either currency or deposit money ((.e. demand deposits) wi’tli 
the public will increase money supply; on the other hand, any transac- 
tions which increase time deposits, balances of the Government, cash on 
hand of the banks or non-monelary liabilities of the banking system, 
will decrease money supply. Since liabilities and assets of the banking 
system (including the Reserve Bank) most aIwa)S be equal, changes in 
money supply, rfz., monetary liabilities of the banking system can be 
explained in terms of changes in (financial) assets, on tlie one hand, and 
clutnges in non-moneiary liabilities of the banking system, on the other 
Factors which account for such changes would thus explai n variations 
in money supply, as indicated in the following equation: 

Increase in money supply Increase in finandal assets of banting 

(Currency plus bank sysiem minus increase in non- 

^posits) moneiaty liabilities. 


and vice lerja for a decrease in money supply. 

There are five major factors which affect money supply with the 
public i.e. (I) net bank credit by the banking system to Government which 
is the net result of banks’ and Reserve Bank’s investments in Govern- 
ment securities and loans and adv*3nccs to Governments, Central and 
State*, offset by Government deposits with the Reserve Bank, (ii) net 
bank credit to the private sector comprising Reserve Bank of India 


•Since 19^3^. howewT. there have beenno toaiw 
of India to the Central Gowmment anJ iherefore ihn item ifv.re3ner pertain o . 
to State Governments. 
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Credit to the private sector and banks’ net credit to tlie private sector 
which, in turn, is the result net of banks’ loans and advances to the private 
sector offset by banks’ time deposits: (iii) net foreign exchange assets 
of the Reserve Bank and other banks, viz. the excess of foreign ex- 
change assets over liabilities. Changes in foreign e.xchange assets of 
the Reserve Bank affect money supply since a rise in these as sets will be 
balanced by an increase in currency or deposit liabilities of the banking 
system to the public; a surplus in the balance of payments will therefore 
increase money supply and a deficit will reduce it; (iv) Government’s 
net currency liability to the public, which indicates the changes in the 
pubh’c’s holdings of one-rupee notes and small coins, and (v) net non- 
monetary liabilities of the banking system, wluch also include some 
errors and omissions. An increase in the first four factors will increase 
money suppl}', whereas an increase in the last one will decrease it. It 
may be pointed out that all the factors affecting money supply cannot 
be completely identified for want of adequate data. For instance, it is 
not possible to isolate the effect on money supply of the transactions of 
the foreign sector (comprising foreign companies, institutions and non- 
resident individuals) with the banking system. 

The following Table .presents a broad analysis of trends in money 
supply during the period 1951-52 to 1969-70 and factors affecting the 
variations : 



TABLE I 


(in Rs. crores) 



First 

Second 

Third 

1966-67 



Plan 

Plan 

Plan 

to 



Period 

Period 

Period 

1969-70 



1951-52 

1956-57 

1961r62 




to 

to 

to 




1955-56 

1960-61 

1965-66 


A. Money supply with the pubh'c 

+396 

+704 


+1,850 

+972 

1. 

Currency with the pubh’c 

+166 

+527 

+936 

2. 

Other deposits with the Reserve 
Bank of India 

—15 

+4 

+3 

+41 

3. 

Bank Money (Demand deposits 






of commercial and co-opera- 
tive banks) 

+45 

+173 

+T22 

+S37 

B. Factors affecting money supply 


+ 1.384 

+ 1,321 

+917 

1. 

Net Bank Credit to Government 

+297 

2. 

Net Bank Credit to Private 

Sector 

+ 105 

+23 

+642 

+738 

3. 

Net Foreign Exchange Assets of 
the Banking Sector 

—96 

—664 

—107 

+439* 

4. 

Govenunent’s net currency lia- 
bihties to the pubhc 

—52 

+ 17 

+81 

+68 

5. 

Net non-monetary habilities of 
the Banking Sector (including 
errors and omissions) 

—58 

—56' 

—276 

—312* 


*Excluding the charges due to revaluation of gold held in the Issue Department of the 
Resen'e Bank from February 1, 1969. 
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It is evident that ntt bank credit Id Govrenment has been the most 
important factor accounting for increase in money supply over the larger 
part of tius period, though in some years such as 1966-67 (+Rs 225 
crores) and 1969-70 (fRs. 249 crores) net bank credit to the private 
Sector has been the major source of monetary expansion. On the other 
hand, the factor which tended to moderate (he increase in money supply 
during tMs period, particularly during the Second Plan years, was a 
decline in foreign exchange assets. 

Of the total money supply with the public, notes in circulation are the 
most widely-used medium of exchange, as the following figures show: 
TABLE U 

As on Last Friday of Mareh 1970 

(Its. crores) 

(1) Moaey supply with tbe public 

(2) r- 


(3) ■ ' ’ „ " 


62.8 

94.8 


2,373 

2,31S 

58 


37.2 

97J 


It is also interesting to note that, although currency (notes and coins) 
has bccD the predominant component of money supply ia India, the 
(crude) ratio of deposit money to total money supply was as high as 
4346 per cent in the thirties and early forties of the present century. 


TABLE in 


(in crom of Rs.) 


End of March 

Money supply 
\fith public 

A 

Currency 

B 

Deposits 

C 

%ofCto A 



160 

121 

43.1 

1941 

456 

246 

210 

46 0 

1946 

2,120 

1,3W 

7B5 



2.016 

1,406 

610 



2,217 • 

Urt 

646 



2.869 

vm 

771 




3.0M 

1.495 


1970 

6,353 

4J0O9 

2,344 



Although the money supply data arc not strictly comparable over 
these years, it would appear that, while both cunenev' and deposit money 
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have been increasing, currency lias risen at a more rapid rate than deposits 
over the period as a whole. This is partly due to the fact that the initial 
impact of absorption of the non-monetized sector into the monetary 
economy is reflected in a greater demand for currency than for deposits. 
However, with the banks opening branches in rural and semi-urban areas, 
rising interest rates oflered on lime deposits and liberalization of facili- 
ties to holders of these deposits, the increase in bank deposits has been 
greater in time than in demand deposits. More recently, the propor- 
tion of deposit money to total money supply has shown a rise indicating, 
among other factors, greater resort to bank money for mediating 
transactions. 


HI. Monetary Policy Before Independence 

The policy of the period before independence may, broadly, be divided 
into the period before and after the creation of the Reserve Bank of 
India in 1935 as the country's Central bank. In the prc-1935 phase there 
was, strictly speaking, no monetary' policy in the sense of a purposive 
regulation of the quantity and price of money i.e., the structure and level 
of interest rates, to sub-serve objectives of general economic policy. This 
was not only because of the absence of a Central bank acting as a 
unified monetary authority but even more because of India being a 
dependency which meant that the maintenance of a stable relationship 
with the currency of the metropolitan power was, as indicated in an 
earlier section, a prime criterion of monetar\' policy irrespective of its 
effects on internal economic activity. Consequently, most issues of cur- 
rency policy revolved round the choice of the monetary standard and the 
maintenance of an appropriate rate of exchange. These issues were 
forced to a head when India, following the United Kingdom, left the 
international gold standard in September 1931, and the rupee was linked 
to the pound sterling at Is. 6d. Even then the really significant question 
was not the choice of the standard since it was not practicable at the time 
to link the rupee cither to gold or to establish it as an independent cur- 
rency. The former alternative was ruled out not only because of the 
inadequacy of India’s monetary gold reserves and the shrivelling up of 
the international gold bloc but also because the retention of the gold 
standard would have aggravated the economic depression in the countiy'. 
Likewise, an autonomous rupee, apart from being not practical politics 
for a non-self-gov’erning country, would not have been feasible in the 
absence of a central ban. Consequently, the effective choice of a monetary 
standard was limited to some variant of the sterling standard which was 
not unjustified because the major portion of India’s external transactions 
was with the sterling area apart from the close financial links with Britain. 

The really controversial issue W'as, therefore, whether the maintenance 
of the rate of exchange unchanged at 1 s. 6 d. was justified. Althovgh 
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the Imking of tlie rupee with sterling amounted to a depreciation of the 
rupee in terms of gold to the extent of about 30 per cent, the competitive 
advantage to Indian exports was ofiset by the larger depreciation of the 
currencies of India’s competitors, notably Japan, Argentina and Australia. 
Generally, Indian public opinion favoured a moderate devaluation of the 
rupee in terms of sterling as an anti-depression measure; the currency 
controversy was limited mainly to this question of an adjustment in the 
exchange ratio to 1 s. 4 d. as a^inst maintenance of the status quo. The 
oSicial justification of the existing ratio was based on the ground that 
India as a debtor country on external account benefited by the status 
quo as devaluation would have necessitated raising of larger amounts in 
domestic currency to meet the Home Charges of the order of about 
£30 million due every year to the United Kingdom. 

As measured by the relative price levels in India and the U.K., it 
appears that the rupee was for a time undervalued m terms of sterling. 
Tliis undervaluation of the rupee in terms of sterling (placed by diflerent 


authorities within a range of 10 to 31 per cent) meant a rise in the rupee 
price of gold which therefore was one of the contributory factors to the 
large-scale export of gold from India estimated at about Rs. 300 crores 
overthe period 1931-37. This reversal of the historical role of India as a 
habitual net importer of gold could not, lioweser, be wholly or largely 
attributed to the under valuation of the rupee. The extensive dishaord- 
ing of privately held gold reflected the distress sales by agriculturists who 
were unable to meet their monetary commitments like tax and interest 
payments, or even to maintain their customary standards of living, due 
to the fall in agricultural prices. In effect, these gold exports meant a 
monetization of a sterile asset although some sections of public opinion 
advanced official purchases to strengthen currency rescrscs. But in 
view of the prevailing uncertainty about the future of the international 
gold standard and the commitment to the sterling exchange standard, 
currency policy did not reflect a definitive position on gold exports. 

The maintenance of a fixed rate of cxcliange naturally precluded an 
expansionist monetary policy aimed at stimulation of the econom> 
through finance of public works, etc. Even the creation of the Resene 
Bank in 1935 did not make any material difference to this aspect of 
currency policy as the bank was statutorily committed to buy and sell 
sterling within the limits of I s. 6-3/16 d. and 1. s 5-49/64 d. subject to 

minimum transaction of £10,000 or its cvaUalent. 

The Reserve Bank was given powers to regulate credit throu^gh the 
bank rate and open market operations, but it did no exercise .cm o 
any appreciable extent during its early years ^ause o e genera 
slackness of demand for credit, the comfortable resenes posi lo 
banks which could always be supplemented by borrowings from the 
Imperial Bank of India or from their overseas head office m the case of 
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Excliange Banks. The first official bank rate at 3A per cent was 
announced on July 4, 1935. The rate was subsequently reduced to 3 
per cent w'ith effect from November 28, 1935, at wliich level it remained 
steady for nearly sixteen years. Open market operations were also of a 
very modest character and, apart from supporting public borrowing 
operations and the gilt-edged market, they were used to relieve seasonal 
stringency in the money market through purchase and sale of Govern- 
ment securities and sterling bills. 

Although the Reser\'e Bank could not exert much influence over the 
credit situation, judging purely by the magnitude of its advances to banks 
and open market operations, its capacity to meet seasonal monetarj' 
stringency was a distinct improvement over the pre-1935 system when 
such stringency could be relieved only by borrowing additional currency 
from Government at high rates of interest. 

Monetary policy during the war years (1939-45) was comparatively 
passive in the face of the huge inflationary increase in money supply 
originating as a cumulative result of budgetary deficits, military expendi- 
ture of the British and the Allied forces in India and the favourable 
balance of trade. Given the current reqiurements of war expenditure 
in rupees, the Reserve Bank had to issue large amounts of rupee currency 
against sterling and ad hoc Treasury bills of the Government of India as 
provided in its Act. But the mere fact that the additional currency had 
adequate foreign cover in the form of sterling did not alleviate the 
inflationary impact of the expansion of money. The war-time inflation 
reflected the gap between a comparatively inelastic supply of -essential 
goods, a large portion of which was being increasingly appropriated for 
defence requirements, and the rise in effective demand due to rising 
employment and incomes. Besides, the decision to finance the w'ar on 
the basis of cheap and stable money meant relinquishing the use of the 
interest rate as 'a weapon of monetary' policy though it is doubtful 
whether the excessive liquidity of the banking system or even of the 
economy as a whole could have been absorbed merely by stepping up 
yields on Government securities. 

IV. Monetary Policy Since Independence 

Despite the essential similarity of the basic economic framework for its 
operation in the two periods, Indian monetary policy since independence 
presents some significant contrasts to its role in the pre-independence 
period. The general identity of the economic environment for monetary 
policy in the period before and after independence fies ,in the largely 
unaltered character of the broad structural features of the economy bear- 
ing upon the conduct of monetary policy like the considerable extent of 
the non-monetized sector, the predominance of currency in money supply? 
the extent of seasonality in currency circulation and credit and the 
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dichotomy of the organized and unorganized sectors in the money 
market. , However, there has been a considerable change both in respect 
of the institutional framework of monetary policy and its more active 
use to influence the tempo and tenor of economic development. Thus, 
for one tiling, there has occurred an enlargement of the scope, effective- 
ness and range of employment of the instruments of quantitative and 
qualitative credit control \'ested in the Reserve Bank under its oivn 
Statute as progressively amended as well as in terms of the Banking 
Compaiues Act, 1949, and its successive amendments. 

In the period immediately after independence, the role of monetary 
policy continued to be largely subsidiary to sustaining the cheap money 
policy which was more or less an inheritance of the phase of war finance. 
Consequently, the bank rate remained constant at 3 per cent and the 
open market operations of the Resen'c Bank which were aimed at a 
general support of the gilt-edged market resuTlcd in large net purchases 
from the banking system. The maintenance of a fised pattern of yields 
meant monetization of the bank-held Government debt througli large- 
scale purchases by the Resers'e Bank. In the context of the ample cash 
reserve position of commercial banks, it enabled the banking system to be 
virtually independent of Central bank credit. 

It was the inflationary conditions generated in the wake of the Korean 
War boom in 1951 that led to the emergence of credit control as a pur- 


posive instrument of economic policy. To begin with, the bank rate 
which was unchanged at 3 per cent ever since 1935 was raised to 3J per 
cent in November 1951. In iUelf this measure would not have been of 
much consequence considering tliat in India, in the absence of a develop- 
ed bill market, the bank rate had not functioned as a rediscount rate. 
Rather, its customary significance as an advances rate against approved 
collateral was enhanced by a simultaneous change in open 
policy. To make the rise in the bank rate effective, the Resesve Bank 
also announced that it would not buy Government secrities from banks 
as a matter of course to meet their requirements of seasonal expansion of 
credit, save in exceptional circumstances, but make advances a^i^t the 
collateral of Government securities. Soon after this a Bill Market 
Scheme was formulated under which banks could conv-ert advances to 
tlieir clients into usance bills and borrow against them from the 
Bank. This provided a convenient medianism for controlling the flow of 
Central bank credit to commercial banks while enabling them to meet 
their legitimate credit requirements. The scheme was iniUa y su si 
iiuti by otfcring a rate lower by 1 per cent than that on Ootetnmem 
secitritfe. Subsequently, in 1956. this tale was laised tn wo stages to 


evm more lhaa the Korean War boom phase, the comtnencetnenl 
of the Second Five Year Plan ssitnessed the progressively growing im- 
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portancc of monetary poUcy. The pressure of investment expenditure 
of the Second Five Year Plan witnessed the progressively growing im- 
portance of monetary polic}’. The pressure of investment expenditure 
under the Plan led to a gradual upward rise in market rates of interest; 
the bank rate too was raised to 4 per cent in May 1957. Likewise, the 
effective rate of borrowing under the Bill Market Scheme was increased 
to 4.2 per cent with an increase in the stamp duty on usance bills. The 
introduction, in October 1960, of a system of borrowing quotas for banks 
under graded lending rates by the bank w’as yet another landmark in 
the gradual sophistication of monetary' policy. Since then this system 
has been retained with appropriate variations and modifications in 
keeping with changing requirements. It is a system which aims to 
reconcile the obligations of the Reser\’e Bank as a lender of last resort 
as well as the controller of credit with its role as promoter, througli 
preferential rates of lending, of special sectors or purposes like agricul- 
ture, small-scale industries, co-operatives, exports, etc. Its mechanism 
consists of fixation of quotas, based on statutorj' reseiwes, for borrowing 
by banks from the Reserve Bank whether against Government securities 
or under the Bill Market Scheme at graded slab rates, with provision 
for borrowings above the quota at higher rates: lending for special pre- 
ferential purposes is charged at the lowest slab rate, viz., the bank rate. 
Since the need for borrow ing by banks is specially acute during the busy 
season, the increase in the Reserv'e Bank's average lending rate and 
ceilings on banks’ borrowings help to regulate the expansion of credit. 
Initially, th»re were three slabs with quotas fixed for the first two slabs, 
for W'hich the prescribed rates were the bank rate and one per cent above 
the bank rate, respectively, whereas there was no limit to borrowing for 
the third slab at 2 per cent above bank rate. The number of slabs and 
the rates of interest applicable thereto have changed from time to time. 
A change of some importance in the system was, however, introduced 
from November, 1962 when lending above the quotas became restrictive, 
being subject to a detailed assessment of individual cases by the Reser\e 
Bank. Till September 1964, there were two slabs of lending rates within 
the quotas, at 4i- and 6 per cent, respectively and a third slab for special 
accommodation of a discretionary' nature at 61- per cent. 

Effective September 25, 1964 the slab system of lending rates was 
replaced by the differential rates scheme and concurrently the Resesve 
Bank evolved the concept of net liquidity ratio with a viev/ to preventing 
banks from circumventing the requirements of the statutory' h’quidity 
ratio by borrowing against eligible paper. The net liquidity ratio is 
defined as total of bank’s cash balances with the Resers'e Bank and other 
banks in current account and all investments in approved securities less 
its total borrowing from the Reserv'e Bank, the State Bank and the Indus- 
trial Development Bank of India (I.D.B.I.). 
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Under the differential rate sclKinc, as long as the net liquidity ratio 
was at or above 28 per cent, the Resene bank’s accommodation was 
made available to banks at the bank rate. For every percentage drop 
in the ratio, the cost of borrowing on the enure- amount moved up by i 
per cent. In September 1964, the bank rate was raised from 4} per cent 
to 5 per cent. Simultaneously, the Reserve bank fixed the maximum 
rate of lending for bigger banks at 9 per cent, which was raised to 10 
per cent in February 1965, when the bank rate was also stepped up to 
6 per cent. 

The system as thus envisaged had a scIf-correcting element in as much 
as, with every increase in borrowing from the Reserve Bank, the rate at 
which a bank could make further borrowing rose progressnely, white, 
at the other end, it was constrained by the ceiling rate on its own ads ances 
to customers. This, in effect, established the principle of differential 
rates on borrowings from the Reserve Bank, depending on the individual 
bank’s liquidity position. 

Broadly, the system has continued lo-datc with certain modifications 
from time to time. Thus, in February 1965, the minimum liquidity 
ratio required to qualify for bank rate accommodation was raised from 
28 per cent to 30 per cent. In November 1965, the rate of escalation 
for lending was also raised from | per cent to I per cent for every drop of 
.1 percentage point or fraction thereof from the minimum liquidity ratio 
of 30 per cent. Certain concessions have also been granted from time 
to time in respect of the net liquidity ratio. Thus, refinance to priority 
sectors such as food procurement, defence supplies and export packing 
credit was provided at bank rate irrespective of net liquidity ratio. For 
the 1966-67 busy season banks were given additional refinance facilities 
at bank rate for an amount equivalent to 10 per cent of the actual net 
liquidity ratio as at the end of 1966 slack season. Provision was also 
made for the Reserve Bank to cliargc a penal rate of 10 per cent for any 


borrowings in excess of the borrowings at the bank rate. 

In view of the recessionary trends in certain sections of the in ustry, 
the Reserve Bank’s refinance policy was selectively liberalized since 
August 1967. Thus a preferential rate of per cent was applied for 

export packing credit for engineering and metallurgical pro urts. i i 

a view to stimulate the economy, concurrently with certain fisra rneasures 
announced in the budget for 1968-69, the Reserve bank also initiated 
certain monetary measures. The Bank rate was reduced from cen 
to 5 per cent in March 1968, and the maximum rale on bank s advances 
to customers was lowered to 9S per cent from 10 per cent. 

Since October 1968, a uniform rate of 4} per cent was c arg . 
pective of the net liquidity ratio for the total short-term 
agriculture and small-scale industries and not mere > t e 
over the base periods as before. In February 1970, certain c 
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granted with respect to priority sectors were withdrawn as credit had 
expanded at a faster rate than warranted by the real trends in the econo- 
my. Thus, although changes were made from time to time in the 
differential rate system of lending based on the net liquidity ratio, the 
basic element of this policy, namel}', the application of a penal rate in the 
event of a fall in the liquidity ratio below 30 per cent, continued to be in 
operation. 

The fact that banks have had frequent resort to borrowings from the 
Resers'e Bank against Government securities and under the Bill Market 
Scheme is a significant index of the effectiveness of the bank rate-cura- 
borrowing quota technique of Central banking in India. 


TABLE IV 

Reserve Bank Credit to Scheduled Banks 

(In crores of Rs.) 


Outstanding as on last 
Friday of March 

Against usance bills 
and lor promissory 
notes 

Other Advances 

Total 

1951 

___ 

12 

11 

1956 

29 

35 

64 

1961 

45 

50 

95 

1966 

53 

23 

76 

1970 

78 

160 

238 


However, the effectiveness of the bank rate technique is stDl limited 
by the lack of integration and cohesion in the money market. Simi- 
larly, the use of open market operations has been subject to varying 
limitations since the inception of the bank. In the early }'ears the 
statutory' restrictions on the volume and maturity of rupee securities 
which the bank could hold in its portfolio as well as the comparatively 
under-developed state of the security market inhibited recourse to open 
market operations. The pursuit of cheap money in the war and post- 
war years necessitated virtually unlimited purchase of securities from 
the banking system. It was only when ‘cheap money’ was replaced by 
‘regulated money’ following the rise in the bank rate in 1951 that it was 
possible to regard open market operations, as observed above, as a 
purposive instrument of policy through the extension of discriminating 
support to the gilt-edged market. Tliis was reflected in the emergence of 
moderate net sales in contrast to net purchases in the earlier years. Open 
market operations have been used increasingly as an adjunct to Govern- 
ment borrowing operations, primarily in the maintenance of orderly 
conditions in the gilt-edged market rather than to influence the cost or 
availability of credit. However, their use for meeting the seasonal need 
of banks for reserves illustrates their potential significance in the Indian 
context as a flexible instrument to regulate the monetary climate. 
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TABLE V 

Open Market Operations of (be Reserrc Bank cf India 

(In crores of Rs.) 


Firumeiol Years 


Net Purchases (— ) 
Net Sates (+) 


1945 to 1951 
1951 to 1956 
1956 to 1961 
1961 to 1966 
1966 to 1970 


231.06 

55.47 

7226 

55.43 

218.93 


Although there is at preseot no statutory restnction on either the 
volume or maturity of Govenuoent secunties which can be held by the 
Reserve Bank in its portfolio, in practice open market operations have 
been confined to medium and long-dated securities in the absence of 
a developed market for Treasury bills. 

The inherent limitations of the bank rate and open market operations 
as instruments of monetary policy in India underline the importance of 
Other tveapons, notably the variation of reserve requirements, selective 
credit controls and moral suasion. The power to vary the statutory 
reserve, and hence the cash base of commercial banks, is peculiarly suited 
to Cential banks in under-developed money markets where the classical 
weapons of bank rate and open market operations have comparatively 
less scope. It was not until October 1956 that the Reserve Bank acquir- 
ed the necessary powers to vary (a) the reserve ratios of banks between 
5 and 20 per cent of demand liabiUties and 2 and 8 pet cent of time 
liabilities and (b) the proportion to be maintained as reseives of the 
increase in deposits after a certain date upto 100 per cent of the increase 
in deposits subject to the aforesaid overall maximum. It ^vas. however, 
not until March 1960, that the Reserve Bank had occasion to employ 
these new powers when banks were called upon to maintain with the 
bank 25 per cent of the increase in deposit liabilities ovct and above the 
minimum statutory reserves. The requirement w^ raisedto 50 per cent 
of the additions to deposit Iiabiliti« after ttat date. TTie 
deposits were subsequently released ,n two instalmenU (Mamh 1960 and 
January 1961) as part of the changed credit policy of the bank cowequent 
upon the introduction of the three tiers of lending rates. As from 
Wmber 1962 Ih. minimum slntuwry re«r>u rcquitemnils Mert 
Lilicd m 3 per cent for both dementi and time Iinbilit,« ^en logether 
and made variable upto 15 per cent. The mer^ of the dilTerenlia! 
ratios for demand and time deposits is indicative of the gromh in volume 

of time deposits and even more of the fact tlmt,m practCT,th™ deposits 

tend to have a maturity shorter than their formal penod of deposit. 
But the dislinethe fealuie of Indian monetary policy has been the 
tensive resort since 1956 lo ijtinlilative controls, ns distinct from the 
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foregoing quantitative weapons, notably the flexible use of selective 
holding of commodities in short supply or else to restrain excessive 
borrowing from banks in the form of clean advances (/.<?., without formal 
security or collateral) or against the security of assets such as stocks 
and shares. These selective credit controls have mainly taken the form 
of stipulation of margin requirements and directives to maintain aggre- 
gate credit against particular commodities (mostly foodgrains, oil-seeds, 
sugar, cotton and jute) witiun specified limits. The implementation of 
these controls has its problems in a banking system with a very wide 
branch network and regional diversities. But, on the whole, there has 
been responsive co-operation on the part of the banks and selective 
controls have played a salutary role in maintaining orderly conditions in 
commodity markets. 

Formal credit controls, whether quantitative or qualitative, have often 
been supplemented by recourse to moral suasion ■ through informal 
consultation with and exhortation of the banking community by the 
Governor of the Rcser\c Bank. This technique has a certain elBcacy 
in view of the concentration of the major pait of the resources 
of the banking system in a comparatively small number of banks 
but it also has its limits. It has worked particularly well where the 
climate for its use with regard to the interests of the banking system is 
propitious. 

In retrospect it may be said that the period since independence has, 
on the whole, been notable for the gradual emergence of an articulate 
and flexible monetary policy aimed at reconciling the requirements of an 
e.xpanding volume of money to finance the e.xpansion of output while 
restraining the use of credit for unproductive and non-essential purposes. 
While the onus of maintaining general economic stability does not rest 
exclusively or even largely on monetary policy', it can be said with some 
justification that monetary policy has been operated with a view to 
ensuring a reasonable degree of stability consistent with the needs of 
economic development. 

V. External Value of the Rupee 

The preceding paragraphs have dealt with the evolution of the rupee 
primarily in the context of internal economic developments. But the 
role and significance of a currency unit is no less important m 
terms of its use in ihternational transactions ; in this context, 
it is the external value of the currency', i.e., its relation with 
other currencies, that is of interest. As indicated earlier, for many 
decades the internal aspects of currency policy in India were largely 
subordinated to its external aspects. This was a logical corollary to the 
statutory link of the rupee wth sterling. During the heyday of the 
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international gold standard, the rupee through its link with sterling, 
on a gold exchange standard. With the realization of the importance of 
intcrn.'il monetary management and a rejection of the automaticity 
implied in the gold standard arrangements, there was vjrtuafJy a worM- 
wide abandonment of the gold standard. In September 1931, the move- 
ment was sparked when the U.K. went off the gold standard. For 
India, hotvever, the gold exchange standard was replaced by a sterling 
exchange standard which continued to detract from the full freedom of 
monetary management. Thus, the rupee sterling rate set, as mentioned 
earlier, after much controversy at I s. 6 d. per rupee in April 1927 (m 
terms of tlic Currency Act) remained unchanged through the maelstrom 
into which currencies were thromi foliowing the Great Depression of 
1929-31 and was the ratio that was also formally adopted m the Reserve 
Bank legislation (Sections 40 and 41). This rate continued to be in 
force until June 6, 1966, when Jhe rupee was devalued in terms of all 
currencies including the sterling. 

Meanwhile, however, a major change has occurred in tlie theoretical 
and legal basis of the ratio in the wake of independence as well as India's 
membership of the International Monetary Fund (IMF.). The par 
value of the rupee is now set in terms of gold as required by the I.M.F. 
Articles of Agreement. The Reserve Bank of India Aci was accordingly 
amended in 1947 without specifying any particular rate of exchange but 
making it subject to determination by the Central Government having 
regard to its obligations to the I.M.F. On India joining the I M.F., the 
rate was initially fixed at 4. 1 45grains of fine gold per rupee corresponding 
to the I 8. 6 d. rate to sterling When the pound stctling was devalued 
by 30,5 per cent in September 1949. the rupee, like the currency of most 
sterling area members, was also devalued to a similar extent and the 
par value was fixed at 2.880 grains of fine gold per rupee. Thus, while 
in terms of gold the rupee was devalued from Rs. 3.31 to Rs. 4.76 per 
dollar, the nipee-stcrfing ratio was unchanged at J s. 6 d. 

The rupee was again devalued by 36.5 j^r cent on June 6, 1966, so as 
to bring domestic prices into alignment with cxtcm.il prices. In terms 
of the U.S. dollar, the rupee was devalued from Rs. 4,76 per dollar to 
Rs. 7.50 per dollar. The new par value of rupee works out to 1.828 
grains of fine gold as against 2.880 grains of fine gold heretofore. The 
value of the rupee in terms of sterling was also accordingly changed from 
Is 6 d. to 11-3/7 d. Unlike the previous devaluation in 1949, which 
was only in terms of non-sferi/ng currencies, the deyahatJon in 1 966 was 
in terms of all currencies. 

Though the rupee is now formally linked to gold in terms of the I.M.F. 
Articles, in practice, the link with sterling continues to be important for 
historical reasons as also because the larger portion of India's external 
transactions has been and is financed in sterling Tlie major portion of 
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India’s reserves is maintained in London. India is a member of the 
Sterling Area group of countries, which involves a pooling of exchange 
reserves of the members in London and the financing of the bulk of their 
foreign trade in sterling; further, while each countrj' has the right to 
determine its rate of exchange, the exchange parity is maintained through 
operations in spot and forward sterling. 

The considerations which guide a country in the choice of an appro- 
priate par value are, briefly, tliat it should enable the currency unit to 
perform adequately its functions as a medium of international payments, 
viz., financing the stream of imports of goods and services needed by the 
economy through an adequate flow of exports, visible and invisible. 
This would have to take into account the pattern of relative costs, in- 
comes and prices between the country and the outside world and, more 
particularly, the pattern and structure of its external trade. Obviously, 
no country can aff'ord to support an exchange rate wliich is clearly out of 
ah’gnment with international costs, incomes and prices and wliich makes 
it difficult to achieve external equilibrium over time. Implicit in the 
above is the assumption that a country’s demand for and supply of foreign 
exchange would be decided by the free play of market forces. In prac- 
tice, however, official intervention in the market process is widespread 
whether by tariffs, subsidies or import and other controls and it is, there- 
fore, difficult to assert that any particular rate is the appropriate one for 
maintaining equilibrium, allowing for short-term variations, in the 
exchange market. Further, the experience of the nineteen thirties show- 
ed that countries, in their pursuit of policies designed to adjust their 
internal economies free from the constraints of exchange rate rigidities in 
automatic standards, often allowed exchange rate variations to be used 
as a protective device. Tliis was a period of competitive exchange 
.depreciation and international currency disorder. The I.M.F., set up 
after the war, with India as a founder member, seeks to bring about 
order in international monetary affairs and, for this purpose, aims at 
preventing unilateral actions like competitive exchange depreciation. 
The objectives of the Fund are not only to bring about stable exchange 
rates but fixed rates (as against floating rates) and also unitary exchange 
rates (as against multiple rates). The rupee rate is in conformity with 
these objectives. The Fund arrangements, however, by no means 
imply a reversion to the rigidities in exchange rate structure of earlier 
monetary standards. In fact, while its Articles provide for the liberaliza- 
tion of trade and payments, they also provide for a change in a country’s 
exchange rate in consultation with the Fund to correct fundamental 
disequilibrium. 

In terms of the Fund agreement, member countries have to maintain 
tlie par value within limits of 1 per cent on either side of parity. In 
keeping with the sterling area practice, in India this takes the form of the 
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Reserve Bank’s readiness to buy and sell spot and forward sterling within 
narrow limits. The bank buys both spot and forward sterling (upio 
6 months) from authorized dealers (scb^uled banks authorised to deal 
in foreign exchange) at I s. 6 d. per rupee. The selling rate for spot 
sterling is I s. 5-63/64 d., the rate for forward sterling being slightly lower 
at I s. S-31/32 d. After devaluation, the buying rate for delivery within 
six months was changed to £4.7619 per Rs. 100 and the selling rate for 
ready delivery to £4,7467 per Rs. 100. Forward sales by the Reserve 
Bank of India were discontinued from June 10, 1966. Following the 
change in the per value of the pound sterling on November 18, 1967, 
the actual rates at which the Reserve Bank of India bought and sold 
sterh'ng were also revised. The buying rate for delivery within six 
months (including spot) was clianged to £5*556 per Rs. lOO and the 
selling rate for ready delivery lo £5.538 per Rs. 100. 

The narrow spread between the Reserve Bank’s buying and selUng 
rates for spot sterling and its provision of forward cover affords a con- 
venient arrangement for authorized dealers lo convert rupees into sterling 
and vice iwa and helps them in tarn to meet the requirements of the 
public at fine rates thereby ensuring that the rupee-sterling rates move 
well within the tenos set by the Fund A^eement. This has alio enabled 
the authorized dealers to buy sterling at rates fixed by the Foreign 
Exchange Dealers Association (comprising the banks nuthoriied to deal 
in foreign exchange); these fates arched in consultation with the Reserve 
B ank. Exchange rates in India for non-sterling currencies are governed 
by the prevailing rates in the London Exchange market for those curren- 
cies vts-a-vis stcfling. 

One of the primary objectives of the I.M.F. is to free international 
payments on current account from control and to assure full converti- 
bility for currencies earned in curroji transaction. He Fund’s Articles 
recognize that rrstrictions on capital transfers would be necessary, but 
they also provide for the transitional provisions (Article XlV) whereby 
countries tan maintain restrictions even on current Iransactons. While 
the primary purpose of this Article was to enable countries to adjust their 
economies during the post-war tranrition, its provisions have also bwn 
helpful to countries like India experiencing balance of payments dilB- 
cuUies during a period of growth. In terms of the Fund Agreement 
(Article XIV), countries arc required to consult with the Fund each year 
on thft nature and extent of exchange restrictions and the progress 
achieved in regard to removing discrinunatory restrictions. 

While the exchange restrictions now in force in India arc thus pet- 
raitted by the I.M-F., the restrictions th«nsclves date back to the out- 
break of World War If in 1939 when exchange control was introduced 
under the Defence of India Rules both as an instrument of economic 
warfare and to conserve and restrict the use of scarce foreign (non- 
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Sterling) currencies for essential purposes. 

In the post-war years with large deficits in India's balance of payments, 
it has been necessary to extend the war-time exchange controls on a 
permanent basis. Accordingly, the Foreign Exchange Regulation Act 
of 1947 was enacted in terms of which the Government and the Reserve 
Bank of India are empowered to control all transactions involving foreign 
exchange, including foreign securities and, among other things, prohibit 
dealings in foreign exchange by other than authorized dealers at rates 
other than those fi,\ed by the Reserve Bank. This Act is administered 
by the Reserve Bank in accordance with the general policy laid down by 
the Government in consultation with it. With the general shortage 
of foreign exchange, including sterling, it became necessary to extend in 
1947 the control to sterling area countries also. With mounting imports 
under the successive plans for economic development, it remains nece- 
ssary to ration foreign exchange so as to distribute current earnings of 
foreign exchange among competing demands so as to be of the maximum 
advantage to the nation. 


B. PRICES 

Tliis section presents a liistorical review of the broad movements 
of prices in India since the middle of 19th centurj', their more 
important causal factors and economic consequences. Apart from 
the limitations imposed by the difficulty of constructing accurate 
price indices, the absence of adequate and consistent time series of pnee 
data precludes meaningful comparisons of prices over a long period of 
time. The emphasis is, therefore, on themore salient aspects of price 
fluctuations. 

The history of prices in India may be conveniently divided into six 
well-marked phases, namely: 

(a) 1860s until early 1890s; 

(b) 1890s until World War I; 

(c) World War I and early post-war period (1915-20); 

(d) Inter-war period (1920-1939); 

(c) World War II, post-war transitional period and post-inde- 
pendence period (1939-1951), and 

(f) The period of planned economic development (1951 onward). 

(a) 1860-1893: The 1860’s are a convenient starting point. Not only 
does the earliest available general index relate to 1861 but the three 
decades following are also roughly the period when the Indian economy 
and its domestic price and income structure, which had hitherto been 
comparatively insulated, were increasingly exposed to external influences. 
The earh'er part of this period was marked by cyclical movements with 
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phases of rising prices alternating with those of price declines. This 
was especralJy so until 1880; the Indian price level was influenced not only 
by domestic and natural causes such as the vagaries of the monsoons 
but by external factors such as the American Civil War, the opening of 
the Suez canal and fluctuations in world pfic« of the precious metals 
TABLE VI 

— - Weighted Inder Number (ICO Artides) 


1861 

1865 

1870 

1875 


1885 

1890 

1893 


The initial phase (1861-66) witnessed a steep nse in Indian prices. 
The American Qvil War and the consequent diversion of demand for 
cotton lo exports of tWs commodity from India set off a boom in cotton 
prices in India which led to a large influx of precious metals to the coun- 
try and a considerable volume ol silver coinage, A general rise in the 
price level was the result, the index increasiogby over 17 per cent to 109 
in the 4 years upto 1865. A down-trend in world prices followed the end 
of the Civil War in the States and the expansion in world trade (helped 
also by a fall in the freight rates). Between 1865 and 1875 prices receded 
by 12 per cent, the index falling to 96. But for a brief spell between 
1876-79, when prices rose by about 34 per cent, almost exclusively in 
respect of food articles following famine conditions over vast areas in 
India, prices on (he whole conrinued (heir decline until the early 1880s. 
While the fall in Indian prices was lo a large extent the counterpart of a 
World-Wide trend, the downward movement in India was halted earlier 
than abroad as a result of a fall in the value of the rupee; the deprecia- 
tion of the rupee was associated with a sharp fall in the price of silver 
following a large increase in its production. The fall in the value of 
silver had commenced even in the mid-seventies but after 1883 the rale of 
depreciation in the value of silver was accelerated. By 1893 the price 
index had risen once again to 129. 


(b) 1893-1914: The closure of the mints in India after 1893 following 
the Report of Hersehell Committee, referred to in an earlier section, 
brought in another interlude of decline in prices till about 1899 when the 
index touched I 2 I ; the exchange rate was stabilized at I s.4d. per rupee 


TABLE VII 

elgfaltd ladei Nqinfccy jllO Artictes) 


1893 

1899 

1900 
1905 
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From about the turn of the century until the outbreak of World War I, 
prices were once again generally on the increase and especially so after 
1905. The position was considered sufficiently serious to warrant the 
appointment by the Govenimcnt of India in 1910 of the Prices Enquiry 
Committee under the chairmanship of K, L. Datta to examine the 
causes for the price rise in India. The committee noted that prices in 
India during the quinquennium 1907-11 were 40 per cent liigher than in 
1894-98. Tliis rate of increase, the committee pointed out, was higher 
than in several countries including the U.K. and the U.S.A. where the 
price increase was 21 per cent and 38 per cent, respectively. The rise in 
Indian prices was over a wide commodity range and covered both export 
staples and consumer goods. Foodgrain prices rose by 30 per cent, raw 
cotton and jute by 58 per cent, metals by 22 per cent. The committee 
cited both internal and external factors as being responsible for the rise in 
the price level. The rise in world prices during this period due mainly to 
the wider use of gold as monetary metal and the pressure of demand 
arising from military expenditure in several countries was communicated 
to India through the fixed exchange rate. Internally, altliougli produc- 
tion was increasing, it was not large enough to match the rising demand 
due to expansion of population and the increasing purchasing power. 
The excessive coinage of rupees inconvertible into gold was a major 
factor making for higher prices. Thus, the volume of currency rose 
between 1898-1913 by nearly 99 per cent and prices by 58 per cent. 

(c) World War I and Early Post-War Period (1914-1920): With the 
outbreak of World War I the pace of price increase accelerated sharply. 
In the initial period of the war, however, the rise in prices in India was 
slower than in the belUgerent countries due to war-time restrictions on 
export of goods and import of the precious metals. The rise in the 
domestic price of silver and the feed rupee sterling exchange rate were 
once again the principal factors in bringing about the steep rise in prices. 
The expansion of money circulation was particularly sharp after 1917; 
by 1920, the Calcutta index of prices had risen by over 100 per cent 
compared to the level of 1914.* 

(d) . The Inter-War Period (1920-39): While the purchasing power of 
the rupee was thus declining internally', its external value was, however, 
rising as sterling depreciated at a faster rate; consequently, at the end of 
1919 and early in 1920, the rupee value was about 2s. 4d. The adoption 
of the 2s. rate for the rupee in accordance with the Babington-Smith 
Committee’s recommendations and the deflationary currency policy 
following the maintenance of rigid exchange ratio were super-imposed 
on the post-war decline of prices abroad which was commum'cated to 
India. By 1929. Indian prices had moved do^vn by nearly 30 per cent 
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compared to 1920. With the onset of the Great Depression (1929-32) 
IndiM prices decb’ncd further sharply and by 1932 prices had dropped by 

another 35 per cent; this was a rate of decline much more severe than in 
many other countries. 

TABLE Vin 

Index of Wlolesale Prices (1929=100) 


Average for 
the year 

India 

(Ca/eur/a) 

United 

Kingdom 

U.SA. 

Australia 

1930 

82.3 

87^ 




68.0 

77.0 




64.5 

74.9 




63.1 

77.1 




64.5 

82.7 




72.3 

95.2 




67.6 

88.8 

S2J 

92J 


External influences were aggravated by an orthodox exchange policy; 
nor was domestic monetary and fiscal policy geared for reviving econo- 
mic activity. India also felt the adverse impact of a worsening of the 
terms of trade; agricultural commodities (which constituted the bulk of 
her exports) suffered larger price decbnes than did industrial products 
(her mtyor imports). 

The trough of the Depression had been reached in 1932 and from 
then on there was a steady recovery in prices with the revival of produc- 
tion and trade. The rearmament programmes in several countries 
abroad provided a further stimulus. By 1937, the Calcutta index had 
risen by 12 per cent compared to 1932. The middle of 1937 witnessed a 
recession once again in business activity in the United States and other 
countries; though this recession proved short-lived, Indian prices conti- 
nued to decline and, by 1938, the index (base: 1929= lOO) had once 
again dropped to 68 around which point it hovered until the summer 
of 1939. 

(e) World War II and Early Post-war and Post-Independence period 
^939-1951); The outbreak of the Second World War in September, 
1939 marked the commencement of yet another phase of price increase. 
With the progressive mobilization of resources for the war, prices tended 
to rise; the super-imposition of high and rising demand on a relatively 
inelastic supply of essential goods and the diversion of commodities from 
civil to military uses exerted a steady pressure on wholesale prices and 
the cost of living. EspeciaUy affer 1941. with India becoming a base of 
operations and the larger expenditure incurred here on behalf of Alliw 
forces and with the use of inflationary methods to finance war expendi- 
tore, the general price level took a sharp upturn, despite the imposition 
of rationing and of price controls on a wide range of commodities. 
Over the war period as a whole, the general price level rose bj 143 per 
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cent, the increase being more pronounced in the case of food articles, 
export commodities and agricultural products in general. 


TABLE IX 

Index Numbers of Wholesale Prices 
(Base: Week ending August 19, 1939 = 100) 




General 

Index 

Food 

and 

Tobacco 

Other 

Agricultural 

Commo- 

dities 

Raw 

Materials 

Manufac- 

tured 

Articles 

Chief 

Articles 

of 

Export 

Last week of 







August 

1939 

100.3 

100.3 

100.7 

100.2 

100.0 

100.6 


1940 

108.4 

103.2 

98.2 

118.9 

109.3 

106.3 

March 

1941 

118.8 

lOS.l 

112.4 

125.9 

131.7 

116.7 

.Average 

1942 

144.2 

130.5 

116.8 

162.4 

162.5 

138.7 


1943 

213.5 

247.8 

215.3 

172.0 

227.0 

210.4 

August 

1945 

244.1 

239.4 

268.0 

210.8 

243.5 

248.4 

%variation August 







1945 over Ausrust 







1939 


143.4 

138.7 

166.1 

110.4 

143.5 

195.8 


This order of increase in the general index was, liowever, much below 
the rate of monetarj' e.xpansion; this was partly due to the price controls 
which made the inflation ‘latent’ rather than ‘open’. This monetarj' 
expansion was, indeed, backed by sterling assets but this afforded no 
relief from inflationarj' pressures as these foreign assets could not be 
transformed into real resources by enlarging the import of commodities 
owing to war-time shortages of shipping space, diversion of resources to 
defence uses and the loss of Burmese rice following the Japanese occupa- 
tion of Burma. 

TABLE X 


Money Supply and Prices — 1939-51 



Money Supply 
(fts. crores) 

Wholesale Prices Annual 
Averages {Base: Week 
ending August 19, 
1939=100) 

Working Class 
Cost of Living 
Index, Bombay 
(Base: August 
1939=100) 

1939 

322.8 

125.6 (Sept.-March) 

103 (Aug.-Dec.) 

1940 

398.5 

114.8 

107 

1941 

455.6 

137.0 

118 

1942 

616.4 

171.0 

150 

1943 

1,035.8 

236.5 

219 

1944 

1,575.7 

244.2 

226 

1945 

1,875.7 

244.9 

224 

1947 

2,128.7 

308.2* 

268 

1949 

1,928.7 

385.4* 

291 

1951 

1,965.9 

434.6* 

314 


Note: Data on money supply relate to last Friday of March. Data on wholes 
prices and working class cost of living relate to financial year averages w 
1939 relating to 1939-40 and so on. 

♦Base August 1939=100. 
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The cessation of the war did not alleviate the price situation. The 
continuance of heavy governmental expenditure and the maintenance of 
cheap money led to the persistence of inflationary conditions which was 
aggravated by crop failures. Between September 1945 and August 
1947 wholesale prices rose by over 20 per cent and the cost ofliving 
index (Bombay) by IS per cent. The dismantling of war-time controls 
over several essential consumer goods as well as the upward revision 
of controlled prices in respect of others apparently aggravated a basically 
untenable price situation through activiiiog the latent inflation. 

The economic consequences of country’s partition accentuated the 
pressure on prices; the Indian Union became a net importer of foodgrins, 
jute and cotton. The increase in expenditure on defence and rehabili- 
tation and the experiment of food decontrol (between November 1947 
and July 1948) further pushed up prices; from August 1947 to July 1948 
prices increased by 29.3 per cent. There was a temporary recession in 
prices in the second half of 1948 and the eariy part of 1949 though the 
decline only partly offset the increase that occurred during the phase of 
decontrol. With the devaluation of the rupee, along with sterling in 
September 1949, prices again started to rise, the outbreal. of the Korean 
War in 1950 providing a further powerful stimulus to his trend. Once 
again, the rise in commodity prices all over the world was communicated 
to India, though the degree of price increase here was somewhat I«s. 
The peak was reached in April 1951 when the index of wholesale prices 
touched 462.0 — a rise of 16.3 per cent compared to the pr^Korean 
War level and of 18.8 per cent compared lo theprcKlevaluation level. 
Food articles and industrial raw materials prices in particular rose to 
inordinately high levels. , , .. 

At the eommencement of the First Piao, the Indian Pnee tael was thus 
55.7 per cent higher than at the time of independence, and 90 6 per cent 
higher than at the end of World War 11. 


(0 Period Of Planned Economic Development (1951-1969): Given the 
objective of development with stability, price policy in a plannrf economy 
has to ensure that absolute and relative movements ® . 

with Plan priorities. In particular, given the pattern oj 
it is necessary’ to avoid any excessive incrcaw m the ^ 
items of consumption, in particular, of foodgrams. inevhablv 

policy is crucial in that stepping up the rate of deve op 
sets in train pressure on prices. The behaviour o pnc . 

and Second Plans must, therefore, be viewed rnt^^ncement 

As mentioned above, the price level in India at 
of the First Plan represented the peak of the post-Korean p 
Wilh th. coUapsc of .he post-Ko^m 
the implementation internally of corrective fisca 
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prices fell sharplj' in the early months of 1952. The decline in Indian 
prices in this period was sharper than in sveral countries abroad, and 
by March 1952, the wholesale index had moved down by 18.5 per cent 
from the April 1951 level. After remaining generally steady around 
this level for about two years, prices fell sharply in 1954-55 following 
the bumper harvests of 1953 and 1954. Between March 1953 and March 
1955 the overall index declined by 8 per cent and food prices in particular 
fell by about 19 per cent necessitating price support operations by 
Government. Whereas the decline in prices in 1952 was partly the result 
of a contract! onist monetary policy, the decline in 1954-55 occurred at a 
time when money supply increased and indicated that the expansion of 
aggregate monetarj' demand was not sufBcient to absorb the increase 
in overall supplies, especially of the agricultural commodities. By 
July 1955, the dech'ne was arrested and in fact reversed, marking the 
recommencement of a phase of price rise, and over the whole of the last 
year of the First Plan prices increased by 18 per cent. The level in 1956 
was, however, still 22 per cent below that at the beginning of the Plan. 
The all India cost of living index (1949 = 100) also varied considerably 
over the period of the First Plan but at the end was only 3 per cent 
below that at its beginning (Table XI). 

The Second Five Year Plan thus started, as did the First Plan, against 
the background of rising prices; unlike the earlier period, the primary 
impetus to the rise in prices in 1956 was internal. Lower agricultural 
output, combined with rising investment expenditures, reflected in a 
sharp monetary expansion in the last year of the First Plan, exerted 
pressure on prices and policy was accordingly geared to bring about 
relief from a situation of rising prices, especially of foodgrains; imports 
of grains were stepped up and selective credit controls on foodgrams 
advances were initiated. Prices were on the whole steadily rising over 
the whole of the Second Plan and by March 1961 the general index of 
wholesale prices was liigher by 30 per cent compared to the level at the 
beginning of the Plan. The price increase was shared by all the major 
groups. Food articles (-r27 per cent) and manufactures (+26 per cent) 
rose by somewhat below the average but industrial raw materials (+45 
per cent) showed a much sharper rise. Reflecting the trends in the 
general wholesale price index, the all-India cost of living index increased 
by 24 per cent over the Second Plan. 

The underlying factor behind the Second Plan price experience had 
been the rising pressure of aggregate monetary demand as reflected in the 
sharp monetary expansion, which was nearly three-and-a-half times that 
recorded in the First Plan. The impact of the rising investment expendi- 
ture, reflected in a steep increase in the level of Government indebtedness 
to the banking system, w’as moderated initially by a draft on external 
reserves but subsequently exerted considerable stress on the domestic 



(Bases 1952.53=100) 

^r^refl (Aieragt) Percentage changes 
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price situaton. The expansion of demand coincided with shortfalls in 
agricultural production, especially of foodgrains, particularly in 1957-58. 
The situation was alleviated by larger import of foodgrins, the bulk of 
it under P.L. 480 agreements. Towards the end of the Plan, with a 
spurt in agricultural production, an element of relative stability was 
imparted to foodgrains prices, and with their weight in the overall index, 
to the general price level. 

This element of relative stability marked the price experience of the 
first two years of the Third Plan. With the bumper han’ests of 1960-61 
and 1961-62, and the continued availability of supplies of P.L. 480 
foodgrains, an acceleration of the investment level w’as possible without 
any untow'ard effects on prices. The Cliinese aggression in late 1962 
and the super-imposition of larger defence e.xpenditure on growing 
development outlays exerted strong demand pressures in 1963-64. The 
increase in aggregate demand coincided with comparative stagnation of 
agricultural production so far during the Third Plan. Over the greater 
part of 1963-64, prices were consequently on the uptrend and recorded 
the highest rate of rise during any year in the Tliird Plan period. Over 
the Tlurd Plan period, prices rose by 35 per cent on top of a rise of 30 
per cent during the Second Plan period. The largest rise during the 
Third Plan took place under the Food Articles group (47.1 %), followed 
by Fuel and Pow'er (30.3%) and Industrial Raw Materials (30.1%)- 
Manufactures rose by 21.5 per cent and Liquor and Tobacco by 
13.5 per cent. Reflecting these trends in the wholesale prices, cost of 
living also rose by about 40 per cent. Measures to arrest prices, espe- 
cially of essential commodities, so as to protect the more wlnerable 
section of the people have included the continuance and, where indicated, 
the tightening of credit controls, both general and selective, and steps to 
enlarge the availability of essential goods. 

A noteworthy feature of the record of Indian prices in the period of 
planned economic development as a whole is that they have not risen 
more than have prices in other countries similarly situated. 

Admittedly, it is difficult to generalize about the effects of price changes 
on the Indian economy over the period of an entire century from 1861 
to 1961. Historically, periods of rising prices seem to have been more 
frequent and prolonged than those of depression and falling prices. 
For a country like India, with the large mass of the people being net 
debtors, a gradual rise in prices should in part alleviate the burden of 
debt. Given the structure of production and marketing, however, only 
a small proportion of the benefit of higher prices accrues to the agri- 
culturist or artisan owing to interception by middlemen and mone}'- 
lenders. Likewise, the extent of stimulus to output as a result of high 
prices is limited by structural and institutional constraints, such as the 
shortage of capital, skills and enterprise and the largely self-sufficient 
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character of ludian agriculture. On the other hand, altliough the pro- 
portion of feed income groups (salary and wage-earners) in the total 
population is comparatively negligible, the clTects of rising prices on 
general consumption standards arc usually serious enough for fixed 
income groups, including the large class of landless agricultural labourers 
who are remunerated in cash, lo warrant special measures. Also, the 
bulk of the population, although nominally self-employed, has such 
small and fluctuating money incomes that its capacity to bear price 
changes is very limited. Thus, apart from acute famines hke those of the 
nineteenth century and the Bengal famine of World War II, even minor 
increases in prices, particularly of food articles, impinge harshly on the 
more vlunerable sections of the community like the salaried middle 
class, landless and certain other classes of labour and the smaller culti- 
vatcors and artisans. In the result, the structure of the Indian economy 
makes it basically more sensitive lo the less desirable socio-economic 
consequences of rising prices. 

With the rising tempo of investment e.xpenditure in the phase of 
intensive economic development ahead, continued pressure on prices is 
only to be expected, The task of price pob'ey, and indeed of economic 
policy, in the coming years will be to organize the financing of defence, 
development and rehabilitation wth the minimum disturbance to finan- 
cial and price stability so as (o ensure substantial growth on a sound and 
orderly basis. Wuhal, cyclical, temporal and seasonal \arlations in 
agricultural prices have to be progressively reduced so as to conform to 
their economic function of orderly marketing and distribution of supplies. 
The objective of policy in respect of non-agricullual as of agricultural 
prices remains to assure a reasonable return to the producer and to 
safeguard his incentive to sustain a steady flow of output and suppleis at 
a level of prices which, all the same, is fair to the average consumer and 
to the industrial user of commodities and products. 



CHAPTER Xin 


PUBLIC FINANCE 


I. Evolution of Indian Public Finance 


The finances during the East India Company’s regime were charac- 
terized by excessive centralization which resulted in provincial extra- 
vagance and negligence of local officers. The Provincial Government 
resented the interference of the Central authority, whose control could 
not be effective due to the absence of modern methods of accounting 
and auditing and of rapid means of communication made worse, in the 
earlier years, by the separation of the Company’s territorial areas by 
independent territories. During the Company’s regime, the condition 
of Indian finance was one of “clironic deficits”. Since 1813, when the 
commercial accounts of the Company were separated from its territorial 
revenue and expenditure, and until the end of its rule in 1858, there was 
a surplus of £8.9 million in 13 years of surplus as against deficit in 33 
years amounting to £72.2 million. The Company was ceaselessly 
engaged in aggressive wars which continuously swelled its mih’tary ex- 
penditure. The expenditure on civil administration was high owing to 
the exclusion of Indians from higher appointments and it increased with 
the expansion of the Company’s territor 3 % Till 1813, there was also 
the strain of expenditure on the Company’s investment estimated at 
nearly £1.2 million annually. A certain proportion of the revenue of 
Bengal had been for many years set apart in the purchase of goods for 
export to England, and this was called the investment. The Com- 
pany’s expenditure rose from £6.9 million in 1792-93 to £41.1 million 
in the last year of its rule. The entire revenues were raised in India but 
a substantial proportion of them were spent in England — this duahty of 
spending authority was hot conducive to efficient expenditme control. 
No attempt was made to check the growth of expenditure, except the 
notable decrease from £24.2 million in 1828 to £16.7 million in 1835 as 
a result of the efforts of Lord Bentinck. 

The most important source of income was land revenue. The other 
sources of revenue, in order of importance, being the opium monoply, 
salt revenues, customs (the duties never exceeded 10 per cent), abkari 
or excise and stamps. The Company never cared to develop the re- 
sources of the country or to provide nation-building, social and develop- 
ment services, though a beginning was made in these directions. 
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II. Indian Finance Under The Cronn 


At the outset, the entire revenues of the country were pooled into a 
single Central fund, from which the Government of India met its otvn 
expenditure as also that of the provincial Governments. Most of the 
revenue was collected by the provinces, which were also responsible for 
disbursing a large proportion of it. As increased revenues or economy 
in expenditure brought no local advantage, the system was not conducive 
to efficient management of finances. Tffis extreme centralization led to 
constant disputes as the provinces had to obtain the approval of the 
Central Government even for minor items of expenditure. They were 
more impressed by their own needs and could not appreciate the financial 
difficulties of the Central Government, which was also not familiar with 
local problems and was unable to stop provincial extravagance. To 
remove these defects Lord Mayo, by his Resolution of December 14, 
1870, introduced the system of making fixed grants to the provinces for 
meeting the cost of provincial services, and any extra expenditure on 
these was to be met by effecting economy or imposing local taxes. A 
lump sum grant of £4.7 million a year, in addition to the departmental 
receipts from these services, was made for the provincial <jn jmis, 

registration, police, education, medical, printing, roads, civil bmldmgs 
and miscellaneous public improvements. In the Central accounts, these 
were replaced by the single item, “Provincial Services”. The provinces 
were given some freedom to appropriate this grant within the seve^ 
heads and any unspent grant could be carried forward. However, 
need for a strong Central Government was paramount, a number ot 
restrictions were continued to enable the Government oflndia to rctam 
its controlling and supervisory pov\cfS. . , „ ,„v«n -.u 

Th= next step fontxS wxx txken to 1877, und^ Lord ^ 

the remaining services (along with the connected rcceip s) e P 
directly administered by the Government of India, "ere ” - 

the provinces. To meet the extra expenditure, the 
a share of revenue (from excise, stamps and some ot ^ e absence 
from province to province), which suffered from neg from 

of any provincial interest in their collection. If the 
these heads differed from the estimated in 

to share the excess or deficit with the a SS 

proportion. Thus, for the first Hme, different 

interest in the collection- of revenue. These 
for diffrrrnt provinces and «rrc xubjcct to 

men ,hcy4r= revised to 1882, ^'^^rtS deT— 

abolished and the provinces were tnmsfeired to 

receipts, a specified share from the revenue h ^ ;o ,heir 

them and a fixed share of land revenue to m P 
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budgets. When these quinquennial settlements were revised in 1904, 
an attempt was made to give the same share of the chief sources of 
revenue to the provinces so as to achieve equality of treatment and the 
revenue from excise, stamps, income ta.x, registration, forests, larger 
irrigation works and land revenue was shared generally in equal propor- 
tion between the two Governments. The shares of the “divided heads” 
were not always the same for all provinces. For example, while the 
United Provinces received three-eights of land revenue, Bengal’s share 
was one-half. Tltis resulted in deficits or surpluses in provincial budgets 
which were adjusted through fixed cash assignments from the central 
or provincial share of land revenue to the other Government. The 
provinces also received the departmental receipts, registration fees and 
minor irrigation receipts and were responsible for expenditure on these 
heads. The charges on the “divided heads” were shared equally bet- 
ween the two Governments e.xcept tliat expenditure in connection with 
land revenue, including district administration, was a provincial 
liability. 

The periodical revision of the contracts caused resentment amongst 
the provinces as the Government of India would trj' to appropriate to 
itself most of the improvement in provincial finances. It was not con- 
ducive to continuity of financial policy and encouraged hasty and extra- 
vagant e.xpenditure by the provinces in the last year of the contracts. 
The expenditure on Home Charges, incurred in England, caused un- 
certainty due to a falling exchange rate since the process of decentraliza- 
tion began and imposed a heavy strain on Central finances. By now, 
the Central budget was no longer a gamble in foreign exchange. Accord- 
ingly, the settlements made in 1904 were declared quasi-permanent. 
After a few changes (such as a larger share of excise revenue to the 
provinces by reducing the fixed cash assignments from land revenue) 
the settlements made after 1911 were declared permanent. However, 
the Government of India was to assist a province in case of widespread 
famine and call for aid from the prorinces in case of war or serious 
financial crisis. 

The liistory of financial decentralization shows that this process 
evolved and progressed on considerations of administrative convenience 
rather than any regard to the principles of finance appropriate to a vast 
country having wide regional disparities. The arrangemens involved 
gross inequalities between the provinces i/j/er se as no regard was paid 
to the wealth, population, per capita income or need of the provinces 
in allocating funds to them. Against this must be said that the Govern- 
ment of India was not proceeding on a clean slate and the satisactory 
available basis was the actual level of expenditure attained in each pro- 
rince though, to achieve a semblance of equity, subsequent revisions 
always favoured the w’eaker provinces. The aim of these steps towards 
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decentralization was to achieve economy in expenditure and efficiency 
in revenue collection and they were justified by these tests. The arrange- 
ments were occasionally disturbed in emergencies when the provinces 
were asked to make special contributions, which were remitted later. 
The Government of India gave special grants in surplus years and this 
had a distorting influence on provincial finance It never relinquished 
its supremacy and throughout retained its overall control over the finan- 
cial administration, including creation of posts and revision of salary 
scales, of the provinces. It felt that responsibility for provincial solvency 
must rest with itself under an administration that was not responsible 
to the people. For this reason, the provinces could not budget for a 
deficit and were not given the right to raise loans or impose fresh taxa- 
tion. In their zeal for improvement of local services, they might impose 
heavy burdens on the people which might be resented and add to the un- 
popularity of foreign rule. 


ni. Montago-Chelmsford Reforms 

The Reforms of 1919 saw the be^nnings of the new objective of pro- 
vincial autonomy. The "divided heads” were abolished. Land revenue, 
excise, stamps, forests, registration and irrigation works, were wholly 
provincialized, while opium, salt, customs, income lax*, railway’s, posts 
and telegraphs and military receipts were wholly Central. The Fo* 
Vinces were also made responsible for the expenditure on irrigation and 

famine. These changesIefttheGovcrnmentofIndiawithadeficit. The 

Meston Committee** estimated that, as a result of the constitutional 
changes, the provinces had an extra spending power of Rs. 18.50 crorcs 
at the cost of the Government of India. Accordingly, fixed the pr^ 
vincial countributions to c 

crores, as a proportion o j 

different provinces. The , j 

inequalities, for example, f 

lakhs and of the United Provinces Rs. 240 lakhs, as against inat ol 
Maharashtra Rs. 56 lakhs and of Bengal Rs. 63 lakhs. This ^ 


strongly resented. Against the expectations 


of the Meston Committee, 


rs to t« paiu i>y ui<- 

>•*1.22: (iD the modific*- 
h a Mew 10 their equitable 
the future finance of the 
tf Bombay should retain 
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the provinces faced budgetary deficits. The contribution of Bengal had 
to be remitted successively from 1922-23. Further, as a result of 
improvement in Central finance, the contributions were partly remitted 
(Rs. 2.50 crores) in 1925-26 and (a further Rs. 1.25 crores) in 1926-27, 
They were wholly remitted in 1927-28 and were finally abolished in 
1928-29. The provinces were given powers of taxation* and borrowing 
subject to the control of the Government of India. The provinces had 
the system of dyarchy, wherby the provincial subjects were divided 
into “Reserved” and “Transferred”. The “Transferred” subjects**., 
consisting of social and nation-building services, were under the charge 
of Minister responsible to the pro\ancial legislatures. The provincial 
Governors had powers of restoring any cuts by the legislature in the 
“Reserved” subjects but were bound by its resolution on the “Transferr- 
ed” subjects. Tlie proxancial resources were to be used in the following 
order: first, contribution to the Government of In ia; secondly, needs of 
the reserved subjects; and tliirdly, the requirements of the transferred 
heads. Thus, additional taxation would seem to be necessitated by 
the needs of the transferred subjects. Though the Central Legislative 
Assembly had an elected majority and possessed some control over a 
small proportion of the Central budget, this concession was nullified 
by giving to the Viceroy the pow’er of certifying the budget if it was 
not passed by the Assembly. 

Provincial Autonomy was inaugurated on April 1, 1937 by the Govern- 
ment of India Act, 1936, which abolished dyarchy. Provincial powers 
of taxation and borrowng were enlarged and normally the provinces 
enjoyed budgetary freedom from the Government of India. The proNin- 
cial list of taxes was expanded and they took advantage of it by levying 
sales tax, agricultural income tax, etc. The Central taxes were also 
enumerated and the residuary powers were vested in the Central Govern- 
ment. Income tax, except tax on agricultural incomes, was to be ad- 
ministered by the Centre, but a part of the net proceeds was to be distn- 
buted among the provinces. Further, if the Central legislature so 
provided, export duties, salt duty and Central excise duties could be 
assigned, wholly or in part, to the provinces. In additon. Section 142 
made provision for grants to the provinces. Sir Otto Niemeyer was 
asked to make specific recommendations*** on these balancing factors. 


* In the case of some taxes, such as, those on non-agricultural land, suc^sion, 
betting and gambling, advertisements, etc. the provincial powers were not subject to 
the control of the Government of India. 

** These were excise, registration, education, medical, public health, locd Self- 
Government, agriculture, industires, scientific and miscellaneous departments, forKts 
(in Bombay only) and civil works. The expenditure on transferred subjects was less 
than 49 per cent of the total provincial expenditure. 

Indian Financial Inquiry Report by Sir Otto Niemeyer (1936). His recommenda- 
tions were accepted by the British Government. 
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On his recommendation, 50 per cent of the net proceeds from income 
tax TOS assigned to the provinces*, though the Centre retained a part of 
the provincial share till 1950-51. The share of the jute growing pro- 
vinces in the export duty on jute was reali^ from 50 to 62.5 per cent. 
The entire debt of Assam, Bengal, Bihar, North West Frontier Pro- 
vince and Orissa to the Central Gox’cmmcnt was cancelled, so also part 
of the debt of the Central provinces. After taking account all these 
benefits, Sir Otto recommended tapering annual grants to the five pro- 
rinces mentioned above, to ensure budgetary equilibrium and to enable 
them to start on an even ked. The total transfers to the provinces 
increased from Rs. 7.02 crores in 193‘^-38 to Rs. 51.61 crores m 1546-47 
(of which the share of income tax was Rs. 1.25 crores and Rs. 29. 
crores, respectively) forming 7.8 per cent and 21.6 per cent, respectne y 
of their total revenue. This indicates their increasing dependence on 
the Centre. 


IV. Allocation of Finanaal Resources Between 
the Centre and the States 

The Indian Constitution, which tnis inaugurated on January 26, 1956, 
allocates functions of common Interest, belongiDg ° 
international sphere, to the Central Government, while lit®** 
and regional interest are assigned to the States. This is a 
country, with wide differences of language, religion, economic P 
ment and natural resources. The diviaon of functions, as 
sources, is based broadly on the criteria of efficiency so tto w 
naturally to one Government has been placed in it^s sp ero- . . 

Union Government isresponablefor defence and foreign a ’ ^ 

State and international trade and commerce, navigation, aw . . ^ 
nutional highways, posts, teiegraphs. telephones, 
currency, coinage, banking and insurance, etc. -incition 

assigned police, public order, medical and public _ 

roads and bridges, agriculture and irrigation, ^ . 

and commerce, etc. There is also a concurrent list I® 
criminal law, economic and sodal planning, follows 

disputes, sodal security, etc. The division of res iurisdic- 

the principle of e ffidency**. There is a dear bifuicaUon o J 

* _ This wus distributed among n-eighuge was 
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tion and a comprehensive enumeration of taxes so that competitive 
exploitation of the same tax and duplication of tax administration is 
avoided. The taxes under the legislative jurisdiction of the Union can 
be grouped under four categories: First, taxes whose entire proceeds 
are retained by the Union. These are corporation tax, import and 
export duties, taxes on capital other than agricultural land and sur- 
charge on taxes under categories (2) and (3). Secondly, taxes whose 
proceeds are shared with the States. These are taxes on income (other 
than agricultural income) and excise duties except those assigned to the 
States. Tliirdly, taxes whose entire net proceeds are assigned to the 
States. These are succession and estate duties on property other than 
agricultural land, terminal taxes on goods and passengers carried by rail, 
sea or air, taxes on railway fares and freights, taxes other than stamp 
duties on transactions in stock exchanges and future markets and taxes 
on the sale or purchase of newspapers and on advertisements published 
in them. Lastly, taxes to be collected and retained by the States. These 
are stamp duties mentioned in the Union List, taxes on inter-State sales 
and duties of excise on medicinal and toilet preparations containing 
alcohol, opium or such drugs. The jurisdiction of the States extended 
to land revenue, taxes on agricultural land and income, excise duties on 
alcoholic liquors, opium, Indian hemp, and other narcotic drugs, taxes 
on the sale and purchase of goods other than newspapers, taxes on lands 
and buildinp and mineral rights, capitation taxes, tolls, stamp duties and 
registration fees. Taxes on the following are also assigned to the States*, 
entry of goods into a local area, consumption and sale of electricity, 
advertisements other than those published in newspapers, goods or 
passengers carried by road or inland waterways, vehicles, animals or 
boats, professions, trades, callings and employments, luxuries including 
entertainments, amusements, belting and gambling. There is a pro- 
vision that if a State or local authority was levying a tax (now in the 
Union List) before the commencement of the Constitution, then it can 
continue to do so until prohibited by Parliament. The residuary powers 
of taxation belong to the Union Government. 

V. The Problem of Financial Adjustment 

The scheme of allocation assigns elastic and productive sources of 
revenue to the Centre while expanding social and development services 
are assigned to the States. The balancing factors are, therefore, of great 

placed on the powers of the States to levy taxes on the sale and purchase of goods, (3) 
the limit to the total amount of taxes on professions, trades, callings and eroinoymenK 
payable by any person is raised from Rs. 50 to Rs. 250 per annum, and (4) the union 
Government has legislative jurisdiction over taxes on the sale and purchase of news- 
papers and advertisements published therein. 
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importance. The States derive substantial revenue from them and to 
give them fiscal independence. Constitution provides for a Finance 
Commission*, to be appointed by the President, after every five jears or 
earlier, to recommend the share of taxes and grants-in-aid to be paid to 
the States. Before the inauguration of the Constitution, the balancing 
factors were based on the recommendations of Sir Otto Niemeyer. 
With the partition of the country, the alloation of the provincial share 
of income tax was revised by the Government of India. This caused 
discontentment amongst some provinces and accordingly C. D. 
Deshmukh was asked to give a binding award to be applicable from 
1950-51. He reallocated the released percentage comprising 14j units 
relating to the areas/provinces that had formed part of Pakistan to the 
Indian provinces largely on the basis of population with some 
weightage in favour of the more needy provinces. 

The Government of India also reduced the provincial share of the 
jUte export duty to 20 per cent as about 70 per cent of the jute growing 
area of undivided India became part of Pakistan. The four affected 
provinces strongly protested against It. In view of the constitutional 
provinces, Deshmukh fixed the compensation to be paid to these 
provinces in lieu of the share of export duty on jute at Rs. 1.85 crores. 
The First Finance Commission increased it to Rs. 3.15 crores 
was endorsed by the Second Commission. These grants lapsed sutcr 


1959-60. 

The First Finance Commission raised the Slates share of income ax 
to 55 per cent of the divisible pool**. This was increased to ^0 
ty the Seconil Finance Commission, to 66J per rent by ae Ttoa 
Commission and to 75 per cent by the Fourth Commission. e 
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Commission did not change the share of the States. Tiie First Com- 
mission distributed 20 per cent of the States’ share on the basis of collec- 
tion and the rest on the basis of population. The former percentage 
was reduced to 10 by the Second Commission but the Third Commission, 
to help the industrial States, restored the formula of the First Commission. 
This was endorsed by the Fourth Commission. The Fifth Commission 
recommended that 90 per cent of the States’ share of the divisible pool 
should be distributed among them on the basis of population and “the 
remaim’ng 10 per cent on the basis of figures of assessments after allow- 
ing for reductions on account of appellate orders, references, revisions, 
rectifications, etc.'’*. Thus, the Fifth Commission restored the formula 
of the Second Commission. 

The States were given, on the recommendation of the First Finance 
Commission, 40 per cent of the net proceeds of Union excise duties 
on tobacco (including manufactured tobacco), matches and vegetable 
products to be distributed among them on the basis of population. The 
Second Commission reduced the States’ share to 25 per cent but added 
the excises on sugar, tea, coffee, paper, and vegetable non-essential 
oils to the divisible pool, so that the States’ share was actually larger. 
It distributed 90 per cent of it on the basis of population and used the 
balance for adjustments. The Third Commission, impressed by State’s 
needs and the shrinkage of the di\Tsiblc pool of income tax following 
the reform in company taxation, increased the number of excisable 
commodities in the drasible pool from 8 to 35 by including all commo- 
dities (except motor spirit) on which the duty yielded more than Rs. 50 

* Report of the {Fifth) Finance Commission, p. 2S. On the basis of the 
recommended by the Commission, it fixed the share of each State in respect of tee 
financial years 1969-70 to 1973-74, as under (figures indicate the percentage share oi 
each State); — 


Andhra Pradesh 

8.01 

Assam** 

2.67 

Bihar 

9.99 

Gujarat 

5.13 

Haryana 

1.73 

Jammu and Kashmir 

0.79 

Kerala 

3.83 

Madhya Pradesh 

7.09 

Maharashtra 

11.34 

Karnataka 

5.40 

Nagaland 

0.08 

Orissa 

3.75 

Punjab 

2.55 

Rajasthan 

4.34 

Tamil Nadu 

8.18 

Uttar Pradesh 

16.01 

West Bengal 

9.11 

Total 

100.00 


■**The share of divisible ta.xes (received from the Union Govermnent) is to 
tioned between Assam and Meghalaj'a in accordance with section 56(1) of the Assam 
Reorganisation (Nfeghalaj-a) Act, 1969. 
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lakhs. The States’ share was fixed at 20 per cent to be distributed mainly 
on the basis of population, but the Commission'gave some weightage to 
the backward States. The Fourth Commission recommended that 20 
per cent of the net proceeds of all Union excise duties, including the 
duties which might be taken up for levy in the coining quinquennium, 
except regulatory duties, special excises and duties and cesses earmarked 
for special purposes, should be distributed among the States. They 
recommended that 80 per cent of the Stale share be distributed on the 
bass of population and 20 per cent on the basis of economic backward- 
ness. The Fifth Commission did not agree to increase the State share 
but recommended that the rev^ue from special excise duties should 
be included in the divisible proceeds from the year 1972-73 in case such 
duties were continued. It recommended that 80 per cent of the States’ 
share be distributed on the basts of population and out of the remaining 
20 per cent “two-third should be istributed among States whose per 
capita income was below the average per capita income of all States in 
proportion to the shortfall of the Slates’ per capita income from all 
States’ average, multiplied by the population of the State and remaining 
one-third on the basis of an integrated index of backwardness.* 

As against special grants of Rs. 70 lakhs pmd to Orissa and Assam in 
1950-51, the First Finance Commission gave special grants of Rs. 5.05 
crorea per annum to seven States** bcades specific grants for the spread 

* On the basis of the formula recommeiKled by them, the Conurussion worked out 
the share of each State as under (figures indicate percentage share of each State): 


Andhra Pradesh 7.15 

Assam 215 

Bihar 13.*1 

Gujarat 4.17 

Haryana 1.^7 

Jammu and Kashmir 1.12 

Kerala 4J8 

Madhya Pradesh ' 8.43 

Maharashtra 7^3 

Karnataka 4.65 

Nagaland 

Oris» 4.72 

Punjab 2.17 

Rajasthan 5,28 

Tamil Nadu 

Uttar Pradesh 18-82 

West Bengal 

Toul ioooo 


On.o. Tr>«nccre, Cochm 
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of primary education to eight backward States’ rising from Rs. 150 
crores in 1953-54 to Rs. 300 crores in 1956-57. The Second Com- 
mission gave special grants to eleven States" rising from Rs. 36.25 crores 
in 1957-58 to Rs. 39.50 crores in 1961-62. These were increased follow- 
ing the recommendation of the Third Commission^, to Rs. 110.25 crores 
per annum payable to all the States except Maharashtra, besides a grant 
of Rs. 9 crores per annum (approximately equal to 20 per cent of the 
proceeds from the e.xcise duty on motor spirit) to ten States^ for im- 
provement of communications. The Fourth Commission recommended 
annual grants of Rs. 121.89 crores to ten States®. The Fifth Commission 
recommended grams to ten States®, gradually declining from Rs. 152.73 
crores in 1969-70 to Rs. 102.41 crores in 1973-74. 

In addition, the following revenues are also distributed amongst the 
States on the recommendation of the Finance Commissions appointed 
from time to time: (1) additional duties of excise (in lieu of sales tax 
levied by the States) imposed in 1957-58 on mill-made textiles (excluding 
silk fabrics), sugar and tobacco (including manufactured tobacco) and 
in 1961-62 on silk fabrics; (2) estate duty (exlcuding that on agricultural 
land, which accrues to the States that have authorized the Centre to 
impose it and in which such land is situated), and (3) tax on railway 
passenger fares imposed on September 15, 1957, and abolished from 
April 1, 1961, when it was merged in passenger fares. The railways 
thereafter provided Rs. 12.5 crores annually in lieu of the tax. On 
representations made by the State in view of the increase in traffic, the 
Railway Convention Committee (1965) agreed that this grant be in- 
creased to an amount equal to one per cent of the capital at charge on 
March 31, 1964, out of which Rs. 16.25 crores may be paid as grant to 
States in lieu of the repealed tax and the balance of about Rs. 1-50 crores 
may be utilized to assist the States to provide their share of the cost 
of Railway safety works. 


1. Bihar, Hyderabad, Madhya Bharat, Madhya Pradesh, Orissa, P.E.P.S.U., Pimjab 

and Rajasthan. 

2. Andhra Pradesh, As^m, Bihar, Kerala, Madhya Pradesh, Karnataka, Orissa, 
Punjab, Rajasthan, West Bengal and Jammu and Kashmir. 

3. The Government of India did not agree that 75 per cent of the revenue component 
of the State Plans be included in the scheme of devolution. This was not a 
recommendation and its non-acceptance did not affect the total- amount of Centra 
assistance to the States. If the Commissions recommendation was accepten tn . 
would be statutory grants and would lack flexibility. 

4. Andhra Pradesh, Assam, Bihar, Gujarat, Jammu and Kashmir, Kerala, Madhya 
Pradesh, Karnataka, Orissa and Rajasthan, 

5. Andhra Pradesh, Assam, Jammu and Kashmir, Kerala, Madhya Pradesh 
Tamil Nadu, Karnataka, Nag^and, Orissa and Rajasthan. 

6. Andhra Pradesh, Assam, Jammu and Kashmir, Kerala, Karnataka. Nagaland, 
Orissa, Rajasthan, Taim'l Nadu and West Bengal. 
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Table 1* shows the increasing dependence of the States on the devolu- 
tion of funds from the Centre,** which (excluding loans) formed 24.1 per 
cent of their total revenue expenditure during the First Plan and 35.8 
per cent during the Second Plan. This percentage dechned to 34.4 
during the Third Plan but rose to 37.3 during the three Annual Plans 
(1966-69) and to 45.2 in 1971-72 (Budget). While it solves the problem 
of financial disequilibrium, it violates the principle of Financial Res- 
ponsibility. There is divorce of revenue raising and spending powers. 
There is, however, a preponderance of unconditional grants and share 
of taxes which the States are free to utilize as they like. This gives 
fiscal independence to the States and has neither encouraged extra- 
vagance in expenditure nor laxity in lax collection. In the case of speci- 
fic or conditional grants, the Union Government provides the funds 
while the States are responsible for the execution of the projects. This 
divided responsibility results in delay and inefficiency in the execution of 
the schemes. The problem bristles with difficulties and on its solution 
will depend the future of federalism in India. Though the dependence 
of the States on the Centre has been increasing, they have not become 
mere departments of the Oovemraent of India and have asserted their 
rights whenever they have found it necessary to do. 


VI. Financial Integration of Princely States 


At the time of independence, there were about 555 Princely Stales. 
The genius of Sardar Vallabh Bhai Patel brought them into an integral 
relationship with the Indian Union. The process began on January I, 
1948, and was completed within two years. “This bloodless revolution 
has been brought about, on the one hand, by the operation of dem(> 
cratic forces unleashed by freedom and, on the other, by the patriotic 
attitude of the Rulers mIio have been quick to appreciate the change. 
The smaller States were merged in the provinces of India or into Unions 
of States known as Part B Slates.*** Though Part B States were politi- 
ally integrated, many of them had their own army, coinage system, 
rmlways and post offices. The Union Government had no right to levy 
federal taxes in their territories. These States were financially mte- 
grated with the Union of India on April I. 1950****. on the basis of the 


ble by the Cenire 
'ital and revenue 
the Second Plan, 
lonng the annual 


ruiK. Hjdmbad. M«U.5. Btot 

Saurashtra and Travancorc-Cochin. The fonner Bntish q states 

« Part AStatcs.uh.Ic the Centrally adnuiwtered areas were kno»nMParlCbutn^^ 

****Except P.EP.S.U. which was integrated on April 13. the bcfmnuig of its finanaal 
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recommendations of the Indian States Finances Enquiry Committee 
(1948-49). Thereafter, the Union Government acquired the same 
functions and fiscal powers in these States as in the rest of India, though 
some time-lag was permitted to raise the rates of federal taxes on income 
to the all-India level and to abolish the internal customs duties levied in 
some of these States. In the case of States whose revenue gap (the 
difference between revenue and expenditure taken over by the Um'on 
Government) was positive, which measured their financial loss as a 
result of integration, the Union Government gave, to prevent any dis- 
location in their finances, tapering revenue gap grants for ten years. 
The revenue gap of Madhya Bharat, P.E.P.S.U., and Rajasthan was 
negative and they tvere not to compensate the Union Government. 
Part B States became entitled to a share of divisible federal taxes, which 
was set off against the revenue gap grants,if any. If their share of 
federal taxes exceeded their revenue gap, they were entitled to the former. 
A similar principle was applied to Part A States with respect to Princely 
States merged in them. Jammu and Kashmir was financially integrated 
on May 14, 1954. In this case, the power of Parliament to make laws 
is regulated by Article 370 of the Constitution. The distinction between 
Part A and B States was abolished on the reorganization of the States in 
1956. Thus, independent India, though truncated in size due to parti- 
tion, has achieved fiscal and economic unity. 

MI. Union and State-Budgets : Growth of Revenue and Expenditure 

During the last tlrrce decades, momentous events took place in India, 
which produced a marked impact on Government finances. Burma 
was separated on April 1, 1937, and this caused a net loss of Rs. 2.33 
crores to the Central exchequer. The inauguration of Provincial Auto- 
nomy imposed an additional burden of about Rs. 5.80 crores in the 
first year. Tlie Second World War increased the expenditure on defence, 
which rose from Rs. 46.18 crores in 1938-39 to Rs. 395.49 crores in 
1944-45, the last full year of war. Nationalist opinion rightly felt that 
a part of it was unjustly debited to the Indian exchequer. There was 
also a considerable increase in the expenditure on civifian services con- 
nected with the war, so that the Central expenditure increased from 
Rs. 85.11 crores in 1938-39 to Rs. 496.25 crores in 1944-45 or by 484 per 
cent. To meet the increased expenditure, the rates of existing taxes 
were increased and some new taxes, such as the Excess Profits Tax and 
new excise duties, were imposed. Railway fares and freights and postal 
and telegraph charges were also increased. These measures, along 
with the increased activity generated by the war, helped to boost up 
revenue, which increased from Rs. 84.47 crores in 1938-39 to Rs. 335.70 
crqres in 1944-45 or by 300 per cent. Since expenditure increased more 
rapidly, the Government of India resorted to a large borrowing pro- 
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gramme and introduced a scjiemc of compulsory savings m the case of 
excess profits. Despite this, the Gowminent failed to bridge the in- 
flationary gap and there was a steep rise in prices, which had its impact 
on the Government’s expenditure and revenue. 

The provinces were able to build up Revenue Reserve Funds, which 
exceeded Rs. 60 crores at the end of the war. Their expenditure also 
increased, but relatively less rapidly due to rise in prices, increase in the 
police budget and civil defence measures and the prevalence of scarcity 
conditons, which necessitated the Grow More Food Scheme and 
measures for the control and distribution of food and other commodities. 
Their revenues increased due to war activity and the increase in taxation 
to mop up surplus purchasing power. New taxes, such as, the sales tax, 
agricultural income tax and urban immovable property tax, were also 
imposed. 


As a result of developments that followed the termination of the war, 
India achieved independence on August 15, 1947, though it was accom- 
pam'ed by the partition of the country- Tlic wisdom of British diplo- 
macy and the sagacity of Mahatma Gandhi enabled India to achieve 
independence through peaceful means. However, the pangs of partit- 
tion Were painful. The serious communal disturbances resulted in the 
mass evacuation of Hindus from West and East Pakistan. This imposed 
a heavy burden on the Government for their relief and rehabilitation. 
The expenditure on foreign affairs also increased. TJie progreM m 
the reduction of defence expenditure was lialted. There is a large 
land frontier, with no natural barriers, with Pakistan with whom rela- 
tions have not been satisfactory. Tbe paramountcy of tlic Govei^cnt 
of India over the princely States lapsed with the grant of indepen ence 
and some of them threatened to remain independent and increased 
their armed forces. The Kashmir operations also emphasized the n«(i 
for a strong army. After the political and financial integration o c 
princely States', their armed forces were merged with 
forces, which increased the defence bill. Relations wit a 
deteriorated as a result of its attitude towards tlie Cliincse . 

India in 1962. There luvc been frequent border raids and 
cease-fire is operative in Kaslunir, provocative speeches y r P 
leaders of Pakistan and threats to use forw to the as . 

which culminated in the Pakistan aggression of 1965, necessi 
lance on the part of our defence forces. On account o ou 
the philosophy of peace, and the need to acceler^e econo 
ment, our defence expenditure has been very mo^t. ° 

1-9 per cent of our gross national product while this percen 40 for 

for Burma, 8.7 for Viet Nam. 7.7 for Korea. 4.6 ifenS 

Pakistan and 9.6 for the U.SJk. In 1959, the pe^enlagc jf ^ ' 

expenditure to the total expenditure of the Umon an 
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raeiUs was 15.4, whereas this percentage in the case of other countries 
was as follows: Pakistan 30.9, Korea 35.3, Burma 37.8, Viet Nam 
39.0, Indonesia 39.8, and the U.S.A. 41.6. Pakistan, Korea and Viet 
Nam receive substantial U.S. military assistance and to that extent 
their defence expenditure is under-stated. The arms assistance from 
the U.S.A., U.K. and other friendly countries was received by us only 
after the Chinese aggression in October 1962, which has brought about 
an important historical change. For thousands of years, the Himalayan 
frontier has been peaceful and unguarded. It has now become a live 
and dangerous frontier. The effect of deteriorating relations with 
Pakistan and the Chinese aggression is reflected in the rapid growth of 
defence expenditure. 

The attainment of freedom raised new hopes and aspirations amongst 
the masses. A popular Government had to justify the trust reposed 
in it and had to undertake a large social and development programme to 
fulfil the promises it had made to the people. The Planning Commission 
was set up in March 1950 to accelerate economic development. A 
large development programme compelled the Government to resort to 
deficit financing* ■which led to a rise in prices. This forced the Govern- 
ment to increase the salary and allow'anccs of its employees and has also 
increased other expenditure. The financial integration of Part B States 
involved the taking over of federal services by the Government of India. 
They also became eligible for federal grants and other financial and 
technical assistance like Part A States. Both these factors increased 
the Central expenditure. The State Governments are responsible for 
social and developmental serv'ices, but they do not have the resources 
to finance them. Consequently, grants-in-aid to the States have in- 
creased. Tire increase in social and developmental expenditure has also 
increased the expenditure on administration. A large capital expendi- 
ture has increased the interest bill. The cumulative effect of all these 
factors has been that in almost each post-indepencence year, the Union 
GovernmenPs expenditure achieved a peace-time record. 

■The expenditure of the State Governments also increased rapidly. 
Every year it attained a peace-time record. The causes are rise in pnees, 

t In the Indian context, this implies borrowing funds from the Reseiye Bank of 

India resulting in an expansion of currency. The extent of deficit financing was_Rs. 4ZU 
crores in the First Plan and Rs. 948 crores in the Second Plan. On account of an lacre^ 
in the money supply, the index number of wholesale prices (1952-53=100' 
from 111.8 in 1950-51 (average of weeks) to 98.1 in March 1956, but increased to 128.4 
in March 1961. The quantum of deficit financing during the Third Plan was Rs. 1,14J 
crores. It was Rs. 723 crores during the Annual Plans 1966-69. In the Fourth Plan 
the provision for deficit financing was Rs. 850 crores, forming 5 per cent of the totm 
resources as against 13 per cent in the Third Plan. The dependence on deficit fmancing 
had to be reduced on account of continuous rise in prices. The index number of ''hole- 
sale prices (1961-62=100) rose to 131.6 (average of weeks) in 1965-66 and to 165.4 in 
1968-69 (average of weeks). It continued to rise thereafter and was 181.2 (average oi 
weeks) in 1970-71. The index had risen to 189.1 in the last week of July, 1971. 
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increased pay scales and allowances of emplojees. expansion of social 
and development services, increase in e;q>enditure on avil administra- 
tion and debt Unices. Since 1950-51, development expenditure was 
increased by 1,047 per cent as against an increase of 708 per cent in 
non-Govermnent expenditure. Education has rightlv received the 
highest priority. The future progress of the country depends on in- 
creasing opportunities for technical and general education Under adult 
franchizc, the importance of removing illiteracy cannot be over-cm- 
phaazed. The percentage of literacy has increased from 16 6 m 1951 
to 24.0 in 1961 and to 29.0 in 1971. The increased expenditure on 
medical and public health has paid rich dividends and the average ex- 
pectation of life increased from 32.4 years during 1941-50 to 41.9 years 
during 1951-60. The large increase in the expenditure on agriculture 
and rural development is fully justifiable since agriculture accounts for 
48 per' cent of the national income and 82 per cent of the population 
lives in rural areas. 


The increase in expenditure has emphasized the need for economy and 
effidcncy. There is a strong feeling that more men are employed in 
Government departments than arc necessary to do the work efficiently. 
The reports of the Estimates Committee and the Public Accounts Com- 
ntittee emphasize instances of w'aste.inefitciency and bad planning 
There are also numerous complaints of corruption, bribery and nepota- 
ism. It is necessary to reduce the cost of Government and to impose 
severe penalties in prosed cases of corruption and nepotism. The 
Government is aware of the need for economy and the recommenda- 
tions of Economy Committees in the Stales have reduced unnecessary 
expenditure. The Union Government also has machinery to secure 


economies in expenditure. The Organization and Methods Diwsion in 
the Cabinet Secretariat, tries to improve the eiBciency of administration. 
The Department of Expenditure in the Ministry of Finance has an 
Economy Division which examines all proposals, requiring the sanction 
of the Ministry, with the object of securing utmo^ economy. It has a 
Special Reorganization Unit, wWch explores improvements ^ 
methods of work, so that it can be done with lesser staff. It 
suitable standards to measure the wort that can be done, an is a > 
done, by each employee. The Internal Economy Committee m the 
different Ministries and departments constantly examine ways and mea 
of quicker disposal and try to reduce expenditure on staff ^ 
gencies. The Central Economy Board examines cases of disagw 
between the Special Reorganization Unit and the ^ 

and the extent to which the proposals of the former shoul 
The National Development Council has set up a committee o 
Projects, which scrutinizes the projects and appomts te^ 
selected projects to examine their working thoroughly wi 
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of avoiding waste and ensuring economy and effieiency in tJieir execution. 

The large increase in expenditure necessitated adequate expansion 
in revenues. Since 1950-51, Central and State revenues have increased 
by 806 per cent and 876 per cent respectively. Central revenues have 
increased as a result of financial integration of princely States, increase 
in the rates of existing taxes, imposition of new taxes and expansion of 
administrative receipts and the net contribution of public undertakings. 
Since 1950-51, tax revenues collected by the Union and Slate Govern- 
ments have increased by 741 per cent and 624 per cent respectively. This 
reflects the comparative inelasticity of State taxes and explains the 
dependence of the States on the balancing factors. State revenues have 
increased on account of large transfers from the Union Government, 
increases in the rates of existing taxes, imposition of new taxes and an 
increase in the contribution of public enterprises and administrative 
receipts. While increased revenues have enabled the Union and State 
Governments to expand social and development services, they have also 
sacrificed revenue on sentimental and ideological grounds — the aboli- 
tion of the salt duty and the policy of prohibition. 

An important development in the post-independence period is that the 
Union Government has deliberately planned large revenue surpluses, 
which have helped to reduce the extent of deficit financing. Since 
independence, the revenue surplus amounted to Rs, 386 crores (of which 
Rs. 250 crores was during the First Plan) till the end of the First Plan. 
During the Second Plan, it was Rs. 220 crores and rose to Rs. 1,019 
crores during the Tliird Plan. It was Rs. 414 crores during the three 
Annual Plans and was Rs. 125 crores in 1969-70, Rs. 198 crores in 1970- 
71 (Revised) and Rs. 153 crores in 1971-72 (Budget). Thus, the total 
revenue suiplus till the end of March 1972 (Budget) amounted to Rs. 2,515 
crores. The technique of financing capital expenditure out of revenue 
surpluses has helped in the fight against inflation. 

As a result of continuous increases in taxation, the percentage of 
national income raised in taxation by the Union and State Governments 
increased from 6.6 in 1950-51 to 7.6 in 1955-56 and to 9.5 in 1960-61. 
It has since increased to 13.2 in 1968-69 and to about 14 per cent in 
1970-71. 


Vm. Capital Expenditure 

Since independence, there has been a large increase in capital expendi- 
ture, to make up for the neglect of the past. Under British rule, the 
Government followed a conservative poUcy with respect to development 
expenditure. The total capital outlay of the Central ' Government was 
Rs. 1,239 crores and of Part A states (including the undivided provinces 
of the Punjab and Bengal) Rs. 208 crores till the end of March 1947. 
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Smcc indepeodeiice, the capital outlay of the Go\eninieni of India was 
Rs. 473 crorcs and of Pait A States Rs. 173 crores till the end of 1950-51. 
Sin^ then, it has considerably increased. In the post-indqjendence 
penod, capital expenditure has been restricted by the ability of the 
Government to raise funds through non-^nflationary metliods of finance. 
It is, therefore, necessary that public enterprises should follow a price 
policy that helps rapid economic development. Their surpluses should 
be enlarged to fmasce new projects. So far, the net contribution of 
pubhc enterprises has been too small as compared to the large capita! 
outlay on them. 

There is great misunderstanding, cspecialjy abroad, about our objective 
of establishing a socialistic pattern of society. It iS due to the use of the 
word ‘socialistic’ and the large capital outlay of the Government. It is, 
therefore, necesssary to emphasize — and the Government has repeatedly 
clarified it — that the ‘socialistic pattern' does not mean that the State 
intends to own, now or ultimately, all the means of production or that it 
will nationalize all existing and new private industries. Our objective 
implies that the country’s existing and potential resources should be fully 
exploited so that the standard of living of the masses, which is pitiably 
low, may rise quickly. This necessitates that the fruits of economic 
development should be cqitiiaWey shared by all, so that existing in- 
equalities are reduced and there is no concentration of economic power. 
In an under-developed country like India, there are vast Jrrvestment 
opportunities, but enterprise is shy and capital is Jacking. Private 
enferprise wants to invest in tried and safe channels, where the gestation 
period is short and returns are resonably quick. The people are un- 
familiar with the investment habit sO that private industrialist cannot 
take up projects which require a high amount of capital and take se^c^al 
years to complete and another few years to be profitable. The con- 
struction of railways, irrigation works, multiple purpose ri\er valicy 
projects and even modern Meel plants, are beyond the resources a\-ail- 
able to priv.ate enterprise. Even under the British rule, these projects, 
except steel plants, had to be Slate-owned. Lord Canning, in the 
fifties of the last century, rried the experiment of entrusting the imest- 
ment on irrigation works to private enterprise. Two companies took 
up the Tungabhadra and Oriss.i canal projects and both of them failed. 
The Govenunent alone has the patience and resources to finance such 
in under-developed countries as the uilayis large and the profits 
accrue after several years. Tlic construction of railways began under the ■ 
Company’s rule, but till the end of the I9th century they were a financial 
loss to the Government. There is really no conflict between prh-afe and 
Dublic enterprise in India. There are vast opportunities for both and these 
will continue to expand, fa spite of rni’estment by the Government, 
there is no shortage of inr-estment opportunities for prirate enterprise. 
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IX. Revenue and Expenditure of Local Bodies 

Lord Mayo (1869-72) encouraged local bodies to rouse local interest 
and supervision in the management of funds devoted to local welfare. 
Lord Ripon (1880-84) regarded them as good training ground for popular 
and political education and accordinglj' sliifted the emphasis to ‘Local 
Self-Government.’ The next important landmark is the Government of 
India Act 1919, which made it a “transferred” subject and the Scheduled 
Taxes Rules framed under it reserved eleven taxes for local authorities. 
The Self-Government aspect developed further on the inauguration of 
Provincial Autonomy and the attainment of independence. The consti- 
tutional directive that the State shall take steps to organize \illage 
panchayats as units of self-Govemment visualizes “development from 
oelow” and emphasizes the importance of local Government as an effec- 
tive instrument for the democratic decentralization of political and 
economic power. 

The Government of India Act 1935, bifurcated financial resources 
between the Central and State Governments and abolished the reserva- 
tion of taxes for local bodies. This position continues under the Consti- 
tution. The result is that State Governments, burdened vith large 
development outlays, coupled with the sacrifice of revenue due to pro- 
liibition, have encroached on local taxes, such as, profession tax, urban 
immovable property tax, entertainment tax, etc. The Slate Govern- 
ments have also invaded the field of public enterprise which works more 
efficientlj' under local control. Instances are city transport, electric 
supply, etc. The consequence is that local bodies are starved of funds 
and are unable to play their proper role in providing civic amenities. 
In 1950-51, the share of Union and State Governments was 42 per cent 
and 49 per cent respectively in total governmental ependiture while that 
of local bodies was 9 per cent. In the U.S.A., the States and local 
authorities incurred 18 per cent and 19 per cent respectively of total 
governmental expenditure in 1950-51 and nearly the same percentages 
in 1962-63. The State Governments are relatively more important in 
our federal system. 

Local bodies are eminently suited to provide certain social services, 
such as, primary' education, sanitation, drainage, water supply, lighting, 
parks, local and feeder roads, public health, medical relief, regulation 
of offensive or dangerous trades, improvement of slums, etc. These 
functions can be performed efficiently if adequate resources are available. 
Impressed by the divergence in the functions and resources of local bodies, 
the Local Finance Enquiry Committee (1949-50) rightly' held that, 
“wholesale transfer of functions from local bodies to State Governments 
is a retrograde step and should be avoided.” It has, against a consti- 
tutional amendment, to reserve specified taxes for local bodies and re- 
commended that a convention should be developed to that effect. The 
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TaXMion Enquiry Commission (1953-54) was also agamsl amrndjnj 
the Cohstitution and recommended tjwt some taxes should be reserved 
for /ocal bodies and panchayats and rural boards should be given at least 
5 per cent of the yield from land revenue and municipalities and distnct 
boards at least 25 per cent of the revenue from motor vehicles taxes, 
he State Ofovernments have not accepted these recommendations on 
a<^unt of Snanciil stringency. It would be better if the Government 
of India, whicli gives substantial asastance to the States, uses its in- 
fluence with them to increase the resources of local bodies. 

The Taxation Enq^uiry Commission reported that there were 12 
municipal corporations, 1,426 municipalities, 379 small town and notified 
area committees, 56 cantonment boards, 196 district boards, 96 rural 
boards and 87,0l8 village panchayats, whose number increased to 193,527 
on March 31, 1961. There are some port trusts also. In recent years 
several big cities have set up improvement trusts and town planning 
bodies, which do not exercise powers of taxation There is a great 
dearth of statistics of the revenue and expenditure of this large body of 
local authorities and it is necessary to fill this gap. The Local Financial 
Enquiry Committee estimated that in 1946-47 the total income of 
municipalities and corporations, covering a population of 2.7 crores, 
Was Rs. 27.5 crores, of which about 70 per cent was from taxation. The 
total income of district boards, covering a population of 20.5 crores, 
Was Rs. 15.6 crores — of which about 34 per cent was from taxation. 
The Taxation Enquiry Commission estimated that the income of munici- 
palities was Rs. 35.55 crores, of wluch Rs. 4 J1 crores or 12 per cent was 
from granis-in-ajd and Rs. 22.77 crores or 63 per cent from taxation. 
The important tax sources were (all in crores) octroi Rs. 6.32, terminal 
tax Rs. 1.83, property tax Rs. 5.23, services tax Rs. 5.08, tolls Rs. 0.85, 
theatre tax Rs. 0.83, taxes on vehicles, animals and boats Rs. 0.48, pro- 
fession tax Rs. 0.41, and taxes on passengers and goods Rs. 0-34. Octroi 
is the most important lax source. Jt is, however, a vexations tax, in- 
volving maintenance of road barriers and delegation of wide powers 
to petty officials. It should be replaced by terminal taxes and pre- 
ferably by a local surcharge on State sales tax, which will introduce 
elasticity in local tax structures. The total expenditure of municipalities 
was Rs. 33.15 crores, of tvhich Rj. 13.35 crores, or 40 per cent, was on 
drainage, conservancy, etc., Rs. 4.52 crores on roads and buildings, 

Rs. 3.56 crores on medical and health .and Rs. 3.5S crores on administra- 
tion. The total income of corporations which have wider functions 
and ampler powers of txxaiion. was Rs. 24.06 crores — of which Rs. 
18.4S crores or 77 per cent was lax revenue. The cJiief tax sources were 
(all in crores): property lax Rs. 9.61, service taxes Rs. 4.46, octroi and 
terminal taxes 1^. 249, taxes on velucles. anim.-Us and boats Rs. 0.74, 
profession tax Rs 0.43 and theatre lax Rs. 047. 
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The Reserve Bank of India conducted surveys on the finances of city 
corporations, port trusts and municipalities in towns wth a population 
exceeding 1,00,000. The following data cov^ers 63 local authorities (4 
port trusts, 17 corporations and 42 municipalities) wliich furnished 
returns as against 83 that were addressed. Their total receipts (revenue 
and capital account) increased from Rs. 92.7 crores in 1955-56 to 
Rs. 181.9 crores in 1960-61 (Revised). During tliis period, the revenue 
from rates and taxes increased from Rs. 29.4 crores to Rs. 73.8 crores or 
by 151 per cent, while grants from the Government increased from Rs. 4.1 
crores to Rs. 9.3 crores, and loan receipts increased from Rs. 17.7 crores 
to Rs. 23.4 crores. During the same period, the expenditure on general 
administration increased from Rs. 10.4 crores to Rs. 16.8 crores or by 
62 per cent, wliile that on public health and conveniences increased from 
Rs. 3.8 crores to Rs. 36.9 crores or by 871 per cent and on pubh'c works 
from Rs. 5.3 crores to Rs. 36.8 crores or by 594 per cent; yet civic 
amenities have not increased proportionately due to rise in prices and 
large influx of population. Their outstanding debt increased from 
Rs. 125.4 crores at the end of March 1956 to Rs. 201.9 crores at the end 
of March 1961, of which Rs. 77.1 crores and Rs. 107.1 crores respectively 
were market loans and Rs. 48.2 crores and Rs, 87.1 crores respectively 
were loans from the Union and Slate Governments. Gross capital 
formation in 1960-61 amounted to Rs. 30 crores or 15 per cent of their 
total disbursements. 

The Reserve Bank survey on the finances of port trusts, municipal 
corporations and municipalites in towns with a population exceeding 
1,00,000 (on the basis of the 1961 Census) for the years 1962-63 to 1965-66 
covers 5 port trusts, 14 corporations and 63 municipah'ties wliich replied 
to their questionnaire as against 108 that were addressed. The total 
number of urban local bodies in 1961 was 1,860 with a population of 
692 lakhs. The population covered by the local reporting authorities 
was 241 lakhs or 35 per cent of the total urban population covered 
by all local authorities. Their total receipts (revenue and capital account) 
increased from Rs. 214.05 crores in 1962-63 to Rs. 282.43 crores in 1965- 
66 (Budget) or by 32.0 per cent. During tliis period, the revenue from 
rates and taxes increased from Rs. 83.57 crores to Rs. 108.23 crores 
or by 23.0 per cent, while receipts from remunerati^'e enterprises in- 
creased from Rs. 9.08 crores to Rs. 26.38 crores or by 192.2 per cent 
grants from Government increased from Rs. 10.40 crores to Rs. 12.6 
crores or by 21.7 per cent, and loan receipts increased from Rs. 23.59 
crores to Rs. 40.01 crores or by 69.6 per cent. During the same perio , 
the expenditure on general admim'stration increased from Rs. 18.5 
crores to Rs. 22.50 crores or b}"" 21.1 per cent, while that on public healt i 
and conveniences increased from Rs. 30.97 crores to Rs. 50.97 crores or 
by 64.5, per cent, that on public works from Rs. 17.88 crores to Rs. 
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30.78 crores or by 72.1 per cent, that on public instruclicm from Rs. 

3.93 crorcs to Rs. 30.87 crores or by 121.9 per cent and on remunera- 
tive enterprises from Rs. 10.47 crores to Rs. 15.15 crores or by 44 6 per 
cent. Their outstanding debt increased from Rs. 246.35 crores at the 
end of March 1963 to Rs, 283.(M crores at the end of March 1965 (or by 
14.9 per cent), of which Rs. 111.61 crores and Rs. 119 01 crores res- 
pectiveiy were market loans and Rs. 120.51 crores and Rs 143.96 crores 
respectively were loan from Government. Gross capital formation 
increased from Rs. 19.82 crorcs in 1962-63 to Rs. 36.73 crores in 1965-66 
or by 85.4 per cent. 

The most important source of tax revenue of district and local boards 
is the land cess, which generally varies from 6} per cent to 12} per cent 
of land revenue. The Taxation Enquiry Commission reported that the 
total income of district boards was Rs. 27.63 crores, of which Rs 1 1 .99 
crores, or 43 per cent, was from grants-in-aid. Their tax resenuc was 
Rs. 10.19 crores, the main sources being (all m crores), land cess 
Rs. 7.31, doty on transfer of immovable property Rs. 1.06, local rates 
Rs. 0.79, tolls Rs. 0.46, property tax Rs. 0.20, profession tax Rs. 0.16, 
octroi and terminal tax Rs. 0.07. and la.xes on animals and vehicles 
Rs. 0.05. The per capita incidence of thrir taxation was about one* 
twelfth of municipal taxation. Their position is becoming untenable 
as some of ihcir functions liave been taken over by panchayats and some 
others, such as, roads, medical and public health, etc., by the States. 

The village panchayats derive most of their revenue from grants and 
taxes. Their establishment has curtailed the resources of local boards. 
They can levy property tax, profession tax, service ta^es, taxes on animals 
and vehicles, octroi, cess on land revenue, tolls, theatre tax, etc. The 
exercise of their tax powers is subject to the approval of the State Govera- 
ments. They are authorired to require all adult aWe-bodied male resi- 
dents to rive free labour for some days in a year (or its money equivalent) 


Rs. 0.17 crore from grants and Rs. 0.14 crorc Irom lees anu jiiies. 

XI. Tax Structure 

During the East India CorojKWy a rcrime. the taxes which ri inhemed 
from the local rulers were continued. Except for landrcvcnuc.ihcsj-stem 
of direct taxation was almost unknown. The moturpha was a direct tax 
lexied on artisans, traders, etc. It ti-as universally detested and yielded 
a small revenue. Accordingly, it was abolKhcd in Bengal in n93 and 
in other provinces (except Madras, where it was abolished .at the end 
of the Company’s rule) by 1844. The Coropam never cared to evolve 
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a coherent system of taxation and depended mostly on land revenue. 
This dependence continued under the Crown, though, with the develop- 
ment of other taxes, the percentage contribution of land revenue to total 
tax revenue declined from 43.9 in 1870-71 to 38.6 in 1900-01* when it 
yielded Rs. 26.2 crores. The concept of a tax structure based on equity 
was unknown to the 19th century unrepresentative Government. Land 
revenue has been an inelastic source of revenue; its yield increased to 
Rs. 31.1 crores in 1911-12 and to Rs. 34.7 crores in 1921-22. During the 
same period, the increase in revenue from the other principal taxes was 
(all in crores) ;customs Rs.9.6 to Rs. 34.4, income tax** Rs. 2.4 to Rs. 22.1, 
excise Rs. 11.4 to Rs. 17.2 and salt Rs. 5.1 to Rs. 6.3, while the opium 
revenue declined from Rs. 8.8 to Rs. 3.1. With doses of representative 
Government, there was an increase in tax revenue combined with an 
expansion of social and development services. Provincial revenues 
increased from Rs. 70.4 crores in 1921-22 to Rs. 92.3 crores in 1935-36 
or by 31 per cent, whereas the revenues of the Central Government, where 
little progress was made towards popular control, increased during the 
same period from Rs. 115.2 crores to Rs. 117.8 crores or by 2 per cent 
only. The grant of Provincial Autonomy and the strains of the Second 
World War led to a search of fresh sources of revenue and new taxes, 
like the excess profits tax, new excise duties, sales tax, agricultural income 
tax, etc., were imposed to make the tax structure more equitable and 
broad based. Since independence, taxation has assumed a new role as 
it is an important source of financing the development programme. It 
is, therefore, necessary to have a scientific structure of taxation which 
is geared to the needs of development finance. 

Taxation is the most important source of Government revenue. It 
formed 77 per cent of the total revenue of the Union and State Govern- 
ments in 1970-71 (Budget). The tax system must transfer adequate 
resources to the Government. Income tax assesses form about 0.5 per 
cent of the population in India as against about 35 per cent in the U.K. 
and 26.7 per cent in the U.S.A. In 1968-69, the revenue form income 
tax on the non-corporate sector formed 1.26 per cent of the national 
income in India as against 1 1.34 per cent in the U.S.A. Accordingly, the 
Government has to rely more on indirect taxes in India. To achieve 
eqm’ty, heavier taxes are levied on luxuries and commodities mostly 
consumed by the well-to-do sections of the communit)’.*** Commodity 
taxes are also useful to restrict the consumption of harmful commodities, 
like liquors and intoxicating drugs. They also help to economize 

* In 1970-71 (Budget) land revenue yielded Rs. 110 crores forming 2.46 per cent of 
the total tax revenue of the Union and Slate Governments. 

** The income lax was first le\'ied temporarily in 1860 in the form of a licence tax and 
finally reimposed by the Act of 1886. 

*** Recent budgets of the Union Government have kept these objectives in view. 
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the consumption of commodities that are required for export or for the 
development programme. Import duties can be used to encourage im- 
port substitution and to mop up excessive profits of importers, which 
inevitably accrue under conditions of import control. 

XI. Growth of Rerennes 

Estate duty was levied with effect from October 15, 1963. It is imposed 
on agricultural land also in those States that have authorized Parliament 
to do So. The present exemption limit is Rs. 50,000. Tlie rate of tax 
rises from 4 per cent on the next slab of Rs. 50,000 to 85 per cent in the 
Case of slabs exceeding Rs. 20 lakhs. Taxes on gifts and expenditure 
(which were imposed under the residuary powers of the Union Govern- 
ment and do not, therefore, apply to Jammu and Kashmir) were imposed 
from April 1, 1959. The Gift Tax exempts annual gifts upto Rs. 5,000. 
It is levied at 5 per cent on the first taxable slab of Rs. 5,000 rising to 
75 per cent on slabs exceeding Rs. 20 lakhs. The Expenditure Tax, 
which yielded a small revenue was suspended from April 1, 1962. It 
was revised from the assessment year 1964-65 (that is, with respect to 
the expenditure incurred during the financial year 1963-64). The tax 
was abolished with effect from April 1, 1966. Annual expenditure upto 
Rs. 30,000 was exempt from tax. In the case of Hindu undivided families, 
the exemption limit depended upon the number of coparceners in the 
family, subject to a maximum of Rs. 60,000. In addition there were 
liberal exemptions and deductions in computing taxable expenditure. 
The tax was levied at 10 per cent on the first Rs. 10,000 of taxable ex- 
penditure, rising to 100 per cent on taxable expenditure exceeding 
Rs. 50,000. Realized capital gains, arising on or after April 1, 1956, 
are taxed. The first Rs. 5,000 of all capital gains plus 36 per cent of 
capital gains on land and buildings and 50 per cent of the capital gains 
on other assets are exempt from tax and the balance is added .to the 
ossessee’s income. The taxpayer has the option of adopting, instead of 
the actual cost of the capital asset, its fmt market value as on January 
1, 1954. In he case of non-company assessccs, capital gains are not taxed 
if they do not exceed Rs. 5,000 or the total income including them does 
not exceed Rs. 10,000. Realized capital gains of the corporate sector 
are taxed at the rate of 45 per cent if they accrue on lands or buildings 
and at 35 per cent if they accure on other assets. The Wealth Ta.x w-as 
imposed from April 1, 1967. The first slab* of Rs. 2 lakhs of net wealth 
la the case of individuals and Rs. 4 lakhs in the case of Hindu undivided 
families is exempt from tax, while agricultural land was not included in 


•The entire capital gains on assets twM for less than twe years is treafett as income 
for lax purpose. 
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net wealth till 1970, thereafter any excess over 1.5 lakhs is added to net 
wealth. The tax rates have been increased since 1957. The present rate 
of tax (1971-72) rises from 1 per cent on the first slab of wealth of Rs. 1 
lakh (Rs. 2 lakhs in the case of Hindu undivided families) to 8 per cent 
on slabs of wealth exceeding Rs. 20 lakhs. There is an additional wealth 
tax on urban property exceeding Rs. 5 lakhs in value. The first taxable 
slab of Rs. 5 lakhs is taxed at 5 per cent and the balance at 7 per 
cent. The revenue from wealth tax has increased from R 8.15 crores in 
1960-61 to Rs. 30 crores in 1971-72 (Budget). 

Prior to the reform in company taxation, corporate incomes were 
subject to an income tax and a corporation tax (known as super tax on 
companies) and neither was allov/ed as a deduction in computing the 
other tax. In the case of profits distributed as dividends each share- 
holder was given in his assessment a credit for the amount of income tax 
(but not the super tax on companies) paid by the company that was 
attributable to the dividend received by him. This process of increasing 
the dividend income of a share-holder bj' the amount of income tax paid 
by the company on that part of its income, was known as ‘grossing’. 
Thus, on profits distributed as dividends, the company was supposed to 
have paid the income tax on behalf of its share-holders. The ‘grossing’ 
process involved several complications. The share-holder was given 
credit at the average rate of income tax paid by the company and it was, 
therefore, necessary to find out how much of the diridend came out of 
taxed profits and how much, if anj^, out of profits exempt from income 
tax, and 'Whether any part of it was paid out of profits of earlier years, 
wliich may have been taxed at different rates. Tliese calculations involved 
delay in the assessment of share-holders, speciallj' if they received divi- 
dends from several companies. Tire budget for 1959-60 abolished this 
grossing process. As a part of the scheme of a simplification of 
company taxation, the wealth tax on companies and the excess diridends 
tax were abolished, though the tax on bonus shares was retained. It 
was levied at the rate of 30 per cent. The rate of the tax was reduced 
to 12i per cent from April 1, 1961. The Finance Act, 1966 abolished 
the tax with a view to encourage the ploughing back of profits which 
may later be capitalized. Bonus shares were not taxable in the hands 
of the share-holders*. 

Under the new scheme, companies deduct income tax, which is de- 
posited by them with the Government, at a flat rate (at present 23 per 
cent) from dividends paid by them and credit for this is given to share- 
holders in their assessments. Thereafter, corporate profits were, strictly 
speaking, subject to a single non-refundable tax. No part of it was 


^Hie oancKsion \\>as \s’ithdra\vn from April 1, 1964, except in the case of bonus 
shares issued wholly out of share premium account. 
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paid on behalf of the share-holders of a company. The annual Finance 
Act, however, continued till 1964 the fiction of an income tax and a super 
tax on companies. Both were really a corporation tax and were so 
treated by the Government. From 1965. the annual Finance Act speaks 
of an income tax on companies. The terminology is misleading as 
under the Constitution, taxes on income (other than agricultural income) 
are shared with the States, while the corporation tax is assigned ex- 
clusively to the Union Government. While the Government of India 
treats the income fax on companies as a corporation tax, it is desirable 
(perhaps necessary) that the annual Finance Act should use the term 
corporation tax instead of income-tax on companies. An important 
effect of the new scheme has been the shrinkage of the divisible pool of 
income lax, which is not shared with the States. The reform in the 
scheme of company taxation was intended to simplify the taxation of 
corporate profits, but the Government of India used it to increase revenue 
also. The yield from the corporation tax has increased more rapidly 
than from the income tax. The corporation tax is levied at the rate of 
55 per cent* on the profits of Indian companies. The rate of tax is 70 per 
cent** in the case of foreign companies as their share-holders are not 
assessed to taxes on income. 

In 1963, an additional Super Profit Tax was imposed on the corporate 
sector at 50 per cent on residual income (that is, afier payment of cor- 
poration tax) that exceeded 6 per cent of the paid up capital and reserves. 
The rate of tax was 60 per cent on that part of residual income which 
exceeded 10 per cent of the paid up capital and reserves. Subject to 
certain conditions, 10 per cent of residual income was exempt from tax. 

The Super Profit Tax proved unpopular because, among other things, 
of the uneven nature of its effect on industry as a whole. To some 
extent, it affected industrial gro^vth. Accoidingly, the Super Profit Tax 
Act was suspended forom April 1, 1964, and in its place a surtax was 
levied. The Act was repealed with effect from Aprfi 1, 1966. 

The Company (Profits) Surtax Act, 1964 imposed a new tax in place of 
the Super Profit Tax. The new Act provided for lower tax rates, a larger 
standard deduction and a wider capital base. The surtax is applicable 
on corporate income from all sources, after deducting income and super 
tax payable on it that exceeds 10 per cent of the capital base or Rs. 2 
lakhs, whichever is more. It was levied at a uniform rate of 40 per cent 
on the entire profits subject to surtax. The Act also provides for a rebate 
of 20 per cent of the surtax on profits derived from certmn basic and 



per Cent on the excess. 

*«This js the rate at which most taxable coiporatc profits ate faxed. 
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capital inensive industries that have relatively low profitability and 
longer gestation period. These are given in the Third Schedule to the 
Act and include, amongst others, iron and steel, aluminium, copper, 
coal, cement, paper and pulp, tea, coffee and rubber, generation and 
distribution of electricity, etc. The finance Act, 1966 reduced the rate of 
surtax to 35 per cent. In view of the fact that the Finance Act, 1966 
provided for a deduction of 8 per cent of the profits derived by a company 
from priority industries in the computation of their total income, the 
provision of 20 per cent rebate of surtax to these industries was deleted. 
The Finance Act, 1968 reduced the rate of surtax to 25 per cent with 
effect from the assessment year 1969-70. The rate of surtax was in- 
creased to 30 per cent on chargeable profits for the corporate sector 
that are in excess of 15 per cent of capital with effect from the assessment 
year 1972-73 (that is, with respect to the fiinancial year 1971-72). 

The income of the non-corporate sector was subject to two taxes, 
income tax and the super taxes,* and neither was allowed as a rebate 
computing the tax liability under the other. In accordance with the 
constitutional provision, agricultural income** is exempt from these 
taxes and this introduces great inequity in the tax systemy. In order to 
simplify tax calculation, the super tax was merged with the income tax 
in 1965 when a new rate schedule was prescribed. The tax rates have 
since been increased and are at present as under (the assessment 
year 1971-72): 


1. Where the total income docs not exceed 
Rs. 5,000 

2. Where the total income exceeds Rs. 5,000 
but does not exceed Rs. 10,000 

3. ^Vhere the toal income exceeds Rs. 10,000 
but does not exceed Rs. 15,000 

4. Where the total income exceeds Rs. 15,000 
but does not exceed Rs. 20,000 

5. Where the total income exceeds Rs. 20,000 
but does not exceed Rs. 25,000 

6. Where the total income exceeds Rs. 25,000 
but does not exceed Rs. 30,000 


Nil 

10 per cent of the amount by 
■which the total income exceeds 
Rs. 5,000. 

Rs. 500 plus 17 jKi cent of the 

amount by which the to^ 

income exceeds Rs. 100,00. 

Rs. 1,350 plus 23 per cent of the 
amount by which the total 

income exceeds Rs. 15,000. 

Rs. 2,500 plus 30 per cent of the 
amount by which the total 

income exceeds Rs. 20,000. 

Rs. 4,000 plus 40 per cent of the 
amount by which the total 

income exceeds Rs. 25,000. 


*The rate structure of both these taxes for all slabs of income has been revised 
upwards several times in recent years. The 1939, the combiiwd maximum rate of bom 
these taxes was 9i annas in the rupee (that is, 59.37 per cent) on slabs of income exceed- 
ing Rs. 5 lakhs. In 1947, the combined maximum rate of both these taxes was rai^d 
to 15i aimas per rupee (that is, 96.875 per cent) on slabs of income e.xceeding Rs. 1.2 
lakhs of unearned incomes and !’s. 1.5 lakhs of earned incomes. 

'**Agri cultural income can be taxed by the States and is subject to a separate t^ id 
several States. The tax rates are relatively less severe. Further, it is a great advantage, 
under a progressive rate schedule, to have income split into two different categories 
subject to two different taxes. 
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JO. 

11 . 

12 . 


Where the total income exceeds Ra. 30,000 * 
but does not exceed Rs. 40,000 


Where the total income exceeds Rs. 40,000 
but does not exceed Rs. 60,000 


Rs. 6,000 plus 50 per cent of the 
amount by which the total 
income exceeds Rs. 30,000. 

Rs. 1 1,000 plus 60 per cent of the 
amount by which the total 
income exceeds Rs. 40 000 


Where the total income exceeds Rs. 60,000 
but does not exceed Rs. 80,000 


Where the total Income exceeds Rs. 80,000 
but does not exceed Rs. 1,00,000 


Where the total income eicceds Rs. 
1,00,000 but does not exceed Rs. 2,00,000 


Where the total income exceeds Rs. 

2 . 00.000 


Rs. 23.000 plus 70 per cent of the 
amount by which the total 
income cscj^ds Rs. 60,000. 

Rs. 37,000 plus 75 per cent of the 
amount by which the total 
income exceeds Rs. 80,000. 

Rs. 32,000 plus 80 per cent of the 
amount by which the total 
income exceeds Rs. 1,00,000. 
Rs. 1,32,000 plus 85 per cent of 
the amount by which the total 
income exceeds Rs. 2,00,000. 


The rates of tax are different for co-operative societies, registered 
firms (that is, those firms which arc rcgislered with the Income Tax 
Pepartment), business carried on by load authorities and companies. 
The income of charitable, rclipous and approved scientific research 
instilvitions is exempt from tax. From 1961 the income of approved 
sports associations that satisfy certain specified conditions is also exempt 
from tax. 

In addition to the above rates of tax, there is a central surcharge of' 
JO per cent of the total tax. The rale of the surcharge was increased to 
15 pet cent of the tax with effect from the assessment year 1912-73 in 
the case of income exceeding Rs. 15,000. 

The present income tax exemption limit is Rs. 5,000 (assessment year 
1971-72) for individuals and r!s. 7,000 for Hindu undivided families. 
Earlier, the exemption limit was Rs. 2.000, but it was redued to Rs. 
1,000 b>’ emergency budget of September 1931. The budget for 1936-37 
again raised the limit to Rs. 2,000. Howewr, the exemption hmit was 
again reduced to Rs. 1,500 in the budget for 1942-43. The exemption 
limit was raised to Rs. 2,000 in the budget for 1944-45 and to Rs. 2,500 
by the Finance Act of 1947. In J945-49 the exemption limit uas further 
raised to Rs. 3,000. The Finance Act of 1950 raised the exemption limit 
to Rs. 3,600 for individuals and to Rs. 7,200 for Hindu undivided familis. 
These limits were raised to Rs. 4,200 and Rs. 8,400 inthc budget for 
1963-64. However, ia 1957, these limits were reduced to Rs. 3,000 and 
Rs. 6,000 respectively. In 1966, to give relief to low income groups, 
the limits were increased to Rs. 3,500 and Rs. 6,500 respectively. 
Subsequently, the Finance Minister announced on April 29, 1966 to 
further increase these limits to Rs. 4,000 and Rs, t.OOO respectively. 
The exemption limit for individuals was raised to Rs. 5,000 with effect 
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from the assessment year 1971-72 (that is, for incomes earned during the 
financial year 1970-71). 

The rates of income tax are not laid down in the IncomeTax Act. 
They are prescribed every year by the Annual Finance Act. The result 
is, there are too frequent changes in the rates of tax. 

There are certain incentives in the income tax scheme. Since 1948, 
donations made to approved charitable institutions are allowed a rebate 
of tax. At present, the maximum qualifying amount is 10 per cent of 
income or Rs. 2 lakhs, whichever is less. Corporate and non-corporate 
donors are allowed to deduct 50 per cent and 55 per cent respectively 
as the qualifying amount of the donations from their total income. After 
the Second World War, concessions were granted to provide incentives 
for investment. In 1946, the Finance Member introduced the grant of 
special initial depreciation allowances. These were replaced in 1955 
by a development rebate, whereby a part of the cost of new plant and 
machinery is allowed as a deduction from income, without a corres- 
ponding reduction in its written down value for purposes of the depre- 
ciation allowance. The Finance Minister gave notice in May 1971 that 
the development rebate will not be allowed on new skips purchased or 
plants and machinery installed after May 31, 1974. He expected this 
advance notice to accelerate the rate of investment in the remaining years 
of the Fourth Plan. 

In the case of priority industries (numbering 29, curtailed to 23, with 
effect from the assessment year 1972-73), 8 per cent (reduced to 5 per 
cent with effect from the assessment year 1 973-72) of the profits are 
exempt from tax. As an incentive to savings and investment, paymnet 
of Life Insurance premiums and contributions to recognized Provident 
Fimds and to Post-Office 10 and 15 years Cumulative Deposit Scheme 
are entitled to rebate of tax. However, only individuals are entitled to 
rebate on these postal deposits and not Hindu undivided families. The 
monetary limit for such qualified savings is 30 per cent of income subject 
to a maximum of Rs. 30,000 for Hindu undivided famifies and Rs. 15,000 
in the case of individuals. With effect from the assessment year 1972- 
73, the quaUfying limit for individuals was increased to Rs. 20,000. At 
present, 60 per cent of the first Rs. 5,000 of the qualifying.savings plus 
50 per cent of the balance is deducted from taxable income of the assessee. 
From the assessment year 1972-73, the whole of Rs. 1,000 of the qualify- 
ing saving plus 50 per cent of the next Rs. 4,000 plus 40 per cent of the- 
remainder would be deducted from taxable income. Individuals and 
Hindu undivided families are also allowed to deduct upto Rs. 3,000 
from their taxable income provided the income is from investments in 
Government securities, shares in Indian companies, um’ts in the Unit 
Trust of India, deposits with banking companies, etc. Salaried persons 
are also allowed to deduct expenses of travelling to their place of work. 
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The deduction is Rs. 200 per month for those maintaing a car, Rs. 60 
per month for those maintaining a motor-cj'cle and scooter and Rs. 35* 
per month for others. 

All newly established undertakings enjoy a lax holiday for five years 
following the year in which they begin production, subject to a Imiit of 
6 per cent of the capital emplojxd. Dividends declared out of such 
profits arc exempt from tax in the hands of share-holders whether indi- 
viduals or companies. There is a rebate of tax on the excess of produc- 
tion over the past year, so also on exports. Foreign technicians, whose 
contract of service has been approved by the Government of India 
before the commencement of their service in India, enjoy tax concessions. 
To encourage scientific research in the country, expenditure incurred on 
it is deductable from taxable income. There are incentives for shifting 
industries from thickly populated areas. To encourage construction of 
new buildings, a deduction of Rs. 1 ,200 or the annual value of the build- 
ing, whichever is less,is deducted from income for a period of three 
consecutive years from the completion of the building. There are en- 
hanced depreciation allowances to encourage emplojcrs to construct 
housing accommodation for the benefit of their low paid employees. 
From 1964, the income derived from the business of livestock bre^ng 
or dairy farming, is exempt from tax for three >ears. There are tax 
concessions to new industrial undertakings mainly employing displaced 
persons from Pakistan and repatriates from Burma, Sri Lanka, Mozam- 
bique Of any other foreign country notified by the Govemment of India. 
There are tax concessions also for cncoura&ng tourism in the country. 

Customs revenue has lost its predominant position. In 1938-39, it 
was the most important source of revenue, yielding Rs. 38.91 crorcs and 
forming 53.7 per cent of the total lax revenue collected by the Gosern- 
ment of India. Most of the duties arc ad \alorem, so that the ^e^eaue 
fluctuates with price changes and changes in the value of imports. Since 
the Second World War, the rates of import duty have been frequently 
revised upwards to yield larger revenue. When new excise duties are 
imposed on indigenous commodities, equivalent import duties are levied 
on similar imported products so that the indigenous producer is not 
adversely affected. Similarly, every increase in excise duties is accom- 
panied by a corresponding increase in countervailing import duties. 
Following dei’alualion of the rupee in September 1949 and again after the 
•Korean War, the Government of India isolated the internal prices from 
the export markets by imposing new export duties and increasing the 
existing ones**,. Accordingly, the revenue from export duties shot up to 


■ *increas^ to Rs. Rs, 50 respectively wiUi effect from the assessment jear 

1972-73. 

•♦A similar 'policy was followed after the devaluaUon of the rupee m June 19« 
and the revenue from export duties shot up to Rs. 130.42 crores m 1967-68. 
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Rs. 90.74 crores in 1951-52. The heavy decline in the revenue thereafter 
reflects the gradual disappearance of the gap between the external and 
internal prices of our important exports. Owing to the abolition of 
most of the export duties, the yield from them was Rs. 2.14 crores in 
1965-66, which shows that they are not a dependable source of revenue. 

The history of protective tariffs begins with the adoption of the policy 
of discriminating protection in 1923. Their relative contribution to the 
revenue from import duties fell from 41 per cent in 1926-27 to 15 per cent 
in 1936-37 and to 0.54 per cent in 1971-72 (Budget). The contribution 
of customs revenue to the total tax revenue collected by the Government 
of India has declined to 15.5 per cent in 1971-72 (Budget), which is a 
reflection of the grovth and diversification of the industrial structure of 
the country and its balance of payments difficulties, which have necessi- 
tated a tight import control. In recent years, import duties have been 
used to encourage import substitution and to mop up excessive profits of 
importers. As the industrial development of the countrj' progresses, 
they are likely to be relatively unimportant source of revenue. In the 
U.S.A., customs revenue formed 53 per cent of the federal tax revenue 
during 1901-10. This percentage has now declined to 1. 

Union excise duties levied at the manufacturing or production stage, 
have now become the mainstay of federal revenues. Their groMh also 
reflects that the countr>'’s industrial structure has grown impressively. 
They have developed during the last two decades. Due to pressure 
from Lancashire an excise duty on cotton yam was imposed in 1894. 
It was changed into an excise on mill-made cloth in 1896 and was 
abolished in 1926. Of the present excises, the earliest on motor spirit 
was imposed in 1917 and on kerosene in 1922. In 1934, new excise 
duties were imposed on sugar, matches and steel ingots. A few new 
excises were levied during the Second World War. Their coverage has 
been extended since independence. The rates of duty have also been 
increased several times. These duties yielded Rs. 8.66 crores in 1938- 
39, foiming 11.5 per cent of the total tax revenue collected by the Govern- 
ment of India. This percentage increased to 46.5 in 1960-61 and to 60.4 
in 1971-72 (Budget). They are now imposed on more than hundred 
commodities. The recommendations of the Excise Reorganization 
Committee (1960-63) have helped to simplify the structure and adminis- 
tration of the Union excise duties. 

To check evasion and to simplify the tax procedure, the State Govern- 
ments agreed in 1957 to withdraw sales tax on mill-made textiles (cotton, 
rayon, artificial silk and woolen fabrics), sugar and tobacco (including 
manufactured tobacco) and in lieu of the sales tax the Government of 
India levied additional duties of excise on these commodities. Their net 
proceeds are distributed among the States. In view of the success of 
this . measure, the trade has persistently demanded extension of the 
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scheme. The Union Government Iik also lent its influence to this demand. 
The State Governments have tefused to proceed further in this direction 
as they fear loss of fiscal independence. However, they agreed to include 
silk fabrics in the scheme in 1961-62. The yield from the additional 
excise duties has increased from Rs. 33.60 ciores m 1960-61 to Rs. 78.81 
in 1971-72 (Budget). 

The sales tax was first levied in 1939 in Tamil Nadu. It is now levied in 
all the States and is the most elastic and productive source of State 
taxation, yielding 50.2 per cent of the tax revenue collected by them in 
1971-72 (Budget). It is, strictly speaking, not a general sales tax as 
some commodities are exempt from lax and some arc taxed at higher 
rates. In several States, foodgrains are not taxed, while luxury articles 
are taxed at about 10 to 16 per cent. The structure of the tax, as also its 
rates, vary from State to State. Some States levy a single point tax, 
generally at 5 to 7 per cent, while others levy a multiple point tax at 0.5 
to 3 per Cent. Motor spirit is taxed separately in all the States*. The 
Central Provinces was the first Stale to tax in 1938. West Bengal levies 
a purchase tax on raw jute, while Andhra Pradesh, Bihar, Maharashtra, 
Karnataka and Uttar Pradesh levy a cess on sugar-cane purchased by 
sugar mills. These taxes are levied on purchases as they are organized 
and are few in number. 

Articles 286 of the Constitution imposed certain restrictions on the 
powers of the States to levy sales or purchase tax. These restrictions 
relate to sales or purchases made outade the State or in the course of 
import of the goods into, or export of ibc goods out of, the Indian Union. 
The former is intended to ensure freedom of inter-State trade and to 
prevent a State from taxing consumers in other States. The latter 
safeguards the power of the Union Government to tax imports and 
exports. The Article also prevents the States from levying a sales or 
purchase tax on any article declared by Parliament to be essential for the 
life of the community, unless such legislation received tlic assent of the 
President. The interpretation of Article 286 by the Supreme Court led 
to several difficulties. Accordingly, the Constitution was amended in 
1956. As a result of the amendment, the Union Gos-emment acquired 
legislative powers to levy taxes on the sale or purchase of goods, where 
such a transaction takes place in the course of inter-State trade. Parlia- 
ment was also given powers to formulate principles to determine when a 
sale or purchase takes place outside a Slate or in the course of impoit or 
export. Parliament also acquired authority to impose restrictions on 
the powers of the States to levy taxes on the sale or purchase of goods 
declared by it to be of special importance in intcf-Stale trade or com- 


• Except Rajisihan. v.herc the scfcclixe sale* ux on motor spirit was mergedwUh 

the gener^ sales tax in Match 1969. 
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merce. Following the Constitutional amendment, Parliament passed 
the Central Sales Tax Act (1957)* It imposed a tax of 1 per cent (in- 
creased to 2 per cent with effect from April 1, 1963 and 3 per cent with 
effect from July I, 1966) on inter-State sales to registered dealers. 

In the case of sales to unre^stercd dealers or consumers in other States 
the rate of tax, on goods not on special importance in inter-State trade, is 
7 per cent* or the rate on which the sale or purchase of such goods is 
taxed inside the exporting State, wliichever is higher of the two. The 
Act declares some essential raw materials as goods of special impor- 
tance for inter-State trade and commerce and imposes some restrictions 
on the powers of the States to levy taxes on the sale or purchase of such 
goods. Under the Act, the Government of the exporting States are 
authorized to assess and collect the tax. The tax proceeds are also 
retained by them and are included imder general sales tax revenue**. 

The assessment of the Central Sales tax is done by the same State 
officials who assess the general sales tax. 

Land revenue has lost its earlier importance and now yields only 
6.3 per cent of the tax revenue collected by the States. This is chiefly 
due to the abolition of intermediaries in land.The yield has also in- 
creased due to the impositon of betterment levies and surcharges in 
several States. There is need to reform the structure of the tax. At 
present, it is levied on agricultural land at a flat rate on its net produce 
without any exemption limit. The levy varies with grades of land, as 
it is related to net produce. It has been a very inelastic source of revenue. 
Its percentage contribution to the total tax revenue of the Central and 
State Governments was 7.9 in 1950-51 and 2.0 in 1971-72 (Budget) as 
against 38.6 in 1900-01. Since the Second World War, the price of 
agricultural produce has greatly increased, but there has been haidly 
any increase in the land revenue assessment. The assessment is revised 
after a resettlement which involves a detailed survey of agricultural land 
and imposes heavy additional work on the district administration. 
Resettlement has not been possible in most States due to the pressure 
during Second World War and the growth of the development 
programme thereafter. Most of the new taxes are also borne by the 
non-agricultural sector. The agricultural sector has, therefore, greatly 
improved its relative position. Studies made about the incidence of 
taxation by the Taxation Enquiry Corhmission for 1953-54 and the 
Department of Economic Affairs, Ministry of Finance, for 1958-59 and 
1963-64 show that the burden of taxation is relatively less, for all levels 
of income, on the rural sector of the economy. On the other hand, most 
•of the developmnt expenditure under the Plan is rural/agricultural 

*Increased to 10 per cent with effect from April 1, 1963. 

**1116 revenue from the Central Sales Tax was Rs. 150.04 crores in 1971-72 (Budget). 
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oriented. Thus public finance rcsafts in inequity between the agricultural 
and the non-agricultural sectors. 

Prohibition has resulted in ihe loss of an annual revenue of about 
Rs. 100 crores from State excise duties. Complete prohibition has not 
been enforced in all the States due to revenue and administrative con- 
wderations. Some States introduced complete prohibition, some others 
introduced it in selected towns and areas, while some others have not 
introduced it in any area. Even non-prohibition States have schemes 
of reducing the consumption of liquoi and intoxicating drugs. The 
free sale of opium, is, however, prohibited in all the States State excise 
duties are levied on the production and sale of alcoholic drugs and 
intoxicating drugs. The rates of excise duties on these commodities 
vary fiom State to State. The drinV habit is generally confined to indus- 
trial workers and members of some backward communities. The inci- 
dence of tax, therefore, falls mostly on the poorer classes and prohibition 
can be viewed as a fiscal reform. These excise duties have always been 
levied for regulating the consumption of liquor and the aim has been 
to raise maximum revenue while trying to maintain consumption at as 
low a level as possible. These duties yielded a revenue of Rs. 208.59 
crores in 1971-72 (Budget) as against Rs. 47 crores in 1950-51. Prohi- 
bition has greatly increased smuggling and illicit distillation*. 

Stamp duty includes the revenue from court fees and probate duties on 
letters of administration and succeession certificates. It also includes 
the revenue from non-judicial stamps affixed on instruments relating to 
transfer of property or other commercial transactions. The rate of duty 
varies from State to State except in Ihe case of documents where the rates 
are fixed by the Union Government. In Ihe case of some documents, 
the duty is ad \a!orm. while on others it is, a fixed sum. It is difficult 
to determine Ihe incidence of stamp duty as also of court fees Their 
rates have been increased frequently to raise more revenue. The regis- 
tration revenue consists of fees levied on the registration of documents, 
a permanent record of which is mainlained by the Go\-emment. These 
fees are different in different States. 

Motor vehicles taxes are levied in all the states for registration and 
transfer of ownership of motor vehicles and for issuing licences for driv- 
ing such vehicles. These taxes ^cic originally levied for regulatory 
purposes, but are now a source of revenue. The revenue from them has 
increased almost thirteen times since 1950-51, The Motor Vehicle 
Taxation Enquiry Committee (1950) recommended tlut, ‘‘a licence 
granted in one State should be valid, if an endorsement to travel in another 
State is granted, without the payment of further taxes.” Most States 


• Madras (Tamil Nadu), which was the first Slate lo enforce prohibition, 
repciued the dry law- with effect from August 30, 1971. Some other States ha'-e also 
partully rctra*^ their steps. 
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levy fees or taxes on the entry of passenger and transport buses regis- 
tered in other States. This creates a barrier to inter-State transport as 
buses are discouraged to play on inter-State routes. 

Electricity duties are recovered from electric supply companies, who 
collect them from their consumers. Usually industrial consumers are 
taxed at a lower rate. The tax does not liit the poor people, who usually 
use kerosene for lighting their houses. Bombay was the first State to 
levy the tax in 1932. It is now levied in all the States except Assam and 
Jammu and Kashmir. The entertainment tax is levied in all the States 
on the value of tickets to places of entertainment. Entertainments of a 
wholly educational character or for the advancement of agriculture, 
industry or pubhc health are generally exempt from tax. The tax is also 
not levied if the entire proceeds are earmarked for charitable or philan- 
thropic purposes. 

The urban immovable property tax is levied in Gujarat, Haryana, 
Jammu and Kashmir, Kerala, Madhya Pradesh, Maharashtra, 
Karnataka, Punjab, Tamil Nadu and West Bengal, 

Xn. Public Debt Policies and Programme 

The origin of the public debt in India dates from the French wars in 
the South during the second half of the 18th century. The East India 
Company continuously financed its increasing military expenditure by 
borrowing. It raised loans for its commercial activities also. This 
debt was not kept separate since the Company regarded its Indian con- 
quests as an income-yielding estate. Even after the separation of the 
Company’s commercial and territorial accounts in 1819 certain items of 
expenditure definitely relating to the former were debited to the latter. 
Accordingly, the Company’s debt increased to Rs. 63'6 crores. This 
debt, which was incurred to finance the commercial activities of the 
Company or to aimex the territories of India and was thus part of the 
cost of acquiring the Empire, was treated as India’s public debt when the 
Empire was acquired by the Crown. In addition, £12 million paid to 
the proprietors of the East India Company stock was also added ot it. 
Most of the Company’s debt was raised in India — only about 5 per cent 
of it was sterling debt. Originally, even the India debt was owned by 
the British, but by the end of the Company’s rule about a third of it was 
held by Indians. 

The Company hardly borrow'ed for productive purposes. In 1867-68 
the Government of India began to raise loans for irrigation works and 
in 1870 this policy was extended for constructing railways by the Govern- 
ment itself. The Government of India also financed capital expendi- 
ture out of current revenues or budgetary surpluses and from the annual 
provision for famine insurance. The result was that the net excess of 
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debt over productive assets had declined to Rs. 33 crores by the end of 
March 1902 and to Rs. 3 crores by March 31, 1916. Thereafter, the 
unproductive debt increased on account of deficits on revenue account 
due to increased military expenditure* and India's war contribution of 
£100 million. 

So far only the Central Government had a right to raise market loans. 
Under the Government of India Act (1919), tl^ Provincial Governments 
were allowed to raise loans on the security of their revenues subject to 
the sanction of the Governor-General in Council in the case of rupee 
loans and of the Secretary of State for India in the case of foreign loans. 
They could, however, borrow only for “any work or permanent asset 
of a material character in connection with a project of lasting public 
utility” prorided the expenditure was too large to be met from 
current revenue. Loans could also be raised for famine relief and 
the Provincial Loan Account subject to certain conditions. Till the 
inauguration of Provincial Autonomy, Bombay, Uttar Pradesh and 
the Punjab took advantage of these powers to raise rupee loans. The 
Government of India Act (1935), authoiized the provinces to raise 
foreign loans with the consent of the Central Government. Such 
consent was also necessary for internal loans in case a province owed 
any debt to the Government of India or in respect of which >t had given 
a guarantee. The provincial balances were decentralized, though a part 
of them were adjusted against the loans outstanding to the Government 
of India. After cancelling, wholly or partly, the debt of some of the 
provinces, as special financial assistance to them the balance was 
repayable in semi-annual equated payments of interest and principal 
in 45 years. In future, the provinces wcjc to meet their short-term 
requirements from the Reserve Bank of India or through the issue of 
Treasury Bills — a form of borrowing commenced by them in 1938-39. 

Under the Indian Constitution, the Slates are prohibited from borrow- 
ing abroad in order to give complete control of foreign affairs to the 
Union Government. A State can borrow within India upon the security 
of its Consolidated Fund. However, it has to obtain the consent of the 
Government of India if it owes a debt to it or for which it has given 
guarantee. The Reserve Bank of India manages the debt operations of 
the Union and State Governments and co-ordinates their borrowing 
programmes. All the States are indebted to the Um'on Government 
and have, therefore, to obtain its consent to raise market loans. This 
consent may be given subject to such conditions as the Union Govern- 
ment may deem fit to impose. This prorision helps in fixing the timing 
and volume of State loans and avoids competition. 


*Dur.og the First World War, India had to meet an expeniture of about Rs. 87.5 
err n for Imperiat purposes. 
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Throughout the British regime, the Government followed a conserva- 
tive public debt policy. It never borrowed to finance non-revenue yield- 
ing social and development expenditure. Even productive capital 
expenditure was at times financed out of current revenue so that at the 
end of 1938-39 against interest bearing obligations of Rs. 1,205.76 crores 
the Government of India held interest yielding assets of Rs. 946.38 crores, 
and 30.30 crores in cash and securities on Treasury account, so that the 
uncovered part was Rs. 229.08 crores. Even this was due to the heavy 
expenditure thrust on India by Imperialist wars and the war contribution 
of £ 100 miifion. For the first time, a sinking fund was estabh'shed for 
the 5 per cent War Loan of 1917. In December 1924, at the initiative 
of the Finance Member, Sir Basil Blackett, the Central Assembly accepted 
a definite scheme of sinking fund. Since then, an annual provision is 
made in the revenue budget for ‘reduction or avoidance of debt’. Since 
1945-46 this provision has been Rs. 5 crores. This annual provision 
was discontinued from 1970-71 in consultation w'ith the Comptroller 
and Auditor-General. 

The Government of India financed the Second World War mainly 
on a 3 per cent basis, although in pursuance of the cheap money policy 
it progressively improved the terms of borrowing through a reduction 
in the rate of interest or an increase in the period of maturity or a rise 
in the issue price of loans. Its public debt policy failed to raise adequate 
funds to meet its own requirements as also the Allied expenditure, in- 
cluding recoverable W’ar expenditure*, incurred in India. The rupee 
obligations of the Government of India increased from Rs. 736.64 crores 
on March 31, 1939 to Rs. 2,245.10 crores on March 31, 1946.** During 
the same period, its budgetary deficits were Rs. 604.88 crores and capital 
outlay, outside the revenue account, Rs. 294.36 crores. Since its rupee 
incomings rvere far in excess of its own requirements, its cash balance 
increased from Rs. 13.14 crores to Rs. 529.53 crores. In spite of this, 
inflationary conditions developed in the country. The Reserve Bank of 
India provided rupees against sterling to finance Allied expenditure in 
India and this became a source of weakness to the rupee. The issue of 
currency depended on the rupee requirements of the Allied Governments. 
It resulted in an accumulation of blocked sterling balances and an in- 
crease in currencj' circulation that led to a fall in the international pur- 
chasing pow'er of the rupee. This amounted to a compulsory loan to 
the British Government. During the W'ar, this arrangement was anti- 
infiationarj' for the British economy. Further, while the Govenunent 


*During the period 1939-40 to 1946-47. the total recoverable war expenditure was 
Rs. 1,791.35 crores. 

■**During the same period, the intrest bearing oblieations in England declined from 
Rs. 469.12 to Rs. 63.38 crores. 
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of lolda borrowed at about 3 per cent, the sterling balances earned a 
meager ^ per cent or so as they were invested in the U.K. Treasury 
Bills. This was an additional burden imposed on India. However, the 
Government of India repatriated its sterling debt and made advance 
payments for its sterling liabilities on account of railway annuities, 
pensions, provident funds, etc. The Government paid an average of 
3.36 per cent on its sterling debt, whereas the sterling balances, used to 
repatriate this debt, earned much less. 

Since independence, there has been no cimnge in the importance of 
rising internal loans. The Government is committed to a large 
development programme and its success in raising loans reduces 
dependence on deficit financing. It has also tried to raise large loans 
from I.B.R.D. (International Bank for Reconstruction and Deve- 
lopment, also known as the World Bank) and friendly foreign countries 
to finance the foreign e^ichangc component of the development pro- 
gramme. The response to the Government’s internal borrowing 
programme has, however, been poor. There was a net outgo on 
permanent debt account, the outstanding rupee loans having declined 
in March 1956 as compared to March. 1948. The response has since 
been better. During the fi%e years ending March 1963, net realiza- 
tions from rupee loans were Rs. 859.39 crores and from unfunded debt, 
which includes provident fund receipts and Postal deposits, Rs. 961.98 
crores. During the five years ending 1971-72 (Budget^ the net increase 
in the permanent rupee debit of the Government of India was Rs. 994.58, 
in the floating debt (including Treasury Bills) was Rs. 817.48 crores, in 
the unfunded debt (including small savings schemes Rs. 682.36 crores) 
Rs. 1,125.21 crores and in the reserve funds and deposits Rs. 550.45 
crores. Owing to the insuflicicncy of loans finance, the Government 
of India had large defidts in its capital budget. Consequently, despite 
Suipluses on revenue accoimt there have been overall deficits. Hiese 
have been financed through the sale of Treasury Bills to the Reserve 
Bank of India, resulting in expansion of currency and rise in prices. 
Since independence, the terms of borrowing have progressively been 
against the Govcriunent, which allowed the dried up springs of loanable 
funds to revive and did not increase the rate of interest beyond 3 per 
Cent till 1953, though better terms were ofiered. The efleefive rate of 
Interest, however, increased due to a fall in the price of Government 
loans. For instance, the market price of 3 per cent Rupee Paper fell 
from Rs. 97.88 in March 1948 to Rs. 92.69 in October 1951, yielding a 
return of 3.24 per cent. The Govcinment of India had to ofler 3j per 
cent interest on National Plan Bonds, 1961 issued at Rs. 98.25 in June 
1953. The terms of borrowing have ance become more adverse. In 
November 1962, a medium-dated loan repayable in 1972 was ofTcred at 
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4| per cent, while a long-dated loan repayable in 1985 was isued in July 
1962 at 4| per cent. The Government also increased the rate of interest 
on Post-OfFce Savings Bank deposits to 3 per cent in August 1962. The 
rates of return on other forms of Postal deposits were also increased. 
The rate of interest was further increased when in July 1964 the Govern- 
ment of India issued a 25 year loan at 5h per cent. With effect from 
April 1, 1965 the interest on Post-OfSce Savings Bank deposits was 
increased to 4 per cent. Similar increases were aflected on other forms 
of Postal deposits also. The rate of interest on fresh loans was further 
increased in 1971, when in June 1971, and October 1971 the Govern- 
ment of India issued the short-dated loan 1978 at 4.75 per cent, the 
medium-dated loan 1986 at 5.25 per cent and the long-dated loan 
2001 at 5.75 per cent (all at par) 

The rupee and foreign debt liabilities of the Government of India have 
increased rapidly since independence and this in turn has increased the 
the Government’s interest bill. In this connection, it is relevant to 
examine the maturity pattern of the Government of India loans. Of the 
total rupee loans* 40.8 per cent mature within 5 years and another 
14.6 per cent within a further period of 5 j'ears. Only 38.3 per cent 
mature after 10 years and the remaining 6.3 per cent are undated loans. 
Most of the debt liabilities are covered by assets. The development 
grants to the States have also resulted in material assets. The Govern- 
ment owns museums, research laboratories, buildings and other pro- 
perties as well. 

- The States are increasingly dependent on the Centre even for loan 
finance. Their debt has increased rapidly, though most of it is covered 
by remunerative capital assets. 

Xni. Financial Organization and Controls 

The Government of India did not have a separate finance department 
till 1843. The post of a Financial Member of the Governor-Generals 
Council was created in 1859. The origin of the budget system dates 
from February 19, 1860 when the first Finance Member, Sir James 
Wilson, presented his budget to the Legislative Council. The IndiM 
Councils Act of 1892 granted to the Legislative Council the right to dis- 
cuss the budget. From 1871-72, the provinces had separate budgets, 
which W’ere appended to the Central budget. They were entirely separat- 
ed under the Reforms of 1919 and from 1921-22 provincial transactions 
were not included in the Central budget. Popular control, except on 
expenditure charged on the revenue, was extended under Provincial 
Autonomy in 1937, v/hen the Provincial Goyernments became res- 


*As at the end of March 1970. 
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ponsible to their legislatures. The Governor could restore any cut, 
if in his considered opinion, was essential for the discharge of his special 
responsibilities. At the Centre, the expenditure on defence, external 
and ecclesiastical affairs, tribal areas, etc. was non-votable and the 
Governor-General had pov.'ers to restore any cut, if necessary, for the 
discharge of his special responsibilities, which were much wider thnn 
those of the Governors. Since the abolition of the Company’s rule in 
1858, the Governor-General was under the overall control of the Secre- 
tary of State for India, who was responsible to the British Parliament. 

Under the Constitution, adopted in 1950, an ‘annual financial state- 
ment’ or the budget has* to be placed before both Houses of Parliament. 
It has to distinguish transactions relating to the Consolidated Fund 
from those relating to the Public Account. All revenues, loans etc., 
received by the Government are credited to the Consolidated Fund, 
while the Public Account contains transactions of a banking nature and 
withdrawals therefrom do not require the sanction of Parliament. The 
statement has also to distinguish expenditure on revenue account from 
capital expenditure and so, in fact, tlmre is provision for a capital 
budget distinct from the revenue budget. No money can be withdrawn 
from the Consolidated Fund except on the sanction of Parliament. 
However, the following expenditure is charged on the Consolidated 
Fund; (a) servicing of the public debt, (b) salaries and allowances of 
the President and the expenditure of his office, (c) salaries and allow- 
ances of the Speaker and Deputy Speaker of the Lok Sabha (the Lower 
House) and of the Chairman and Deputy Chairman of the Rajya Sabha 
(the Upper House), (d) salaries etc., of the Judges of the Supreme Court 
and the Comptroller and Auditor-General and the expenses of his office, 
(c) privy purses** of the former Princely Rulers, etc. There are similar 
provisions in the Constitution with respect to the States. 

The Constitution provides that no tax can be ‘levied or collected except 
by authority of law’. A money bill can only be introduced in the Lower 
House on the recommendation of the President or the Governor as the 
case may be. This makes the Ministry solely responsible for taxation 
and expenditure. The legislature cannot force it to spend more though 
it can reduce or r^ect a demand for grant. The budget speech of the 
Finance Minister contains all the new financial proposab of the Ministry 
and evokes great public interest, as they svill certainly be enacted by the 
legislature, unless the Ministry agrees to modify them. This is possible 
as the Ministry enjoys the support of the legislature, otherwise a new 


•The Central budget is presented on tbelastday otFebriiary. "^ Railway ^dgei 

IS presented separately before Ibe general budget, which incorporates these figures 
in lumpsum. 

**The Gosemment of India has since abolished the privy purses and prisilcges of 
the former Princely Rulers. 
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Ministry will be formed. Yet the control of the legislature is supreme 
as nothing can be raised or spent e.xcept through its sanction. For 
unforseen emergencies, there is a Contingency Fund from which the 
Government can incur c.xpenditure pending sanction of the legislature. 
The Contingency Fund is recouped through supplementary demands for 
grants. Thus the Mim'stry luis not to run to the legislature every time 
it has to incur expenditure not provided in the original estimates. The 
device of supplementary grants may. however, encourage careless budget- 
ing. The estimates of expenditure arc presented to the Lower House in 
the form of Demands for Grants, except for such expenditure as is 
‘charged’ on the Consolidated Fund. After the demands have been 
voted, the money required to meet them as also for ‘charged’ expenditure 
is withdrawn on the authority of an Appropriation Act passed annually 
by the legislature. As this takes time, the legislature appropriates, at the 
beginning of each financial year, some funds for the interim period 
tlmough a ‘Vote on Account*. A separate Finance Act is passed in- 
corporating the tax proposals of the budget. The Go^'ernmcnt has 
authority to meet excess e.xpediture under one sub-head of a demand 
from savings under another sub-head, provided it is within the total 
demand except that savings in ‘charged’ c.xpenditure cannot be utilized 
for excess expenditure under ‘voted’ heads. 

To ensure that the wishes of the legislature are carried out, there is 
provision for independent audit. The terms of appointment of the 
Comptroller and Auditor-General, who is appointed by the President, 
cannot be varied during his tenure. His emoluments and the e.xpenses 
of his office are charges on the Consolidted Fund. After he ceases to 
hold office, he is ineligible to liold any paid office under the Union or 
State Governments. Thus, Iiis independence is complete and he has to 
seek no favour from the Government. Audit is a federal responsibihty 
and this ensures uniformity in the maintenance of accounts in accordance 
with the standard classification laid down in the All India List of Major 
and Minor Heads of Accouiit, published by the Comptroller and Auditor- 
General. The Government accounts represent the actual cash receipt 
and disbursements during the financial year ending March 31, when 
any unspent grants lapse and fresh sanction is necessary. Before 1867, 
the financial 3 'ear ended on April 30, so that the accounts for 1 866-6 
relate to 11 months only. Prior to financial integration the Princely 
States had different financial j'ears. Their accounting classifications 
were also different. 

The Union and State legislatures have two committees, compose o 
their members, who act as watch-dogs over the financial transactions o 
the executive. The Public Accounts Committee conduct a 
examination of the accounts, after they have been audited to 
that the wishes of the legislature have been carried out. It a so e 



PUBLIC FINANCE 


967 


frauds or irregularities, malpractices and misappropriations. The 
Estimates Committee scrutinizes demands to recommend economies in 
carrying out policies approscd by the legislature. It usually studies 
thoroughly the working of a few Ministries each )ear and goes into 
considerable details to scrutinize expenditure. Both the Committees 
make searching enquiries and haw been doing very useful work. 

The British in India followed an orthodox budgetary policy. During 
the depression of the tliirtics, the Government increased taxes and 
drastically reduced expenditure to achieve budgetary balance. A wel- 
come change was noticeable during the Second World War, Today, 
the budget is an important policy instrument and fiscal policy is a tool 
for achieving the social and economic objectives of the nation. The 
annual budget is accordingly framed in the light of the existing situation, 
which is reviewed in the budget speech of the Union Finance Minister. 
T/ie Economic Sitri'ey, circulated to Parliament shortly before the Union 
budget, reviews the economic situation In greater detail. The State 
Governments also frame their budgets in the light of the prevailing 
circumstances and the objectives to be achieved. Uniformity in fiscal 
policy is achieved through the National Development Council, consist- 
ing of the Chief Ministers of all the States and presided over by the 
Prime Minister of India. There arc also conferences of Union and 
State Finance Ministers. The Planning Commission and the Five Year 
Plans also help to bring about uniformity in policy. Finally, the in- 
creasing dependence of the States on the flow of funds from the Union 
Government ensures a co-ordinated fiscal policy. 
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I. The Role of External Resources 

No economy is self-sufficient. Every countrj' needs to import certain 
things from outside and it has to export in order to pay for them if it 
has no aid or accumulated balances abroad. Imports and exports, 
in their widest sense, include not only merchandise but also services, 
the so-called “invisible” items in internal trade, such as, transportation, 
banking and insurance facilities, as well as technology and know-how. 
Rarely does it happen that all that a coimtry is currently importing is 
exartly balanced bj' what the country is exporting. In any given period 
of time, there is either a surplus on current account in a country’s inter- 
national pajonents, or a deficit. Whenever a country has a deficit, it 
needs external resources with which to cover it. 

Most countries maintain a certain resers'e, usually in the shape of 
gold or internationally acceptable foreign currencies, out of which tem- 
porary deficits are met and to which temporary surpluses are credited. 
Such reser\’es, by their ■\'eiy' nature, can only help to tide over short- 
term fluctuations in trade, but are no answer to a situation in which a 
country' sufiers a chronic deficit year after year in its external trade. 
Such a country must either be able to borrow abroad, or it must take 
steps to curtail the excess of its imports over exports. 

The need to borrow abroad or to obtain external resources can thus 
be said to arise when a country’s exports are not sufficient to pay for its 
imports over the years. One must, however, go a little deeper and ask 
in what conditions such a situation can develop and those in which 
reliance on loans or capital from outside can be said to be justified. A 
country' can well get into a chronically deficit position in its international 
trading by being extravagant in the sense that it consumes more than it 
produces, or by indulging in large unproductive e.xpenditure on arma- 
ments. To rely' on borrowing abroad in such contingencies is only' to 
postpone the evil day. S ooner or later, the debts have to be repaid and 
if the economy has not gathered any strength, if it is not developing new 
lines of export, or industries, which will reduce its requirements of 
imports, then, in the end, it would be the worse off for the loans it has 
incurred. On the other hand, if the deficit in current trade is a reflection 
of increased investment in productive enterprises, investment which 
cannot be matched for the time being by' domestic savings, then the 
country may' well find it to its long-term advantage to borrow abroad 
■with the confidence that as its economy develops, it can not only repay 
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what it has borrowed, but has secured for itself a higher level of national 
income in the process. Thus the rictest nations today — countries 
like the United States — have, in the past, relied heavily on external 
resources, the inflow of capital from abroad, during the decades when 
they were developing rapidly and thdr own internal resources, their 
domestic capital formation, were inadequate. 

One of the most important problems, both politically and economically, 
before the world today is that a large number of countries, which have 
after centuries of foreign domination emerged as independent nations, 
cannot afford anything but an intolerably low standard of living out of 
their own resources and need external help in order to develop. Perhaps, 
the most important single factor limiting development in these coun- 
tries is the shortage of capital. When per capita incomes are low, only 
a small proportion of the national income can be saved and, therefore, 
a rate of investment sufficient to secure a satisfactory growth rate 
cannot be attained without additional resources being made available 
from abroad. 

There is another way of looking at the same situation. The process of 
development requires many kinds of goods, particularly plant and 
machinery which are not produced in under-developed countries or, at 
any rate, not in any adequate quantities. As the rate of investment 
increases, the demand for power and transport equipment and other 

kinds of rnachrnery ' v, 

a sigoifleant increase 

tude that it can be . . , , • • • . ■ • 

Indeed, even if domestic savings could be stepped up substantially to 
match the level of aggregate investment, the process of development 
may engender an imbalance in trade for the simple reason that develop- 
mental goods are not being produced in adequate quantiticsto meet the 

requirements, and new lines of exports to pay for their imports cannot 
be developed until the economy itself has been diversified. In other 
words, a developing country, which has the domestic capital for invwt- 
ment but not the capital goods which it needs, may also face a situation 
in which imports increase in the developmental phase and thus be in 
need of external resources. In actual fact, practicaUy all developing 
countries are short both of indigenous capital and of indigenous capital 
goods. Their efforts to step up the level of domestic investment engender 
a demand not only for capital goods but also a wide variety of other 
things. Thus, when a factory is being set up, the employment created 
results in increased requirements of food, clothing and shelter on the 
part of labour which may in turn lead directly or indirectly to higher 
imports. NVhichever way W’e look at it, there is no gainsaying the fact 
that when an under-developed country tries to build up its economy, 
it needs a great deal of additional external resources; it is only after the 
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process of development has reached a certain stage, \vhen domestic savings 
are adequate and domestic production has been diversified, that the 
economy can continue to develop at a reasonable pace even without 
external resources. 

Ways have, therefore, to be found for the transfer of resources from 
countries which have already attained a high standard of liring and have 
a surplus of capital to the developing countries of the world. This 
transfer can take place through the initiative of private investors, who 
would expect a better return on their investment in an area v.’here there 
is a tremendous shortage of capital tlian in places where it is in abun- 
dance. In actual fact, however, it is becoming increasingly clear that the 
scale of private investment in developing countries is not likely to meet 
their needs at least for quite some lime to come. There are many 
reasons for this. The rate of groArth in the developed countries them- 
selves is pretty fast and has gathered a new momentum in recent years. 
Much of the private capital available for investment can, therefore, be 
usefully and profitably employed in the developed countries themselves 
without venturing farther afield into what looks like more risky terrain. 
Another connected problem lies in the fact that private capital must 
normally expect a return fairly soon. It may, however, happen that 
while the project in which the investment has been made is profitable, 
the remittance of the profits outside the country may tend to aggravate 
the gap in the balance of paj'ments from which developing countries as 
a rule suflTer, unless the production wWch flow's from the investment 
directly and immediately contributes to a saring of foreign exchange. 
For these and various other reasons, it has come to be recognized that 
there is need to organize official assistance on an international or bilateral 
basis to provide the external resources which deA'eloping countries need. 

We have now to turn from these somewhat general considerations to 
the specific role of external resources in the Indian economy. There 
has been a radical change in the basic factors affecting the situation with 
the conscious and deliberate effort for the planned development of the 
Indian economy after independence. It W'ould, therefore, be desirable 
to make a review of the period before independence separately from 
the later and more recent developments. 

India today is engaged in an effort to reach a stage of self-sustaining 
growth. By this is meant the achievement of a certain level of develop- 
ment beyond which further groA\th of the econoraA' w'ill cease to be 
dependent on external resources. For this, two things Avould seem 
necessary' in the light of what has been explained above. First, the 
level of domestic sarings has to be raised to sustain an adequate level of 
investment. It is important to realize that unless the level of investment 
is high enough to result in a rate of growth which will outpace the in- 
crease in population, the economy as a whole will not be moving for- 
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ward. Consideriog the state of poverty and the generally low levels of 
income, the prospect of domestic savings being adequate is itself depen- 
dent upon accelerating the present rate of growth with external resources. 
The second factor which is important is an increase in the domestic 
production of those things which contribute to higher rates of growth 
e.g., plant and machinery, as well as things like fertilizers which help in 
increasing agricultural production. 

Before considering the way in which external resources are being 
deployed towards the objective of what is popularly known as “economic 
take off”, it would be useful tolookatthe pastsoastoseetheproblem 
in its historical perspective. Unfortunately, adequate and reliable data 
are not available. While trade statistics exist for the whole of the 
• country — and it is unnecessary to go earlier than that — figures about 
invisibles are both scarce and unreliable. 

The lack of consistent and authentic statistics is naturally more pro- 
nounced before the First World War. However, on the basis of such 
information as is available, it is clear that there was consistently some 
inflow of capital into the country as reflected in the estimated current 
account deficits in the balance of payments. One must also consider 
two other things: first, that although authentic figures of foreign exchange 
reserves are naturally not available for the period until the Reserve Bank 
of India began to keep custody of resen'es and to publish figures regard- 
ing them, it seems likely tlut there was no sizeable accretion to reserv’es 
from year to year and secondly, that in fact it is common knowledge 
that there was considerable foreign investment in certain sectors, such as, 
the railways and other utilities as well as the plantations. These factors 
taken together with the estimated current deficits lend support to the 
belief that even during the period preceding the First World War, thwe 
must have been some steady inflow of private foreign capital into the 
country. While the actual magnitudes of such inflow may be debatable, 
the broad trend is probably unmistakable. 

II. External Resources Before Independence 


The need for and the role of external resources in India’s economy 
prior to independence were dilTerent from what they are now, ince 
planning began, the nted for cxlernal resoums has been steadily rising 
for reasons to be discussed later. In the pre-independence days, India 
almost always ran a surplus in her oyerall merehandise fade a« 0 M 
(excluding treasure) which had averaged a little under Rs. ICO crot« per 
sear in the ten years preceding the Oreat h “ , 

an annual average of about Rs. 70 crores during 1930-33 and further 
*Actually. in the worst Depressitm year 1932-33. the country * trade surplus had faile 
to a distressingly tow level of under R*. 6 crores. 
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to Rs. 30 crorcs during the next three years 1933-36. After that there 
was a gradual recovery. In any event, there was no trade deficit to be 
financed by external resources. 


Brief Review of India’s Pre-War Balance of Payments: Statistics of 
India’s balance of payments are not available prior to the First World 
War. Even when the required statistics are collected, estimated and put 
together, the result seriously falls short of the degree of sophistication 
which goes into a modem presentation of the balance of payments on 
the pattern laid down by the International Monetary Fund. 


1901-1914; An effort to estimate the balance of payments of the country 
in the years preceding the First World War was made by Y. S. Pandit.* 
According to Pandit, while India generally ran a surplus in her mer- 
chandise trade account, in the current account of her overall balance of 
payments, there was, however, an average deficit of about Rs. 13 crores 
per year. 


TABLE I 


India’s Balance of Pajments 1901-14** 

(Rs. lakhs) 


• Year 

Merchandise Trade 
Net Receipts 

Invisibles 

Net Payments 

Total Current 
Account {Net) 

1901—02 

3,486 

4,823 

—1,337 

1902—03 

3,575 

4,152 

—577 

1903—04 

4,534 , . 

4,713 

—179 

1904—05 

3,854 



1905—06 



—2,497 

1906—07 

2,762 

3,791 


.1907—08 

1,176 ' 

3,844 

—2,668 

■1908—09 

1,732 

3,160 

—1,428 

1909—10 


6,685 

—2,465 

1910—11 

5,141 

5,869 


1911—12 

5,067 

5,632 

—565 

1912—13 

4,144 

4,679 

—535 

1913—14 

3,596 

S.All 

—1,831 


The structure of India’s balance of payments until the outbreak of the 
First World War is quite clear from the above; there was invariably a 
sizeable surplus on trade account, which was more than offset by net 
payments on account of invisible transactions, including service transac- 
tions as well as Home Charges.*** The important point which emerges 


*Y. S. Pandit — India’s Balance of Indebtedness, 1898-1913, George Allen & Unwin 
Ltd., London, 1937. 

**Op. at., P. 103. 

***A minor portion of ‘Home Charges’ consisted of paj-ments against purchases of 
Government stores in Great Britain, which should strictly form part of merchandise 
imports and not of the invisible account. 
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frojn the above figures, however, is that every year there was a curreat 
account deficit of about Rs. 13 croreswhich was financed by an equal 
inflow of foreign capital. Virtually all of this inflow of private capital 
was from Britain and was directed to the Railways and other utilities as 
well as some other sectors such as plantations, etc. 

1914 to 1939: After 1913-14, there was a wide gap in our series of 
balance, of paymentx upto 1921-22 and the picture is blurred, except for 
statistics of the trade balance. For the war years, the trade balance 
was as follows: 

TABLE II 

India's Balance of Trade During First World War* 

(Rs. crores) 

1914-15 1915-16 1916-17 1917-18 1918-19 

+3.8 . -f-6.2 +53 +5.4 +4.4 


It should, however, be added that the war generated forces which did 
not exist before and the country’s external accounts were substantially 
transformed. Briefly, what happened was that foreign demand for 
India’s exports, especially of jute bags for trench warfare, and for her 
other manufactures as well increased sharply while demand for imports 
remained fairly stagnant until after 1917. The increasing trade surplus 
meant that foreign demand for Indian rupees exceeded supply and 
exchange equilibrium had, therefore, to be maintained only by the sale 
of Council Bills on London, on a large scale, by the Secretary of State 
for India. This together with a continuous rise in the price of silver 
(of which rupee coins were made) made it difiicult to peg the rupee- 
sterling exchange rate at Is. 4d. which was ruling when the War began. 
Therefore, the exchange rate was raised successively, in step with the rise 
in the price of silver to Is. 4ld. in January 1917, Is. 5d., in August 


iia. 

For the period 1919-1921, again, it is extremely difiicult to stnkc a 
balance of payments for the country. Only a partial picture can be 
gleaned even of the trade accounts, which themselves are, by no means, 
the most Important element in a country’s balance of pa>TOents especially 
in disturbed periods, such as those foKowing a war. The private mer- 
chandise balance of trade is estimated to have amounted to a surplus of 


*a B Jalhar and S. O. Beri — htCan Etonomter, Vol. II. Oxford Univertity Press, 
195'2,'p. IM. 
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Rs. 126 crorcs in 1919-20 and a deficit of Rs. 80 crores in the following 
year. However, as stated before, not much should be read in this 
as this does not convey any idea of the net balance on current 
account. 

For the years beginning 1921-22, a consistent series on estimates of 
India’s balance of payments upto 1933-39 has been compiled by A. K. 
Banerji. In addition, the Government of India also started compiling 
blance'of payments statistics from 1923-24 onwards for the Legue of 
Nations. However, for a number of reasons, including better coverage 
and superior methodology the series compiled by Banerji for the period 
1921-39 is to be preferred. This is reproduced below: 


TABLE III 

Estimates of India’s Balance of Payments* 


(Rs. crores) 


Year 

Trade Balance 

Invisibles {net) 

Current Account (net) 

1 921—22 

—9.6 

—77.9 

—87.5 

1922—23 • 

46.3 

—109.8 

—63.5 

1923—24 

111.3 

—119.7 - 

—8,4 

1924—25 

85.6 

—126.0 

—40.4 

1925—26 

113.2 

—121.1 

12,1 

1926—27 

68.8 

—59.0 

9.8 

1927—28 

82.4 

—111.5 

—29.1 

1928—29 

89.9 

—109.8 

—19.9 

1929—30 

88.2 

—84.7 

3.5 

1930—31 

61.3 

—84.3 

—23.0 

1931—32 

109.3 

—84.3 

25.0 

1932—33 

85.1 

—89.3 

—4.2 

1933—34 

108.6 

—107.9 

0,7 

1934—35 

90.8 

—95.7 

—4.9 

1935—36 

81.7 

—61.8 

19.9 

1936—37 

111.4 

—91.2 

20.2 

1937—38 

75.2 

• —89.1 

—13.9 

1938—39 

■ 73.8 

—86.2 

—12.4 


The most striking feature of the above Table is the extent to which 
the invisibles account dominated the current account of the balance of 
payments. The fact that the country always owed net payments to the 
rest of the world on this account will be commented upon and the under- 
lying factors explained in the following paragraphs. It may be noted, 
however, that the net payments on account of all invisible items taken 


*Arun Kumar Banerji — India's Balance of Payments, Asia Publishing House, 1961, 
p. 147. 
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tosether averaged about Rs. 95 crorcs per >ear and w-ere entirely res- 
ponsible for turning the average annual trade surplus of about Rs. 83 
crorcs into a small average annual current account deficit of about 
Rs. 12 crores. 


External resources were required for meeting, among other things, 
certain invisible payments commonly called the ‘Home Charges’. These 
consisted of the gross sterling expenditure incurred in the United 
Kingdom by the Government of India mainly on account of first, recruit- 
ment of British personnel for civil and militay employment m India and 
their furlough pay and pensions; secondly, payment of the Government 
of India’s share of the expenditure incurred by the British Government 
in wars in adjoining territories such as Afghanistan and Burma; thirdly, 
purchase of stores; and lastly, other miscellaneous payments owed by the 
Government of India to the British Government. Ail these payments 
added up to a sizeable amount which went on growing steadily upto 
1922-23 and then stabilized itself around a level of £30 millions per year 
with minor variations around that level. Of this, the amount spent on 
purchases of stores should properly be regarded as payment for imports 
on Government account and only the balance should be considered as 
invisible payments. However, the bulk of the gross sterling expendi- 
ture was on account of the other items. The Impact of the ‘Home 
Charges’ on the country’s balance of payments became acute when during 
the Depression years, the country's trade surplus dwindled rapidly and 
other means had to be found for meeting the ‘Home Charges . A series 
of inter-related factors including a fall in the prices of primary products 
as well as overvaluation of the rupee at the exchange rate of 2s : Re. I, 
combined to produce gold exports as the means of financing the ‘Home 
Charges’. Thus, from a net importer of treasure (mainly goldj of about 
Rs. 31 crores per year during the quinquennium 192&-31, the county 
turned into a net exporter of gold worth Rs. 53 crores per year in t e 


next quinquennium 1931*36. . . j 

Apart from ‘Horae Charges’. India had another recurring and fixed 
overseas liability lo meet each year in the shape of the servicing chaises 
against the sterling debt held by Ihe Goventment of India. It to ton 
estimated that the foteign-hcld potion of the Government of India s 
stcrlingdebt was of the value of o'er °nti-rMf 

and had increased to about Rs. 450 crores* by 1938. ^ 

charges payable against these sums amounted to an annu 
Rs. 18 crorcs* during the period 1921-22 to 1938-3 . 

In addition to the sterling debt of the Governmen ® utilities 

were sizeable foreign private investments in India in ^ bankios* 

_t — industo’. commerce, banioog. 


especially, railways, plantations, mines. 


•Ibid. Table XXV, p. «8. 
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etc. Several estimates liave been made by different persons of the value 
of total foreign investments in India at different points of time some 
of which are briefly summarized below; 

TABLE IV 

Estimates of Foreign Investments in India* 

Year to 


Estimated by 

Value 

which 

Coverage 



£ m. 

estimate relates 

1. 

Beaumont of the 
London Stock 
Exchange 

500 

1909 

British investments in India. 

2. 

J. M. KejTies 

360 

1909 

British investments in India. 

3. 

Sir George Paish 

365 

1910 

British investments in India and 


Ceylon excluding 

(a) re-investments, 

(b) investments in shipping, tele- 
graph and insurance companies, 
and (c) all investments, the income 
from which, either wholly or m 
part was not remitted to Britain 
or evaded British Income Tax. 

4. H. F. Howard 450 1910 British investments in India ba^d 

on both the ‘resident’ and ‘natio- 
nality’ criteria and _ exclutog 
capital employed by British shipi^ 
ing companies in the overseas and 
coastal trade of India. 


5. 

Arun Kumar 

Banerji 

531** 

1921 

Total foreign investment in India. 

6. 

Dr. V. K. R. V. Rao 

575 

1926-27 

Total foreign investments in India. 

7. 

The Economist 

354 

1928-29 

Total British investments in India 


and commercial capital irivested 
in Ceylon excluding (a) invest- 
ments in securities not registered 
with British stock exchange, (b) 
investments in shipping, insurance 
and banking companies and mer- 
chant houses operating partly m 
Britain and partly in India and 
Ceylon and (c) direct investments 
in ■ farms, real estate and other 
property. 

*Arun Kumar Banerji, op. cit. pp. 150-186.,. See also Reserve Bank of- India Census 
of India’s Foreign Liabilities and Assets, Bombay, 1950, Appendix I, pp. 151-159. 

**Original figures in rupees converted into pounds sterling at the exchange rate of Re. 1 : 

Is. 6d. To the various estimates listed here may be added that by H. Feis of Ixjngterm 

' publicly issued British capital investments in India and Ceylon (Sri Lanka) (excluding 
. that in shipping and all private investment without the intercession of the public 
‘money’ market) at £ 379 m. at the end of 1913. Vide, H. Feis, Europe: the World s 
Banker, 1870-1914, Yale University Press, 1930, p. 23. 
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Estimated by 


rmr to 

Vaiae which 

£ m. estbnate relales 


Covera^ 


8. Finlay Shirm 526 


9. Lord Kinderaley 458 
438 


10. Apin Kumar 664** 

Blnerji 

B. R. S^enoy 830 


1929 Total foreign investments in India 
excluding (a) investments held by 
resident foreigners, (b) debenture 
apital of foreign companies, (c) 
investments m India rupee com- 
panies, and (d) imestments in 
partnerships, firms, landed pro- 
perties, etc 

1930 British investments in India and 

1935 Ceylon wcludiag: (a) securities 

and bonds not registered with the 
British stock exchanges, and (b) 
investments in partnerships, firms 
and other proprietory holdings of 
Britishers resident in India. 

1938 Total foreign imestments in India. 


1939 ToUl foreign investments in India. 


It^ IS certain from the available evidence* that the value of the total 
foreign indebtedness of the country must have been around £ 500 m. 
Cor Rs, 666 crores) in the thirties and over £ 650 jn. (or Rs 867 crores) 
on the eve of the Second World War. The average servicing charges 
against these foreign investments (including the sterling debt of the 
Government of India) were about Rs. 50 crores per year during the 
seventeen year period 1921-22 to 1938-39**. 

While any precise estimate of the amount of the Government of India’s 
debt held abroad is difficult to hazard, there is no doubt that the amount 
"as sizeable. At the end of 1939-40, for example, out of the total 
Central Government debt of Rs. 1,204 crores, no less than Rs 439 crores 
consisted of sterling loans, while a considerable portion of the rupee 
debt of Rs. 450 crores must also have been held abroad *** However, 
the greater part of the sterling debt of the Government of India was 
repatriated, over the years 193'»-4$ and the value of the sterling debt 
thus repatriated was £ 327 m. (or Rs. 437 crores).**** 


For an excellent discussion of these various estimates and their rektiyc i«nU and 
drawbacks, sec Banetji, or «/ , pp. 150-156 and Crnstis of Mia s Eoreigit UabiUKes 
and Assets, op. tit., pp. 14-16. 

•*Arun Kumar Banqrjt. op. at , Table XXV, p. 88. 

**^e balance ofRs. 315 crores coiiMSted of small savings, Treiswy 

p Advances and other intstat-beariag oWigalicns. Sre u. B. Itlbsr and 
S. G. Ben, Indian Economics. Vol. II, p. 4tM. 

*‘**lhld. p. 407. 
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Private Foreign Investment Before Independence: The wide divergence 
between the different estimates of total foreign investment in the country 
prior to independence arises mainly on account of the divergence in the 
estimates of the portion relating to private foreign investment in the 
country, as figures of external public debt are less controversial.* 
According to Banerji’s estimates, of the total foreign investments of 
£ 531 m. and £ 664 m. at the end of 1921 and 1938 respectively, about 
£ 246 m. and £ 324 m. respectively, were in the private secor including 
railways and other utilities as well.** This worked out to roughly 
46-47 per cent of the total. 

During the seventeen year period 1921-22 to 1938-39, when according 
to Banerji, aggregate net foreign indebtedness of the country increased 
by about £ 133 m.. the gross inflow of capital into the country was 
much larger, since there always was a steady stream of repatriation as 
well. On an average, the total gross inflow of foreign capital into 
the country was placed at around Rs. 20 crores per year, while total 
repa3'ments averaged about Rs. 10 crores per year. Net new foreign 
investment in the country was of the order of Rs. 10 crores per j’ear. 

It may be noted here that these annual averages obscure the wide fluctua- 
tions in capital flows which occurred during this period. Thus, in the 
gross inflow of capital (chiefly the borrowings on the London Stock 
Exchange, valued at issue price) at least four different phases can be 
discerned: first, the period 1921-24, when the annual average of gross 
inflow was around Rs. 48 crores; next, the period 1924-30, when it fell 
to Rs. 11 Crores; secondly, the period 1930-34, when it again rose to 
Rs. 27 crores; and finall}', the period 1934-39, when the annual average 


of gross inflow shrank to Rs. 7 crores only. 

It should, however, be added, that the greater part of the inflow during 
the years 1927-32 was by Government. Investment in other avenues 
had, more or less, completely petered out during these j'ears. Foreign 
investment in Indian railways had tapered off before this period, an 
there was practically no new foreign investment in this segment after 
1925-26. Investment in such semi-governraental bodies as Port Trusts, 
Corporations, Improvement Trusts, which had averaged £ 1-8 m. a 
year during 1921-26, virtuall}' ceased after that. Public utilities other 
than railways, such as electricity, tramw'ays, gas and telephone com 
panics were fairly steady borrowers on the London Stock Exchange an 
' were interrupted onlj' during the years 1 927-32. Borrowing by t le 
plantations, which had averaged £0.23 m. annually in the earlier years, 


'*Tlie chief point of dispute and divergence here is the estimation of the portion 
the Government's rupee debt which was held by foreigners. 

**op. cit., pp. 175 and 183 
***Bancrji, op. oil., p. 195 
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tapered off almost completely by 1931-32, presumably on account of the 
steep fall in the prices of plantation crops during the Depression. Foreign 
investment in other industries was fitful and desultory and, in any event, 
was not on any significant scale. 

While annual repatriation of foreign capital from India, including 
repayments of loans, did not show any serious fluctuations, there was a 
sharp increase in the rate from 1931-32 onwards, which was mostly due 
todischargeofthepublicdebt. The latter averaged about Rs 2.7crores 
per year during 1921-31 ; during the next six years, the annual average 
increased to a little over Rs. 18crorcs;aflerthatit declined sharply again. 
Total repayments, which were obviously dominated by repayments of 
public debt, naturally followed a parallel trend. Their annual average 
increased from Rs. 4.3 crores during 1921-31 to about Rs. 18 crores 
during the next six years, before falling sharply again in 1937-39. 


World War II and the Sterling Balances: No reliable estimates of the 
country’s balance of payments during the )ears of the Second Wor 
War are available. However, it is not dilBcult to form certain qua i- 
tative judgements about the position during the years. With the rapi 
extension of the theatre of war, first, on the continent of Europe an 
then in South-East Asia, India’s trade with some of her important trading 
partners abruptly ended in quick succession. There was a rise m 
freight rates as well as in the freight element in prices on account ot the 
need to revive the use of the Cape route (after Italy entered the war), 

insurance rates increased on account of the increased risk 0 osson e 

high seas; in order to conserve foreign exchange for war purposes a mo 
all countries introduced exchange and other controls on their forei^ 
trade. All these factors tended to reduce the size of India s foreign 

These adverse factors were, however, more than 
several favourable factors, which also arose directly ou o ' 

These included the great upsur^ in the British demand or war 

as well as peace ttae peed, of every descriplioa; 'h”';™'”''”" 
demand for Indian goods from the markets of ' Ttritish 

East, where a great void had been ereared by the 
American, German and Japanese supplies from 

of India as the chief arsenal and supply centre for the All^s-nt^ 

South-East Asian theatre of war and a pronounced 

countries to substitute nearer supply centres for distan o ‘f. .---y-j 
more on land trade than on sea-borne trade, owing 
intense U-boat activity. u.i.nf-i- nf 

An indirect measure of what happened to the 
pa>Tnents in consequence of the several devclopmen s sterling 

here can be obtained from the phenomenal grow h 
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bafances. This would indicate the rough magnitude of the cumulative 
current account surpluses acquired by the country during the war years. 
In September 1939, when the war broke out, these balances amounted 
to £ 52 m. On August 14, 1947, the eve of independence, they had 
swollen to £ 1,160 m., broadly reflecting the excess of India’s supplies 
to the United Kingdom and Allies over its payments to them for the 
imports of goods and services. Two agreements were concluded bet- 
ween India and the United Kingdom concerning the disposal of this 
colossal amount, of which the first one was an Interim Agreement which 
chiefly prescribed the mode of releases from this blocked amount for 
current purposes and also the amount of releases for the period upto 
the end of December 1947. 

The final agreement, which was signed on July 9, 1948, included pro- 
visions on at least five important matters; first, it was agreed that India 
should pay £ 100 m. in full and final settlement of all the stores and 
installations taken over from the United Kingdom; secondly, India 
agreed to pay a sum of £ 168. m. to the U.K. for the purchase of 
tapering annuities to pay the sterling pensions of British personnel who 
had retired after Government service in India; thirdly, after striking 
the final account of undivided India for 1946-47, it was found that the 
U.K. still owed some £ 49 m. under the scheme of sharing defence 
expenditure between the two countries; after making certain other adjust- 
ments, the net amount payable by the U.K. was finally assessed at £ 55 
m.; next, the release for current purposes (to Account No. 1) from 
the blocked balances (Account No. 2) was to be £ 80 m. for the period 
July 1, 1948 to June 30, 1951, over and above the unspent balance of 
£ 80 m. from previous releases, which was free to be carried over; and 
finally, it was agreed to release £ 15 m. as convertible currency for the 
first year (1948) and the position in this regard was subject to review 
in later years. After making all the adjustments, India’s net share of 
the sterling balances came to £ 800 m. 

The accumulation of sterling balances of the value of £800 m. (net) 
was an event of some considerable significance to the country’s economy- 
For one thing, it altered its net international position from debtor to 
creditor. According to the Census of India’s Foreign Liabilities and 
Assets carried out by the Reserve Bank of India as of mid 1948, India 
was shown to be a net creditor by Rs. 1,504.5 crores*. Several reserva- 
tions and qualifications need to be taken into account in order to grasp 
the true significance of the international net creditor position revealed 
by the Reserve Bank of India’s study. However, these will be discussed 
elsewhere in this chapter. For the present, it is sufficient to point out 


*Reser\’e Bank of India; Survey of htditfs Foreign liabilities and Assets, Bombay, 1955 
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the change in the country’s inlemational creditor-debtor position. It 
should also be emphasized that while the subtle process of external capital 
formation was, no doubt, at the cost of the immense hardships and 
privations, suffered by the people of India during the war years in the 
form of rising prices and falling civilian consumption standrds, it had its 
own advantages too. Perhaps, the greater advantage was the fact that 
but for the availabihty of such a large cushion of foreign exchange 
reserves, it would have been quite difficnlt to think in terms of Five 
Year Plans involving large scale investment outlays. 

To sum up the position on the eve of independence, from the external 
resources angle, the Indian economy had tlic following important charac- 
teristics: — 

(i) Unlike the belligerent countries, there was no devastation and 
destruction of the Indian economy during the Second World War; on 
the contrary, a certain degree of industrialization had been achieved 
both under the stimulus of war demand and under the protection of 
exchange and import controls- 

(ii) An efficient machinery for the regulation of foreign trade had 
been built up under the Defence of India Rules in the form of exchange 
controls and quantitative controls on imports and exports. Although 
set up for Serving the ends of the war effort, it made a valuable addition 
to the Country’s somewhat limited repertoire of instruments of economic 
policy. 

(iii) Thanks to the conjuncture of developments, such as the vrith- 
drawal of the principal industrialized countries from markets adjacent 
to India, increased preference for land trade rather than sea-borne trade, 
etc., India had developed almost by force of circumstances, rather than 
by conscious planning, a fairly flourishing export trade in the Middle, 
Near and Far East and in South-East Asia. 

(iv) Again, by force of circumstances, she had achieved external 
capital formation on an unprecedented scale and had laid by £ 800 m. 
of sterling balances, which would be of crucial importance to her in 
subsequent years. 

(v) As agmnst these favourable factors, there were several develop- 
ments which portended acute econonu'e strain. Not the least 

these W’as the considerable volume of pent up demand for food an 
consumer goods of all kinds, which had been built up. Inflation ^ 
been on the rampage during the war and early post-war jears an 
naturally created a serious imbalance between supply and demand. This 
was particularly true of civilian supplies. While the growlh of money 
incomes had proceeded steadily over the war jears, the commandeering 
of a large portion of the existing supplies for the war effort as well as 
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the war-time neglect of agriculture coupled with a succession of crop 
failures which had created a situation of acute food scarcity, had all con- 
tributed to a continuous spiralling upwards of the prices of all consumer 
goods and particularly, of food articles. Consequently, there was consi- 
derable pent up demand. Thepolicy implication of this situation was clear, 
A large part of the country's external resources was likely to be taken up 
by imports of, at least, the essential consumer articles, if either a price 
explosion or a drastic deflation were to be averted. 

(vi) Another factor which had to be reckoned with in assessing the 
likely claims against the apparently large sum of £800 m. of external 
resources was the heavy depreciation of the capital stock of the country 
which had occurred during the war and early post-war years. This 
depreciation was the result of abnormally intensive use of the country’s 
capital equipment on account of the war effort; the absence of indige- 
nous production of most kinds of capital cquipmfent; and the inability 
of the main producing countries to export. Factories, mills, workshops, 
etc,, in the country as well as the transport system, consisting of both 
rail tracks and rolling stock had carried on without practically any 
replacement for years. All these had to be replaced, even if gradually. 

(vii) Superimposed on the strains inherent in these developments 
was the dislocation caused by the partition of the country into the Indian 
Union and Pakistan. There was considerable industrial dislocation, 
especially, in the affected border areas. Besides, large cross currents of 
migrating populations also introduced a new element of unsettlement, 
which caused a fall in production. 

It would, therefore, be seen that it would have been fallacious to regard 
the apparently large sum of £800 ra. as an unencumbered legacy avail- 
able exclusively for meeting the needs of development in the early years 
of independence. Taking account of the requirements of external 
finance for development, the sum was, indeed, not too large. At the 
same time, it was sufficient to make a beginning in planned development 
of the country, which was the major economic task before the country. 

Ht. Independence and Planned Development 

The role of external resources in the Indian economy has been chang- 
ing rapidly in the years after independence. The evolution of Indian 
policies, on the one hand, and the part pla 3 'ed in the Indian economy by 
external resources, on the other, can be considered in a number of sepa- 
rate phases. The first phase would be the period after independence and 
prior to the launching of the First Plan, characterized by an attempt to 
tackle immediate problems while marshalling data and formulating 
policies for future development. The second phase can be said to con- 
sist of the first decade of planned development ending in March 1961, 
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And then we come to the phase we are pwsing through today. 

The First Phase (August 1947 - March 1951); On the eve of independence, 
India’s sterling balances, as we have seen, amounted to a total of £ 1,160 
miUfoii which, as a result of various adjustments in pursuance of the 
Indo-U.K. Financial Agreement of 1947, came down to a net amount of 
about £ 800 million (Rs. 1,064 crotes), as India’s share. There were 
heavy drafts on these balances after independence to finance sizeable 
deficits in India’s external trade which began to appear in the wahe of 
partition. 

Many of the commodities which had occupied places of importance in 
India’s export trade before partition were the produce of areas which 
became parts of Pata'stan. As a result of partition, not only did India 
cease to be a major exporter of these commodities, but, in certain in- 
stances, she became a large importer of them. Thus, for raw jute, India 
was a net exporter of Rs. 19 crores In 1946-47; in 1948-49, she was a net 
importer of Rs. 46 crores. In foodgrains, the deterioration between 
194647 and 1948-49 was over a hundred crores of rupees, though not 
all of it could be attributed to the partition of the country, and in cotton 
around Rs. 47 crores. Orduiariiy much, if not all, of this loss should 
have been compensated by (he face that while in the past supplies from 
the rest of India to areas later included in Pakistan formed a part of 
the internal trade of the undivided country, aller independence, (hey 
should have gone to augment India’s export earnings. But the flow 
of trade between India and Pakistan was interrupted by the application 
of import and export restrictions as well os customs duties. In Edition, 
political bitterness then prevailing in the v\ake of partition further im- 
peded the flow of trade. 

Apart from (his particular factor, (here were others creating a demand 
for imports and a decline in exports. The population had been increas- 
ing. There had been throughout the war years a considerable increase 
ia money supply. And there a peat up demsad for /mports which 
had to be satisfied, not merely for consumer goods but also for the 
replacement of plant and machinery worn out during the war years. 

In order (o d^ with theimiaediutepTobleanaiismSout of the adverse 
turn in the country’s foreign trade, the import policy was tightened up 
and in t'vo concrete measures, explicit recognition was pven, for the first 
time, to (fie importance of exports to the nati'onaf economy; (hose 
measures ’»crc the passing of a Resolution on Industrial Policy on April 
6, 1948 and the setting up in 1949 of an Export Promotion Committee. 
While the former emphasized the production of commodities for export 
for earning foreign exchange, the latter was assigned the task of recom- 
mending specific measures to augment India’s export earnings. 

In September 1949, sterling was devalued and the Indian rupee with it. 
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Shortly thereafter, hostilities broke out in Korea. The combined effect 
of these was to lead to an upsurge in the demand for many Indian pro- 
ducts, particularly Jute goods which w'ere sold at unprecedented prices. 
The adverse trade gap was w'iped out and the sterling balances which 
had fallen to the low level of Rs. 771 crores on September 16, 1949 went 
up to Rs. 884 crores by March 1951. 

Even while attention was focussed on these short-term fluctuations in 
current trading, some forward thinking on the subject of external re- 
sources was taking place. To provide a foundation for it, the Reserv'e 
Bank of India undertook a census of India’s foreign liabilities and assets 
as on June 30, 1948. At the same time, thought was given by Govern- 
ment to the role which private foreign capital should play in independent 
India. 

Unlike the previous attempts in the field, which focussed on estimating 
foreign investments in India, the census carried out by the Reserve Bank 
of India encompassed the whole gamut of the country’s assets as well as 
liabilities. Among other things, it revealed the transformation of the 
economy from a net international debtor to a net international creditor. 
According to the census, taking both the official and non-official sectors 
together, India had a net creditor position of Rs. 1,504.5 crores at the 
end of June 1948. This comprised of a net creditor position of Rs. 
1,761.5 crores in the official sector and a net debtor position of Rs. 257 
crores in the non-official sector. The official sector’s total gross assets 
of Rs. 1,939.6 crores comprised long-term assets of Rs. 730.8 crores and 
short-term assets of Rs. 1,208.8 crores, which consisted almost entirely 
of the sterling balances. As against, this, the total gross, liabilities of 
the oflacial sector were estimated at Rs. 178.1 crores resulting in a net 
creditor position of Rs. 1,761;5 crores. 

The non-official sector’s net debtor position of Rs. 257 crores emerged 
from gross assets of Rs. 69.1 crores more than offset by gross liabilities 
of Rs. 326.1 crores. Gross total assets were composed of Rs. 11.5 crores 
in short-term and Rs. 5”^. 6 crores in long-term assets. Gross total 
liabilities consisted of Rs. 38.4 crores in short-term liabilities and 
Rs. 287.7 crores in long-term liabilities. 

Out. of total long-term foreign liabilities of Rs. 287.7 crores of the non- 
official sector, foreign non-banking business investments accounted for 
Rs. 264.6 crores, of which about 80 per cent was in the form of direct 
investment, the balance of 20 per cent being portfolio capital. On a 
sector-wise basis, out of the total, Rs. 70.7 crores was invested in manu- 
facturing, Rs. 52.2 crores in plantations, Rs. 43 crores in trading acti- 
rities, Rs. 31.5 crores in construction, utilities and transport, -Rs. 22.3 
crores in petroleum, Rs. 15.7 crores in financial services, Rs. 11.5 crores 
in mining and Rs. 17.7 crores in other miscellaneous activities. 

In the period immediately following independence, there were many 
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uncertainties and doubts about the attitude which independent India 
would adopt towards private foreign capital. Prior to independence, 
Indian public opinion was far from favourable towards the inflow of 
private foreign capital. The Fiscal Commission of J923, for example, 
drew attention to the distrust of foreign capital while recommending its 
guarded use for industfialiaation. A minority minute of dissent had 
urged the adoption of certain safeguards in regard to foreign capital, 
particularly that foreign capital invested in manufacture should be in 3 
company incorporated and re^'stered in India, in rupee capital with a 
reasonable number of Indians on the Board of Directors and offering 
reasonable facilities for the training of Indians, The External Capital 
Committee (I92S) of the Government of India had emphasized that 
when concessions to foreign capital were being granted (e.g. ip the shape 
of protection), no special discrimination in favour of foreign capital 
should be permitted. The National Planning Committee fl93® with 
Jawaharlal Nehru as Chairman and later the Advisory Planning Board 
(1946) had both generally opposed the entry of foreign capital, except 
under the most rigorous control. 

The change in the attitude towards foreign capital which followed 
independence is specially interesting. This was based on a recognition 
of certain basic facts. First, it was evident that India would need a 
good deal of external resources for her future economic development and 
as things then stood, when governmental aid and credits from developed 
to developing countries were not anywhere on the horizon, private 
foreign capital was one of the most important sources of such external 
resources, Secondly, with independence and the end of political domi- 
nation, there had been a radical change in the equations. In inde- 
pendent India, foreign capital could no longer dominate the Indian 
economy and it had to function within the frame-work of national 
policies. In the altered circumstances, the question was not so much 
of ensuring that there was no discriminatioo in favour of foreign capital, 
as recommended by the BMernul Capital Committee of 1925, as 
of assuring foreign capital that there would be no discrimination 
against it. 

The first articulate expression of free India's attitude towards foreign 
capital was embodied in the Industrial Policy Resolution of 1948 which 
emphasized, at once, the need for carefully regulating as well as inviting 
private foreign capital. It Imd special stress, infer oHa. on the need lo 
ensure that in all cases of foreign collaboration, the majority interest 
was always Indian. This was followed by the Fiscal Commission of 
1949-50 which recommended that foreign investment may be permitted 
first, in public sector projects needing imported capital goods and 
secondly, in new private industries where no indigenous capital or 
technical know-how was likely to be available- 
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The corner-stone of independent India’s attitude towards private 
foreign capital was, however, laid by Prime Minister Jawaharlal Nehru 
in his historic statement in the Constituent Assembly on April 6, 1949, 
in the following words; 

“In the first place. Government would expect all undertakings, Indian 
or foreign, to conform to the general requirements of their industrial 
policy. Government would also so frame their policy as to enable 
further foreign capital to be invested in India on terms and conditions 
that are mutually advantageous. 

“Secondly, we do not foresee any difficulty in continuing the existing 
facilities for remittance of profits, and Government have no intention 
to place any restriction on withdrawal of foreign capital investments, 
but remittance facilities would naturally depend on foreign exchange 
considerations. 

“Thirdly, if and when foreign enterprises are compulsorily acquired, 
compensation will be paid on a fair and equitable basis as already 
announced in Government’s statement of policy. 

“As a rule, the major interest in ownership and effective control of an 
undertaking should be in Indian hands. Government will not object 
to foreign capital having control of a concern for a limited period, if 
it is found to be in the national interest.” 

The First Two Plans; India’s First Five Year Plan was launched on 
April 1, 1951. As pointed out earlier, the outbreak of hostilities in 
Korea had given a fillip to India’s exports in 1950-51 and there had been 
a steady increase in India’s sterling balances. The reserves’ position on 
April 1, 1951 was fairly comfortable, the actual figure being Rs. 1,029 
crores. Even so, the Plan recognized the need for foreign aid and 
assigned an important place to tlie inflow of foreign capital. The Plan 
calculations about foreign exchange suggested a balance of payments 
deficit of as liigh as Rs. 180 to Rs. 200 crores per annum, and a deficit of 
this magnitude was considered necessary to fulfil the investment targets 
on schedule. It was intended that a little more than half of the overall 
deficit should be met by drawing upon the sterling balances and the 
remainder, something like Rs. 230 crores, would be covered by foreign 
aid and private foreign investment. In actual fact, the draft on reserves 
during the First Plan was no more than Rs. 127 crores. This was due to 
several factors. It had been estimated that the current account deficit 
(excluding official donations) would be in the region of Rs. 700 crores. 
Actually, the gap was only a little above Rs. 150 crores. Official dona- 
tions made a modest contribution of Rs. 109 crores towards closing this 
gap. Thus, the current account deficit, after allowing for receipts on 
official donations, had only a relatively small impact on the reserves 
position. If, in the event, reserves declined by Rs. 127 crores, in spite of 
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receipts of official loans of Rs. 106 crores (including the U.S. Wheat 
Loan), it was due to substantia) outflows on account of jmvafe capital 
as well as unidentified transactions, in addition to a repayment of 
Rs. 42 crores to the International Monetary Fund. 

A series of events were responsible for this outcome. Not the least of 
these was the fact that due to a succession of good monsoons and, there- 
fore, of good crops, food imports were much less than was contemplated 
in the Plan. Again, the Korean War boom had given an extraordinary 
fillip to export earnings and the record earnings of Rs. 730 odd crores in 
the very first year of the Plan could not fail to influence the over-all 
payments positron during the Plan period. Another important contri- 
butory factor was the shortfall in actual investment outlay as compared 
to planned outlay. As against a total Plan provision (maximum) for 
investment of Rs. 3,600 crores, the actual investment turned out to be 
Rs. 3,360 crores or about 93 per cent of the target. The combined result 
of all these developments was that the total aid utilized in the First Plan 
was just over Rs. 200 crores, which, excluding the U,S. Wheat Loan 
because of its special character, accounted for only 3.3 per cent of the 
total investments during the Plan. 

In a sense, this turn of events in the First Plan was responsible for a 
degree of complacency when consideration was being given to the external 
resources required for the Second Plan. The favourable trend in agri- 
cultural production during the Pint Plan engendered the belief that it 
would not be necessary to have large imports in the Second Plan. It 
was also tacitly assumed that the ratio of the cunent account deficit to 
total planned investment (both in the public and the private sectors) 
would be of the same low order — 18 - 19 per cent — as in the First 
Plan despite the shift of accent from agriculture to industry. To accele- 
rate the pace of industrial development, import licences were freely given 
for industrial plant and machinery of all kinds. In retrospect, it docs 
not seem surprising that half-way through the Second Plan period, the 
country was confronted with serious difficulties on account of a shortage 
of external resources. 

Briefly, the foreign exchange calculus of the Second Plan was some- 
thing like this. Total investment envisaged in the Plan was Rs. 6^CO 
crores (comprisins Rs. 3,800 crores in the public and Rs. 2,400 crores in 
the private sector). Asagainst lliis,acurrentaccountdeficit ofRs. 1,100 
crores was visualized. Finance for this had to be found from external 
resources — including the use of Rs. 200 crores of foreign exchaog^ 
estimated receipts of private foreign capital (net) of Rs. 100 crores 
and foreign aid to the tune of Rs. 800 crores. This was, by no means a 


•ItKiudmg an amount of about R$. 22 criwei *hich »a» ^ balance of the 

World Bank’* loan* (authorired In the First Plan) for the private sector. 
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tall order; especially, the latter amount was expected to come from 
sucJi diverse sources as bilateral as well as multilateral dispensers of 
aid, bankers’ and suppliers’ credits and floatation of public issues in 
foreign money markets. Broadly speaking, the estimated foreign aid 
receipts of Rs. 800 crores represented the aid requirements of the public 
sector and the remaining Rs. 100 crores those of the private sector. 
Particular mention may be made here of the credit of Rs. 63 crores 
arranged from the U.S.S.R. Government for the Bhilai Steel Plant and 
Rs. 33 crores jointly from the British Government and certain British 
bankers for the Durgapur Steel Plant. However, it is significant that 
it was not deemed necessary to arrange such credit for the third steel 
plant in the public sector at Rourkela. 

Foreign Exchange Crisis of 1957-58: The actual turn of events in the 
Second Plan ran quite contrary to expectations. From Rs. 902 crores at 
the beginning of the Plan, foreign exchange reserves experienced a land- 
sh'de decline of Rs. 587 crores in just 21 years to Rs. 335 crores by the 
end of September 1958. In addition, the country had to borrow Rs. 89 
crores (net) from the International Monetary Fund during the first half 
of the Second Plan. Comparatively, the role played by foreign aid in 
financing the current account deficit (excluding ofiicial donations) of 
Rs, 1,109 crores was of slightly lesser significance as the total utilization 
of aid amounted to about Rs. 519 crores, including Rs. 188 crores of 
imports financed under P.L. 480*. It may also be added that on 
account of private long-term capital there was actually a net outflow of 
Rs. 38 crores during this period. 

. The principal causes of the dramatic events which led to the serious 
crisis have already been indicated. In terms of actual magnitudes, it is 
of the greatest significance that there was a sharp rise in imports. While 
the annual average level of exports showed a marginal fall of Rs- 9 
crores from Rs. 622 crores in the First Plan period to Rs. 613 crores in 
the Second, the average level of imports soared from Rs. 730 crores 
per year in the First Plan to Rs. 1,081 crores in the Second, The trade 
gap, therefore, TOdened from an annual average of Rs. 108 crores to 
Rs. 468 crores during the same period. Net earnings from the servn^s 
and other invisible items, such as private donations (but excluding official 
donations), also showed a small decline of Rs. 3 crores from Rs, 78 crores 
per year in the First Plan to Rs. 75 crores in the Second. However, the 


fin 1956 India signed the first P. L. 480 agreement with the U.S.A. for lbe_ supply ct 
surplus agricultural conunodities. The original Public Law 480 legislation. ol me 
U.S.A. enacted in_1954, provides for sales by the U.S.A., of agricultural commomne 
to developing nations on concessional terms. Agricultural commodities stippheo j 
India under this pro^amme have played an important role in fighting food scarcuj 
and shortage of certain other commodities like raw cotton and oil-seeds. 



excess of the country's current payments over current receipts widened 
from Rs. 31 crores per year in theFirstPlantoRs. 378 crorcs per year in 
the Second. It is worth noting, however, in this context that the rapid 
increase in imports was solely the result of the sudden acceleration in 
the rate of investment. 

Thus, already by the middle of the Plan, the loss of reserves had 
amounted tothe astonishingly high figure of Rs. 567 crores as compared 
to the expected loss of Rs. 200 crores in the entire five year period. On 
September 30, 1958 only about Rs. 335 crores of foreign exchange was 
left in hand. In addition, as pointed out above, the country had run up 
a net outstanding liability of Rs- 95 crores to the International Monetary 
Fund. Over and above these dilGcuIties, large payments which were 
due in the remaining half of the Plan had also cast their dark shadow. 

A series of concerted measures had to be taken at once to salvage the 
economy from the difficult situation. The Plan was cut to the core. 
Import policy was drastically tightened. Imports of all consumer goods, 
except the most essential ones, such as, foodgrains were banned, while a 
moratorium was placed forthwith on imports of capital goods, unless 
there was specific foreign exchange cover for them, in the form of cither 
official or private foreign credit or investment. Severe restrictions 
Were also placed on all other foreign exchange payments, such as, those 
for foreign travel, private outward donations, etc. Some action was 
also initiated in the direction of export promotion. By far the most 
important measure, at any rate, from the point of view of obtaining 
direct and immediate results was, however, the delernuned effort made 
by the country to seek external assistance and the prompt and generoui 
response to it from friendly foreign countries and international institu- 
tions. While India adopted a policy of approaching different countries/ 
institutions individually, the World Bank which had already given ample 
proof of its friendly and active interest in the economic development of 
the country by investing large amounts in different projects in the country, 
took a significant step forward by sponsoring a meeting of India’s princi- 
pal suppliers of capita! goods to consider India’s immediate aid require- 
ments jointly and to try to meet them in a co-ordinated maniw. s 
meeting which was attended by the U.S.A., the V.K., West erma^, 
Canada and Japan, besides the World Bank who conyraed it, was the 
first meeting of what is generally referred to as the or an 
sortium on India. At the meeU'ng. genera! assurances were 8»vcii of 
finance to cover the so-called core of the Second Plan, consis mg m y 
of the steel and fertilizer projects, which were under construcuon, a d 
of ancillary development of coal, power and iransp^ 
increased steel production. The actual credits pt o n ^ e^ 


Were supplemented by additional amounts ^ 

lium in 1959 and I960. Unfortunately, no additional pledges were 


at meetings of the Censor- 
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made in 1961 as the focus had by then shifted to the Third Plan and this 
was in part responsible for the pressure on reser\’es in 1960-61 and 
1961-62. 

The results of these concerted measures were both quick and telling. 
The precipitate decline in reserves was stemmed and in the remaining 
two and a half years of the Plan, they declined only by another Rs. 31 
crores to Rs. 304 crores. Indeed, even this loss was occasioned chiefly 
by capital transactions, such as repayments of Rs. 35 crores to the Inter- 
national Monetary Fund. The overall deficit of Rs. 803 crores was fully 
covered by foreign aid. Taking the Second Plan as a whole, the total 
use of reserves amounted to Rs. 599 crores, net drawings on the Inter- 
national Monetary Fund to another Rs. 55 crores, and net receipts of 
banking capital to Rs. 3 crores. On the other hand, there was a net 
outflow of private capital of Rs. 27 crores during the period. The 
utilization of foreign aid during the Plan amounted to Rs. 1,441 crores, 
of which Rs. 543 crores was received in the form of commodity assis- 
tance under P.L. 480 etc. The balance of Rs. 898 crores comprised 
grants of Rs. 177 crores and loans and credits of Rs. 721 crores. 

The stresses and strains to which the economy was subjected during 
the Second Plan were rewarding in many senses from a long-term point 
of view. The importance of external resources for the development of 
Indian economy came to be more explicitly recognized, not merely by 
economists and experts, but also by the people as a whole. Indeed, it 
would be no exaggeration to say that thinking in industriah'zed coun- 
tries on the subject of aid to developing countries was greatly stimulated 
by observing what happened in India during the Second Plan period. 
The impressive increase in industrial production — it was nearly doubled 
over the first wo tPIans — and the demonstrable dependence of such a 
rate of development on external aid, created climate favourable to 
economic aid in many countries, most significantly in the U.S.A. In 
India, emphasis on export promotion, the importance of external aid 
and private foreign investment and the determination to plan future 
development in such a way as to enable the countiy' after a certain 
specific period of time to develop wthout aid, came to be accepted as 
vital to the strategy of development. 

At this point it seems relevant to refer to an important aspect of the 
evolution of India’s commercial policy geared to the needs of the country s 
planned economic development. Bilateral trading arrangements based 
on rupee payments have come to be used widely with the objectives of 

(1) overcoming the persistent balance of payments diflaculties through 
the avoidance of the use of gold or scarce foreign exchange resources, 

(2) diversifying and increasing Indian exports by opening up new markets 
for non-traditional exports and by reducing dependence on traditional 
iharkets; (3) obtaining capital goods and industrial raw material without 
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additional drafts ooforefgoexchangeresources of convertible currency; 
(4) stabilizing prices of traditional expomjand (5) establishing direct 
trade contact with the centrally planned economies of Eastern Europe 
and Russia. 

Bilateral trade based on non-convertible rupee financing, which is 
carried on mainly with East European countnes and Russia, made rapid 
progress during the Second and Third Wans. Exports to Eastern Europe 
which averaged S 10 million in the First Plan (or below 1 per cent of 
total exports) rose to $ 76 million and S 238 nulhon in the Second and 
Third Plans respectively or about 6 per cent and 1 5 per cent of India’s 
total exports. Similarly, imports from Eastern Europe which averaged 
$ 12 million in the First Plan (or less than 1 per cent of the total) in- 
creased to S 76 million in the Second Plan and further to S 264 million 
in the Third or about 4 per cent and 10 per cent respectively of India’s 
total imports. 

The emergence of Eastern Europe as India’s customer has thus had a 
great impact on India’s exports and imports. Bulk of India’s exports 
to these countries, however, continues to comprise traditional commodi- 
ties, notwithstanding the diversification as reflected in the e-jport of such 
noQ-traditional goods as ready-made gannents, foot-wear, iron and 
steel, railway wagons, metal manufactures, etc. In contrast, and 
reflecting India’s need for developmental imports, capital goods imports 
have shown a steady increase from about 45 per cent in 1960-61 to 61 
per cent in 1965-66 of the total imports from these countries. 

An important concomittant of the bilateral rupee payments arrange- 
ment entered into with these countries is the economic assistance (pri- 
marily credits) received by India for various development projeas, which 
amounted to about S 1,271 million (aid authorized) upto the end of the 
Third Plan. In fact, the economic assistance received from these coun- 
tries is largely responsible for the rapid increase in India’s trade with 
them, since these credits financed larger imports while repayments of 
credits gave rise to increased exports to these countries and thus mini- 
mized the transfer problem. 

The Third Plan: The Third Plan was conceived as a launching of a 
decade or more of intensive development leading to a self-reliant and 
highly developed economy, with a perspective of progressively diminish- 
ing proportion of external aid to total investment. Although the idea 
of self-reliance was implicit in the long-term growth models on whjch 
the First and the Second Plans were based, the Third PIm both explicitly 
stated self-reliance as a major goal for the 25 years penod, 1951-76, an 
sought to give it a precise meaning. This strategy involved for a limit 
period, a considerable increase in imports, especially of 
requiring substantial non-commerctal forei^ assistance. Wien e 
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preparation of the Third Five Year PJan was taken in hand, the diffi- 
culties experienced during the Second Plan period as -a result of the 
inadequacy of external resources, were very much in the minds of the 
planners. Tlie substantial contribution made by the external resources 
to economic development during the Second Plan period was another 
element encouraging the planners in adopting the strategy of significant 
dependence on external assistance for the Third Plan in the context of the 
longer-term strategy, covering the period upto 1975, to reach the stage of 
self-reliant growth. It was also clear that in the absence of sizeable 
external assistance, the PJan would have to be of a modest size, involving 
a rate of growth lower than the increase in population and consequently 
a stagnant level of per capita incomes. 

To secure a satisfactory rate of growth in national income and in 
productive capacity, the Third Plan envisaged a substantial step up in 
investment to Rs. 10,400 crores, which was Rs. 200 crores higher than 
the investment outlays in the First and Second Plans taken together. 
It was abundantly clear that the country’s foreign exchange reserves at 
a level of Rs. 300 crores at the beginning of the Plan, could no longer be 
drawn down to meet the foreign exchange needs of the Plan. Two 
questions had, therefore, to be faced; what would be the gap in external 
resources for a PJan of this magnitude and whether, in fact, external 
assistance would be available to fill it? 

The foreign exchange calculations for the Third Plan showed total 
import requirements over the five-year period to be Rs. 6,030 crores.* 
This was composed of the import component of investments assessed at 
Rs. 2,030 crores, general maintenance needs of Rs. 3,800 crores and 
Rs. 200 crores of components and intermediates required by the domes- 
tic capital goods industries. On the receipts side, earnings from exports 
were estimated at Rs. 3,700 crores. While the capital repajonent lia- 
bility in the Third Plan period was estimated at Rs. 550 crores, no surplus 
was expected from the invisibles account due to the mounting debt 
services pajmients. Thus, domestic capacity to finance imports was 
estimated at Rs. 3,150 crores as against import needs of Rs. 6,030 crores, 
and a gap of Rs. 2,880 crores emerged in foreign exchange resources 
indicating broadly the size of total aid required. 

The amount of external assistance India sought for the Third Plan 
was Rs. 2,600 crores. Since this was Rs. 280 crores short of the estimated 
requirements, the direct import content of Plan projects w'as cut by 
Rs. 130 crores and the targets for maintenance of imports were reduced 
by another Rs. 150 crores. 

Quite apart from the cuts made in import requirements in order to 


*niis excluded Rs. 600 crores of foodgrains to be imported from the U.S. against 
payment in rupees under her P.L. 480 programme. 
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reduce the figure of external assistance nttded for the Plan, the estimates 
of export earnings for the Plan period were placed at as high a figure as 
could, on any judgement, be possibly sustained. India was anxious 
not to seek more aid than was absolutely necessary. 

The breakdown of the requirements of aid of Rs. 2,600 crores was as 
follows: 


Import payment for Plan projects 
Maintenance needs of capital goods industires 
Debt refinancing 

It is significant that the total aid lequiremeot was related to import of 
capital goods, production of capital goods and repayment of capital. 
This was on the theory and in the belief that external assistance should 
be used for capital purposes only. While this view was, m a sense 
sound it also led, it would seem, to a certain amount of eonfnsmn 1-or 
the repayment of capital to be made possible by external aid, '"her them 
had to be straight forward refinancing of outstanding 

ing of the normal imports oflhe economy thusfreemgrmonrtMgerieit^^ 

by Indian exports for debt repayment Another 

sight of in this pattern of thinking was that the total q ^ 

external finance could not be equated to the P"?"’' 

of identifiahle capital goods. Many coveted 

construction create indirect import demandsa 

by assistance from outside, the setting up of i’ ,1.. project is 

cUry's external resources, even though f^Xippre- 

being financed by external aid. Another ca ure ^ ,,jlopntcni pro- 
ciated wa, .hat many of the ^■-“-.ttatore 0? 0^1000, pro- 
gramme of the Third Plan were not transport, health and 

jects. Thus, the Pf^Sramracs for commonly 

education did require difficulties which arose iu the 

known as capital goods. Some ol y ^ tlie fact that these 

implementation of the Third Plan werc countries 

points had been initially overlooked both by ina 

helping her. . India had to rely for assistance 

Theattitudeoflhecoontncs onwhom i ^ genuine desire 

showed considerable appreciation o ° country was about to 

to help the developmental effort on w i „rete expressions of this 
embark. Two of the mum rmpurtaut ““"vise Men’s Mission* 
appreciation were the visits to In * ° still on the anvil, 

and the Hoffman Mission wfulc 

V Mt ^UaSproul(U.SA.)andDr.Henn.nn 

♦Consisting of Sir Oloer FranVs ’respective countries. 

Abs OV. Germany), top bankers from ttie lespcv 

•♦Sponsored by the World Bank. 
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Both these missioas examined the content and strategy of the draft 
Third PJan and the estimated foreign aid requirements and endorsed the 
view that the scale of aid estimated in the draft Plan was necessary for 
the successful implementation of the Plan targets. 

The Aid India Consortium* orgam'zed by the World Bank first met to 
consider India’s aid requirements for the Third Plan in May-June 1961. 
Besides original participants, France and the International Development 
Association also attended the meeting and made pledges for assistance 
during the first year of the Third Plan. In the following year, Austria, 
Belgium, Italy and the Netherlands joined the Consortium. Since 
then, the Consortium regularly met for pled^ng assistance for each 
3 '’ear of the Third Plan. The total amount pledged by the Consortium 
for the Third Plan as a whole aggregated to Rs. 2,606 crores. 

TABLE V 


Pledges of Consortium Assistance to India during the Third Plan 



(Rs. crores)** 

Austria 

8.6 

Belgium 

11.5 

Canada 

82.5 

France 

57.0 

West Germany 

306.9 

Italy 

80.8 

Japan 

138.2 

The Netherlands 

20.8 

The United Kingdom 

246.7 

The U.S.A. 

•1,088.0 

Total of Countries 

2,041.0 

International Bank for Reconstruction and Develop- 


raent and International Development Association 

"564.5 

Grand Total 

2,605.5 


In addition to the aid from the Consortium, India also received assis- 
tance from many countries outside the Consortium, notably the U.S.S.R. 
and other East European Countries. In fact, even before the Third 
Plan commenced, the U.S.S.R. and other East European countries had 
pledged assistance of Rs. 294 crores specially earmarked for the TWrd 
Plan projects. Additional commitments of aid outside the Consrotium 
pledges were also made by a number of countries. There was also a 
sizeable amount of Rs. 1,285 crores of assistance authorized before the 
commencement of the Third Plan but not utilized by the end of the 
Second Plan period and was thus variable for utilization during the 
Third Plan. Total authorization of external assistance during the 
Third Plan period amounted to Rs. 2,928.7 crores, Rs. 2,300.6 crores m 

*1116 World Bank, the U.SA., the U.K., Canada, West Germany and Japan were the 
members of the Consortium. 

**’At the prevailing exchange rate. 
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loans repayable in foreign currencies, Rs. 49.6 crores in loans repayable 
in rupees, grants of Rs. J27.9 crores, and P L. 480 assistance of Rs. 450.6 

crores. ■ u u 

Although the quantum of aid promised was fully in accord with the 
expectations of aid on which the Third Five Year Plan was framed, the 
country’s foreign exchange position continued to be a constant cause of 
worry during the Third Plan period. The loss in the foreign exchange 
reserves during the first two years of the Third Plan could be held down 
to Rs. 8.5 crores only after a net drawing of Rs. 70 crores from the fitter- 
national Monetary Fund. In the third year, the position improved with 
a rise in reserves of Rs. 10.7 crores, even after a repurchase from the 

Fund ofRs. 23.8 crores. In the fourth year the reserves again suffered a 
loss of Rs. 56.1 crores, but this was substantially recouped in the last 
year of the Plan, partly with a net drawing of Rs. 29.8 crores from the 
International Monetary Fund. Thus, notwithstanding a net rawing o 
Rs. 76.3 crores from the Fund, the foreign exchange rescues showed a 
small decline of Rs. 5.6 crores oxer the Third Plan as a whole, while the 
Plan Itself had envisaged no net drawing from the resems . 

Excluding commodity assistance under the P.L. 48 , ac ® P 
during the Third Plan averaged Rs. 1,047.5 crores a year '^hich was 
below the Plan estimates of Rs. 1,150 crores. The exper per 
was also in line with the Plan expectations. It was es * 

Plan that Rs, 3,700 crores would be realized from exports oxer 
period; in fact, the export earnings xvere Rs. 3,734 . 

Where the Plan expectations did not materialize 5^. 

field of aid disbursements. External aid, other than ^ . 

tancc. OfRs. 1.921 crores fell short of the of 

as 26 per cent. The 32^^^ 

the Plan when the aid disbursements averaged abou . 
year. Shortfall in aid disbursements had 
consequences. It caused concern among the coun n 
ing aid to India, no less than to the ^Vorld Bank 

India. The problem was analyzed on the one han y 
economists and, on the other in India by ihe Commission. 

Chairmanship of Prof. V. K. R. V. Rao in the Commjs^^^^^ 

As a result of these studies, a number of measures ’expedite 

the Indian Government and by the ^ two’years of the 

disbursements. The rate of utilization during the last two ywrs 
Plan averaged sharply upwards to Rs. 468 crores pe 

External Assistance rccciied in the Three Plans: authorized 

covered by the Three Plans, the ^umS f^rsIwS 

amounted to S 12,217 itiillton, ju,j CountO' 

million, grants S 813 million and P-l-. i 
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Currency assistance $ 3,356 million. Assistance actually utilized 
amounted to S 9,397 million, S 5,752 million in loans, S 699 million in 
grants and S 2,946 million in P.L. 480/665 and Third Country 
Currency assistance. 

The Fourth Plan: The last year of the Third Plan was one of considerable 
travail for the economy. Hostilities on a serious scale broke out on 
the countrj'’s north-western borders. Following the Chinese incursion 
into the Indian territory in 1962, defence expenditure on both revenue 
and capital account had increased by Rs. 535 crores between 1960-61 and 
1963-64. In the following year, i.c. 1964-65, there was a marginal decline 
of Rs. 10 crores under this head. The hostilities with Pakistan resulted 
in a setback to the hopes that could be entertained about reducing 
outlays on this score. At the same time, the foreign assistance picture 
turned cloudy, with aid-givers cutting off fresh authorization of assis- 
tance altogether for a few months. Of even more serious consequence 
was the widespread failure of the monsoon. Although in financial 
terms the Third Plan targets were reached by the end of the Plan period, 
several of the physical targets of production and capacity were in the 
result not achieved. The progress in the Third Plan period thus turned 
out to be less than adequate and less than anticipated. The most signi- 
ficant shortfalls occurred in the agricultural sector. 

But the year following v.'as to be worse still; for the second year in 
succession, the rains failed bad!)'. In 1966-67, therefore, the country 
faced unprecedented difficulties in the form of severe drought conditions 
over large part of the country. Stringent restrictions were placed on 
imports, huge funds having to be provided for commercial imports of 
food, while the setback in agriculture reduced availabilities for exports 
and contributed to the fall in export earnings. Not only did the fall m 
agricultural outturn lower the quantum of agricultural and agro-based 
export commodities available for export, but given the importance of 
prices of food and other agricultural commodities in the general price 
level, contributed to the growth of inflationary situation which militated 
increasingly against the competitiveness of our exports in the world 
markets. Measures taken in early -1966 to maximize exports, such as 
export incentives through import entitlements, tax credits and other 
forms of assistance for exports, simultaneously with further tightening of 
imports and raising of import duties, proved inadequate -to meet the 
situation as it developed. Export earnings failed to register any im- 
provement. Private imports were cut down severely to reduce the 
import bill. But this process adverselj' affected domestic production of 
those sectors of industry' which were dependent on imports. A net 
drawing of Rs. 89.3 crores w'as made on the Fund in April 1966 to meet 
the pressure on reserves. 
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The selective export incentive measures, such as import entitlement 
Rhemes, tax credits and subudies aimed at compensating the export 
industries for higher domestic costs, proved progressively inadequate as 
the inSationary momentum in the economy gathered strength both by 
the fall in agricultural output and cut in imports and they needed to be, 
and were, periodically revised by augmenting their range and quantum. 
These could only serve as ad hoe palliatives. It was felt that more 
radical measures were necessary to reduce the growing imbalances in the 
economy including those in its external sector, and what was needed to 
bring about an enduring prospect of growth was a better realignment of 
domestic and external prices through a change in the par value of the 
rupee. This was done on June 6, 1966, by devaluing the rupee by 36.5 
per cent. 

An exchange rate realignment has a pervasive effect throughout the 
economy, as against the temporary and limited influence of selective 
export incentive measures and administrative import controls. It can 
be expected to deal with the disequilibrium in the balance of payments 
through market forces so long as autonomous additions to domestic 
money incomes are avoided to hold down the price level. Trade policy 
was accordingly refashioned and liberal policy for imports was adopted. 
A revenue duty of 10 per cent ad xalorem introduced in February 1965 
was abolished. The duties on items of imports other than consumer 
goods were reduced. But in the event iafiationary increases in domestic 
money incomes were not prevented. In the context of the famine condi- 
tions in large tracts of the country and the political and social imperatives 
directly attributable to them, efforts to eliminate deficit financing were 


not successful. 

The beneficial results expected from devaluation were almost entirely 
frustrated by the failure of 1966 monsoon and the consequent setback in 
agricultural production in the 1966-67 season. Emphasis in the eco- 
nomic field had to be given to measures aimed at the short-term objec- 
tives while longer-term development and investment had to be allowed 
to suffer. The Fourth Plan due to start in April 1968 was not formulated 
and an interregnum in planning through five-year devciopmenta p ans 
ensued. It was clear that the need of the hour was to achieve a measme o 
stability in the economy before the pace of progress could be resum or 
accelerated. Whentherupeewasdcvalued. sireable exterwl ^^istanre 
was secured with a view to providing for the minimum food needs o e 
population and to reactivate as quickly as possible the surp us capaci y 
in large sections ofindusiry following a cut back in import o raw ma e- 
rials and components. The Aid Indian Consortium pledged non-projcet 
assistance of S 900 million to support Ihc import liberalialion p 0- 
gramme adopted in June 1966. Aid aulhonzations propo 
creased from S 1,362 million in 1965.66 to S 2,0S2 million in 196M7. 
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a InuTJ"! of moasoon, however, brought about 

^’'""0™“;* ooonomic activity. Though in money terms 

order s in the. “ economy during 1966-67 was of the same 

fomario^ we ■" ■nvelmrat. because the prices of inputs of capital 
TiafJr. 1 • h'S^ier. The rate of investment as a proportion of 

national income declined to 12.2 per cent from 13.8 per cent in 1965-66. 
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receip s own from $ 422.7 million in 1965-66, during which they 
ere assisted by the inflow under the National Defence Remittance 
c eme, o 5.6 million in 1966-67, the current account deficit in the 
balance of payments widened over the year by S 65 million to S 1,373.4 
overall deficit, a net drawing from the Fund of 
5 130 million had to be made, which was ihore than double that in 1965- 
66 when the amount involved was S 62.6 million. 

The Fourth Plan should ordinarily have commenced in 1966 on the 
expiry of the Third Plan but for these exceptional difficulties experienced 
by the economy during 1965-66 and 1966-67. Though the necessary 
preparatory work had been undertaken and a Draft outline was brought 
out in August 1966, the finalization of the Fourth Plan was delayed due 
to the severe stresses which developed in the economy and as, with the 
lapse of time, many of the assumptions and estimates of the Draft out- 
hne were no longer valid. A revised Draft of the Fourth Plan, 1969-74, 
was published in April 1969 and this was later adopted with some modi- 
fications by the National Development Council in March 1970. 

In formulating the revised Fourth Plan, the successes and failures of 
Indian planning so far, the trends in the economy and in particular the 
experiences of 1965-67 played an important role. The Fourth Plan 
aims at development in conditions of stabiliD’ and reduced uncertainties 
the former being dependent upon the supplies and prices of agri- 
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cultural commodities particularly of food and the later through minimiz- 
ing dependence on foreign aid- Recognizing the close inter relationship 
between the level of prices, ability of the Government to raise resources, 
P/an outlays, industrial activity and export growth, the Fourth Plan 
aims at a continuing increase in agricultural production and building of 
sizeable buffer stocks to even out supplies of foodgrains. As an essential 
pre-requisite to relative staKIily, the Plan emphasizes the need to mobi- 
lize internal resources in a non-inflationary manner and to relate the 
Plan outlays to the possibility of raising resources without giving rise to 
inflationary pressures. The Plan also seeks to safeguard the growth 
rate against uncertainties of external resources by reducing the country’s 
dependence on foreign aid; and from this point of view, if is planned to 
do away with P.L. 480 imports, while foreign aid net of amortization 
and interest payments is proposed to be reduced by about half of the 
present level hy the end of the Fourth Plan. As an important step 
towards the goal of self-reliance, the Plan aims at securing balances on 
international account by limiting the growth of imports to manageble 
proportions through increased agticultural and industrial production and 
by providing for an increase in exports of about 7 per cent a year. 

With these policy objectives in view and in order to accelerate the 
pace of economic activity so as to provide productive employment and 
bring about signifleant improvement in living standards, the Plan pro- 
vides for an initial outlay of Rs. 24,882 crorcs, of which Rs. 15,902 crores 
or over 60 per cent would be in the public sector. Of the total public 
sector outlay, as much as 24 per cent is allocated for agriculture, 
irrigation and flood control, 21 per cent for industry and minerals. 
20 per cent for transport and communication and another 15 per cent 
for power. 

The total requirement of external resources during the Fourth Plan is 
estimated at Rs. 10,050 crores comprising imports valued at Rs. 9,630 
crores, net outgo of Rs. 140 crorcs on account of invisible transactions 
and a repayment of Rs. 280 crores to the International Monetary Fund. 
This is exclusive of total debt service payments (amortization plus 
interest) estimated at Rs. 2,2S0 crores. This order of foreign exchange 
requirements will have to be met out of external assistance and export 
earnings. In accordance with the policy objective of reducing depen- 
dence on foreign aid, the aggregate external assistance (net of loan repay- 
ments) required during the Fourth Plan is estimated at Rs. 2,614 crores. 
thus leaving the balance of foreign exchange requirement amounting 
to Rs. 7,436 crores to be met out of export earnings. This implies that 
export earnings will have to go up from about Rs. 1,365 crores in 1968- 
69 to about Rs. 1,900 crores in 1973*74 or at a compound ra'e of about 7 
per cent per annum- According to the Plan, this order of growth rate in 
exports does not appear to be beyond reach if a proper reorientation is 
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brought about in institutional arrangements and policies for export 
promotion. 

Aggregate external assistance until the end of March 1969 has amount- 
ed to $ 13,614 million out of the total authorization of S 16,546 million, 
leaving the outstanding amount of aid at S 2,719 million* available 
for use from 1969-70 onwards. Loans account for S 11,207 million of 
the total assistance authorized, the share of grants being $ 1,038 milhon, 
and that of P.L. 480/665 aid and Third Country Currency assistance 
$ 4,301 million. Similar break up of utilization till the end of 1968-69 
was S 8,664 million of loans, .S 996 million of grants, S 3,954 million of 
P.L. 480/665 and Third Country Currency assistance. The carry over 
consists of $ 2,524 million in loans, S 42 million in grants, and $ 153 
million in P.L. 480/665 aid and Third Country Currency assistance. 

Wliile it is impossible to form any kind of a historical view of the 
nature of problems and difficulties which were responsible for the very 
large gap wliich has been persisting between the commitment and dis- 
bursement of aid to India, it is possible to draw attention to some of 
them. India is, in a sense, a pilot project in the matter of international 
aid to a developing country. No doubt there had been a Marshal Plan 
before, under which massive aid had flown from the United States to 
war-devastated Europe. That kind of an approach was apparently 
not acceptable in the very different conditions under which aid was 
sought by, and being given to, India. India had first to prepare her 
Plan before aid could be pledged for if. By the time most of the aid 
giving countries had considered the Plan and were ready to make their 
commitments towards it, some months of the Plan period had already 
elapsed. Even after pledges were made at the Consortium meeting, it 
took a good deal of time for bilateral agreements to be negotiated and 
signed tmder which specific projects were picked up for financing by 
different members of the Consortium. And it was only thereafter that 
the whole physical process of starting construction, ordering and install- 
ing machinery cotild be taken in hand. On the Indian side too, much of 
the preparatory work which could have been not only started but com- 
pleted before external aid w’as actually committed for different projects, 
was, as the Rao Committee pointed out, delayed for one reason or 
another. Once the project did get to a start, the pace of disbursement 
of aid was linked to the deliveries of plant and equipment for which order 
had been placed abroad and this, in the case of major projects, meant 
something like 2 or 3 years. 

While procedural problems did contribute to the delays in the dis- 
bursement of aid, the study of aid utifization and attendant problems, 


*Adjusted for the devaluation of pound sterling and Danish Kroner in November 1967 
and also for lapsed amounts in respect of P.L. 480 assistance. 
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n-hich has been going on /roni year lo year both in India and in the 
countries and international institutions ^ving aid to India, has resulted 
in many changes affecting some of the fundamental assumptions on 
which aid was being sought and given. The process is a continuing 
one. It is, however, possible to discern the main directions in which 
progress has been taking p/ace. 

First add foremost, there has been a growing recognition, both in 
India and outside, of the importance and value of aid which is not tied to 
projects. The basic consideration underlying this change is the fact 
that the gap in resources which external aid to fill in a developing economy 
is not to be measured by the cost of the direct import requirements of 
machinery and equipment of identifiable projects. In the last analysis, 
the gap is a gap between domestic savings and investment which, unless 
it is filled by an inflow of capital from outside, must result m inflationary 
pressures at home and balance of payments difficulties abroad. Other 
arguments have also been used to justify non-project aid, such as the 
indirect import costs of equipment and material delivered from domestic 
factories for Plan projects, the importance of getting the utmost produc- 
tion out of installed capacity as against creating additional capacity, 
the consideration that when aid is tied both to a country and to named 
projects, the recipient of aid usually has to pay a much higher price for 
what it imports, and finaJly, that the Plan consists not merely of pro- 
jects, but of programmes in the field of agriculture, education, transport, 
health, etc., whose foreign exchange requirements cannot be covert by 
project aid. The proportion of non-project aid has, as a result, pro- 
gressively increased from about 2€ per cent of the aid authorized (ex- 
cluding P.L. 480 assistance) during the Second Plan to 40 per cent in the 
Third Plan. It went up to 45 per cent in 1966*67 and to 82 per cent in 
each of the years 1967-68 and 1968-69. 

The other favourable trend which is discernible is in regard to the 
terms on which aid is offered. laidaUy, much of the so-called aid which 
India received was really in the nature of commercial credits. Interest 
rates were commercial rates and consequently high. The repayment 
period was also very short. Thus in the Second Plan, the average rate 
of interest charged worked out, on rough basis, to 4.6 per cent. The 
average for the Third Plan on a similarly rough basis has come down to 
4 per cent. Loans from the Internationa! Development Association, 
as well as from the Agency for International De%-elopment of the U.S. 
Government carry only nominal annual payments in the nature of service 
charges rather than interest proper. Crrfits from other sources too have 
beenshowingade/inite improvement in regard to terms— both a lowering 
of rate of interest and spreading of repayments over longer period of 
time. During 1966/67-1968/69 the ascrage, therefore, calculated on the 
same rough basts has declined to around 3 per cent per annum. 
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Welcome and helpful as these trends have been, much more clearly 
needs to be done over a longer period of time, given the balance of pay- 
ments prospects of India. Debt servicing has been a growing burden on 
the Indian economy and it has been pre-empting a progressively rising 
share of the country’s export earnings. Outlays on debt service on 
official loans alone have escalated from less than 3 per cent of the coun- 
try’s export earnings in the First Plan period to about 13 per cent in 1961- 
62 and nearly 25 per cent in 1966-67. This ratio was around 27 per cent 
in each of the two years, 1967-68 and 1968-69. 

The combined effect of the various qualitative short-comings, despite 
quantitative adequacy, in regard to the aid which India has been receiv- 
ing, was reflected in the continuance of an extremely tight foreign exchange 
situation in which industry continued to operate well below capacity in 
many sectors, adequate fertilizers could not be imported to meet the 
farmer's need and the rate of growth was slower than India or her friends 
could feel happy with. 

The Role of Private Foreign Capital: The flow of aid from Government 
to Government discussed above is a relatively new development. Nor- 
mally, the external resources which a country needs and can have at its 
disposal are obtained by way of inflow of foreign capital or by the coun- 
try’s own export effort. Historically, the inflow of private foreign 
capital has made a major contribution to the development of economies 
like those of the U.S.A. and Canada. Even today there are large 
movements of capital from one country to another. The view, there- 
fore, is often expressed that if the developing countries of the world do 
enough to attract private foreign capital, the external resources, which 
they need for their development, can be found without any aid at 
Government level. 

Such a view, though it still has its adherence among those who believe 
in the doctrine of laissez-faire and have an ideological bias against 
governmental action in the economic sphere, has rapidly lost ground in 
The last two decades, and in the light of the experience gained, it is now 
widely recognized that the volume of private foreign capital investment 
likely to go to developing countries, even if there was complete freedom 
on both sides in the matter, would quantitatively and qualitatively be' 
inadequate for their needs. Investment opportunities in developing 
countries continue to rise. The fields in which private foreign capital 
seeks opportunities for external investment are limited — with mining 
and extractive industries in general being among the most important 
because such investments have to be made "wherever the mineral resources 
exist. On the other hand, there are so many sectors of the economy in 
which developing countries have to invest, such as education and health, 
power and transport as also a variety of industries which have a high 
importance in national development plans which are likely to be un- 
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sioitable or unattractive for private investment. 

Quite apart from these limitations of size and scope, countries ex- 
periencing balance of payments difficulties have to take into account the 
cost of servicing foreign investment. Many developing countries, 
including India have such a heavy debt repayment burden that they are 
being cautioned against accepting credits on commercial terms as distinct 
from aid terms. Considering that equity investment must in the long 
run earn more, usually much more than Joans, it would be difficult for a 
country, which shuns private foreign capital, to service foreign invest- 
ment unless it imposes restrictions on remitanecs which inevitably lead 
to a drying up of fresh investment. Even though initially the remittance 
burden on new private foreign investment is not necessarily high because 
dividends can only be earned after the project begins to earn profits and 
upto a point profits are retained for plough back rather than remitted, 
over the long run retained proGts increase earnings and thus the remit- 
tances. 

To say this is not to suggest that private foreign capital cannot play a , 
useful and a valuable role in helping development in a country like India. 
There arc proj'ects whose contribution to strengthening the country’s 
balance of payments either by saving imports or by stimulating exports 
would far exceed the cost of serviciogcomroerciaJ debts or private foreiga 
Capital. With the tremendous shortage of capital that concerns most 
developing countries, the attempt must be to maximize the availability 
of capital and as neither domestic capital nor aid can meet the needs of 


types of technology, ranging from the more sophisticated products of 
recent invention to managerial skilk of a specialized nature arc difficult 
to obtain except through some form of collaboration* with a firm which 
is operationally making use of them. It is this realistic approach that 
lies belund the policy of the Government towards foreign capital and 
know-how and led the Government to announce towards the end of 
1968 the industries (a) where foreign investment may be permitted with or 
without technical collaboration; (b) where foreign tcdmical collaboration 
may be permitted but not foreign investment; and (c) where foreign 
collaboration (financial or tecnichl) is considered necessary. 

That private foreign capital has an important role to pby in the 
country’s economic development has been recognized by the Government 
of India as is reflected in its various policy announcements made from 
time to time. In fact, a specific provision was made in the Third Plan 


MTus Survey Report on Foreign Collaboration in Indian Industry published in J 96S 
^he Resene Bank of Indu watams comprehensive detaUs of imports of faio*-how 
aid managerial skills by the Indian IndiBtry. 
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for an inflow of Rs. 300 crorcs of private foreign capital as part of the 
external resources required for the Plan. Table VI gives a broad idea 
of the magnitude and the trends in the private foreign capital inflow 
during 1956-1966 

The main points that emerge from the data shown in the Table are 
that though the level of gross inflow during 1962-66 is somewhat higher 
than in 1956-61, it has shown wide fluctuations; that the gross outflow 
has been higher, and that as a result, net inflow representing net transfer 
of resources to the country has been lower and uneven. 

Accent on Exports: In the final analysis, country has to pay for its 
imports in terms of exports. In a sense, this pattern of exchange is 
symptomatic of the economic maturity of a country. Indeed, there is 
no doubt that if there is a choice between paying for imports through 
current exports or through foreign loans, the former is much to be pre- 
ferred, if only because foreign loans entail a large and recurring liability 
which has to be met over a period of years in terms of additonal exports. 
Since the amount that a country can currently export is a function of, 
among other tilings, the absolute size of its current production, a poor 
country suffers from a severe limitation on both the size and the growth 
of exports. India has been no exception to this rule. 

In order to understand the policies which India has adopted for getting 
over some of the chief obstacles to increasing exports, it may be useful 
to indicate very briefly the main problems in the field. The h'mitations 
of the absolute size of the country’s total production relative to its 
population has been alrady referred to. Again, while in a country where 
per capita real incomes are extremely low, a certain increase in consump- 
tion per head is virtually unavoidable on humam’tarian grounds; and 
such an increase, however marginal, superimposed on a rapidly growing 
population involves both a rise in imports and an adverse effect on the 
export availabilities of many items of its output. 

Further, costs in a growing economy are often high, at least initially, 
owing to various factors, such as sub-optimum' scales of production, the 
high cost of capital and of technical skilL, high transport costs and often, 
inefficiency. These costs tend to decline at higher scales of production 
and with the g^o^vth of factor supplies. 

There are, however, some more deep-seated problems to be faced by 
an underdeveloped country trying to increase its exports. As a rule, 
each such country has a traditional export pattern made up of raw mate- 
rials with which it has been endowed by nature. Tea, jute, cotton, oil- 
seeds, mineral ores are the kind of things winch India has been exporting 
for a very long time. Some of these items have also been processed 
into semi-manufacture or manufetures and been exported. The scope 
for expanding the exports of such traditional items suffers from many 
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handicaps. As the manufacturing industries grow, the domestic demand 
for their product goes up and less is available for export. Countries al- 
ready industrialized, which have their own industries of a similar kind, 
adopt protective policies to limit the volume of imports from developing 
countries. Last but not the least, advances in technology keep on 
providing new synthetic substitutes for natural raw materials. The 
prospect of expanding the traditional exports is, therefore, severely 
limited. 

The attempt to diversify exports by producing new articles is equally 
frustrating. As a rule, new industries set up in developing countries 
do not have the advantages of scale of production, which industries 
already established in more advanced countries have. The high cost of 
capital and of technical skills also makes it difficult to export in competi- 
tion with the industries of the more advanced countries. While a newly 
established industry can enjoy protection in the domestic market as an 
infant industry, any attempt to overcome the handicap of initial higher 
costs in export markets is apt to meet various obstacles. It is not sur- 
prising, therefore, that many developing countries in formulating their 
plans for development concentrate on industries which will help to 
reduce imports rather than industries which will help to increase exports. 

When the Third Five Year Plan was being formulated, a determined 
effort was made to provide for a substantial increase in exports. As 
mentioned earlier, the target for the total export earnings of Rs. 3,700 
crores has in fact been achieved, the actual realizations being Rs. 34 
crores higher than this figure. The annual performance has been as 
follows : 


TABLE VII 
Exports of F.O.B. 


Year 



U.S. S Million 

1960—61 



1,324 

1961—62 



1,404 

1962—63 



1,430 

1963—64 



1,684 

1964—65 



.1,683 

1965—66 



1,546 

1966—67 



1,535 

1967-68 



1,673 

1968—69 

... 


1,823 


In contrast to the virtual stagnation in exports during the first two 
Plans, the export performance during the Third Plan was satisfactory. 
The increase in the first three years of the Third Plan was the result of a 
rise in quantum as well as unit values of exports, diversification of the 
commodity pattern of exports and penetration into new markets. The 
pause in exports during the last two years of the Third Plan was due to 
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the decline in agriculture-based items of export (e.g cotton and jute 
textiles) in the wake of shortages of raw cotton and raw jute. In 1966-67 
however, exports declined sharply owing primarily to the severe setback 
in agricultural output, and to some extent due to the downtrend in inter- 
national prices of primary products. 

The more recent trends in Indian exports bear out that the new export 
policy initiated in the wake of deviUuation of the Indian rupee has had 
its impact and that the decline in exports in 1966-67, the immediate post- 
devaluation year, was due to factors extraneous to the new export policy. 
An important aspect of the export performance since 196'^-6& is the basic 
change brought about in the commodity pattern of Indian exports by 
the new export policy which has for Us basis the development of non- 
traditional export items. The improvement in the export levels of non- 
traditional commodities was more striking than the overall increase in 
exports. The main non-traditional exports, such as engineering goods, 
iron and steel, iron ore and chemicals which totalled $ 175 million in 
1965-66 rose to $ 347 million in 1968-69. Between 1960-61 and 1965-66 
these items had increased from $ 93 million to S 175 million. Exports 
ofengineeringgoodsiocresedfroro $37 million in 1965-66 to $ 92 million 
in 1968-69; iron and steel rose by $ 79 million to S 105 million; and 
chemicals showed an increase of 39 per cent to S 32 million. The earnings 
from iron ore rose by 33 per cent to reach a sizeable level of S 1 18 million 
reflecting partly the enhanced role of state trading In the exports of iron 
ore. On the other hand, the major traditional items, such as jute manu- 
factures, tea and cotton textiles have shown declines between 1965-66 and 
1968-69 due to high raw materia! costs and keen external competition. 
Thus, the spurt in exports in 1967-68 and 1968-69 was largely due to the 
rapid growth of exports of non-traditional items which in turn is attri- 
butable to the new export strategy devised in J966-67 to make the de- 
valuation of the rupee elTective. The indications are that the rising 
trend in exports, particularly of non-tradiljonal items, may continue- 

IV. Conclusions 


Scarcity of foreign exchange has in fact been the pivotal difficulty in 
economic planning in India. The realization of this has progressnely 
grown since the latter half of the Second fiie Year Plan. India does 
not have perfect or even approx/matedomestjesubstit uies for some of the 
foreign products needed to carry out the investment programmes. At 
the Same time, the secular demand for India’s major commodity exports, 
such as jute and tea appears sluggish, that for minerals and other raw 
raatcriak, volatile, while exports of xoch products as steel aud lijltt 
cuEmeering goods can be expected to iotpmve sutetaut.ally over a very 
long period of time. While India mtist stnve hard as it has been doing 
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to develop exports as also invisible foreign exchange earnings, clearly it 
will require some substantial continuing inflow of foreign assistance in 
the next decade or so. 

Given its natural endownraents and size, India has it within its capacity 
to achieve a viable self-sufficiency within a reasonable spectrum of time 
provided adequate external resources are made available in the mean- 
while. The hey day of foreign aid in India w'as reached during the 
formative period of the Third Plan. Outlook for adequate foreign 
assistance flows, however, varies, as could be expected, from time to 
time. The labours of the Second United Natons’ Conference on Trade 
and Development held in New Delhi early in 1968 do not seem to have 
been as successful in regard to the quantum of developmental assistance 
flows as the developing countries, including India, hoped for. These 
changes in aid outlook have, of course, to be taken in stride by the 
developing countries even though the lower the size of the flows the 
farther the prospects of achieving self-reliant growth recede in time, 
India would certainly strive to do so. 

There arc also two aspects of aid flows which merit attention irres- 
pective of their size in case of most developing countries and certainly in 
case of India. First, whatever the quantum of external aid, it should be 
so available that it can be used in such an efficient manner that it contri- 
butes to the development of the recipient economy to the optimum level. 
This implies that the time taken in putting through a specific investment 
and bringing it up to the productive stage is reduced to the minimum 
from the point foreign assistance is arranged for the purpose. We 
have earlier referred to the considerable delay in the early part of the 
Third Plan in aid utilization and the subsequent measures taken to 
improve the position. Efficiency of foreign aid from the recipient’s 
point of view is also affected by the aid being tied as to source. It is 
estimated that source tying involved a reduction in the real value of aid 
and, therefore, in its productive potential in relation to the quantum of 
assistance given, of between 12 and 13.5 per cent in case of Pakistan in 
1960-63. For Tunisia, the direct cost of source tying of the United 
States assistance in 1965 has been put on a conservative basis at 20 per 
cent. Indeed, in respect of the total global assistance extended by the 
United States in 1965, aid tying to purchases within the Um'ted States 
. put up the prices of aid-financed commodities 17 per cent above the 
world market prices. To the extent that the assistance is in the form of 
loans, there is a further effective deduction in the real value of aid in 
that the servicing payments are proportionately higher in relation to the 
real aid received. 

The second aspect demanding immediate favourable action on the 
part of those who provide assistance relates to the terms on which assis- 
tance is given. India’s own position in regard to debt servicing has 
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already been referred to. Prospect! for erports from aid receivm. 
developing countries, including India, are not too bright even on the 
most optimistic assumptions. The debt service burden on these coun- 
tries must, therefore, be significanUy reduced as soon as possible. India 
has fortunately already started receiving relief on this score from some 
ol her aid givers to meet her immediate difficulties Over the longer 
term, however, not only must there be substantial reduction in the 
interest charges and in the annual repayment instalments but the pro- 
portion of the loans in the total external resources inflow needs to be 
arastfcally reduced. It would not be improper to recall here that what 
was given after the World War II to the economies in Western Europe — 
with aif their fund of soplusticated technological, entrepreneurial and 
other organizational skills and destruction only of their physical capital 
— to effect their reconstruction, was Marshall Aid. As much as 95 
per Cent of it was extended as grants and only 5 per cent as loans. The 
loans also involved very liberal terms as to interest and repayments. 
They had.a maturity of 35 years and earned interest at 2} per cent per 
annum payable annually, but without interest payments for the first 
3J years from the inauguration of the programme at the end of 1948. 
The amortization payments began in July 1956, / e., 4 years later still, 
and it was still provided that postponement or alteration or other modi- 
fications in the loan terms could be affected by mutual agreement if 
adverse economic conditions prevailed in any country. The total 
amount involved in this exercise of U.S. magnanimity after World War 11 
was no less than $ 13.6 billion, S 12.5 billion of which m grants and 
only $ l.t billion in loans. Annual disbursensents amounted to $ 6.1 
billion in 1948-49, S 3.8 billion in 1949-50, $ 2.3 billion in 1950-51, $ 1.4 
billion in 1951-52, at which levels they worked out to 2.3 per cent, 0.4 
per cent, 0.8 per cent and 0.4 per cent of the gross national product of 
the U.S. in the respective years. Before the inauguration of the Marshall 
Aid programme, the U.S. and Canada agreed in 1945 to lend as much as 


nearly S 5 billion to the U.K. repayable in 50 equal annual instalments 
with a grace period of 5 years and interest charge of only 2 per cent per 
annum, with the additional proviso of an automatic waiver of interest 
payments in any year in which the U.K. found itself suffering from the 
balance of payments difficulties. If advanced countries require such 
massive flows with such overwhelming grant element to recoup losses 
caused by war largely to their phyrical capital alone, surely India and 
other developing countries need and should be given even more liberal 
treatment in the matter of externa! assistance if they arc to provide 
socially tolerable levels of growth for their very poor populations. 

The current trends in aid, however, are not encouraging. In the clos- 
ing years of the first development dc^e, the volume of foreign official 
aid has been stagnant as is borne out by the fact that the quantum of aid 
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has not kept pace with the growth of national product in the rich nations. 
The doubt has now arisen whether the developed nations will continue to 
provide assistance to developing countries at all. There seems to prevail 
in the rich countries a spirit of disenchantment with aid; with the result 
that the verj' purpose and feasibility of aid seem to be in question. 
This is partly due to the misconceptions and unrealistic expectations 
on the part of developed countries in regard to the duration of the 
development process; and partly due to the feeling that developing 
countries have not been making proper use of aid. There has also been 
a lessening of support for genuine development aid due to the increasing 
complexity and urgency of domestic problems in the aid giving countries. 

There has been a similar feeling of disenchantment in the developing 
countries as well, though for different reasons. In the developing coun- 
tries, there are signs of frustration and impatience and a measure of 
disillusion about the very nature of aid relationship. Development was 
often regarded in these countries as a continuation of the political struggle 
and as a rsult, the elimination of foreign rule was expected to open up 
avenues for early and easy prosperity. The nature of obstacles in the 
way of development and the kind of decisions required to be taken to 
overcome them were not always understood. Thus, for instance, the 
need for expdrt growth w’as underestimated while agricultural develop- 
ment was usually neglected. 

Donors as well as recipients tended to expect too much too soon from 
aid as a supplement to the national development effort. Modernization 
and development of low income countries were viewed by both the 
donors and recipients as an attempt to repeat the Industrial Revolution 
with the result that too much attention was focussed on individual invest- 
ment projects rather than on the causes and results of slow progress. It 
also became clear that while aid givers were particularly interested in 
whether recipients made efficient use of resources placed at their disposal, 
such interest often gave rise to friction, misunderstanding and mutual 
irritation. Viewed in this context, the present donor = recipient relation 
ship does not seem viable for any length of time and a more purposive 
attitude to foreign aid is called for. Aid for development means more 
than a simple transfer of funds. It means a set of new relationship 
which must be conceived as an exercise in co-operation and partnership. 

The publication by the World Bank of the Pearson Commission s 
Report which is appropriately called “Partners in Development”, was 
timely. The Comnussion on International Development was set up by 
the World Bank in August 1968, under the chairmanship of Lester 
B. Pearson to review the impact of external assistance on the development 
of poorer nations over the past two decades, to identify the reasons for 
its success or failure and to evolve a long-term strategy for aid with a 
%’iew to enlarging the flow of development finance — bilateral and multi- 
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lateral. The Commission in its Report submitted to the World Bank 
President in September 1969, has made a series of far-reaching recom- 
mendations for increasing the flow of resources in the seventies from 
developed to developing countries. The more important of these re- 
commendations are: (1) official development assistance be raised to 0 7 
per cent of each donor country's Gross National Product by 1975 and in 
no case later than 1980; (ii) aid funds should be made available for 
periods of at least 3 years to ensure continuity in the flow of aid; (lii) 
reduction in the interest rate, lengthening of the maturity periods and 
progressive untying of aid ; (iv) liberal use of long-term debt rescheduling 
and refinancing; (v) World Bank lending should be made available at 
subsidized interest rate to the developing countries suffering from grow- 
ing debt burden; and (vi) substantial increase m the resources of the 
International Development Association. The extent to which these 
recommendations will be implemented depends largely on the developed 
nations — their attitude to development aid, their approach to the 
general problem of economic development and the spirit of co-operation 
and partnership they are inclined to display in this great endeavour. 



chapter XV 


RENTS AND WAGES 

The endeavour is to examine the behaviour of rents and wages in the 
Indian economy in recent times, and to reflect upon the forces that deter- 
mine rents and wages in the socio-economic context of this country. 
To the extent data are available, the analysis will be quantitative in 
character and the degree as \vell as the direction of change will be sought 
to be determined. But apart from this, some qualitative aspects of rents 
and wages and the mechanism for the control of rents and wages will 
also be discussed. Though the analysis relates generally to the post- 
independence period, and particularly to the era of planm'ng, beginning 
with the year 1951 and spreading over India’s first four Five Year Plans, 
occasional comparisons with the pre-independence period are also 
undertaken. 

The study is divided into four parts, Part-I dealing with agricultural 
rents, Part-II with non-agricultural (urban) rents, Part-Ill with non- 
agricultural (industrial) wages and Part-I V with agricultural wages. 
The treatment of rents and wages whether in the agricultural or the 
non-agricultural sector cannot obviously be exhaustive, for, even as 
rents are of numerous varieties and pertain to several types of property, 
wages are of many categories and apply to several levels and grades of 
labour. It is not possible to deal comprehensively with the behaviour 
of rents for all manner of agricultural and urban property — land in its 
several varieties, residential accommodation of various categories and 
premises used for non-residential purposes, such as ofiice accommoda- 
tions, shops, warehouses and hospitals, to name leading categories. 
Nor is it possible to give a very exhaustive treatment of the wages of 
agriculture and industrial workers divided as these workers are into 
munerous grades which are differentiated on the one hand by the levels 
of earnings and technical skills and, on the other, by types of occupation 
— manual and mental, skilled and unskilled — and types of industnes 
— ' traditional and modern, pubhc sector and private sector. An attempt, 
however, is made to analyse the rents of the dominant categories of lands 
and buildings in the agricultural and the urban sectors, and the wages 
of the main categories of workers, particularly organized workers, in the 
industrial sector and the generality of workers in the agricultural sector. 
In studying rents and wages, one has to be conscious that one is dealing 
with the rewards of two important factors of production, rents being the 

turn on the ownership of property, for allowing its use by others, and 
wages being the reward to workers for giving their labour. Interest 
earnings, which are the reward for allowing the use of one’s capital by 
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Someone else, and profits, which arc deemed to be the returns to ones 
entrepreneurial skill, risk-taking and successful operation of business, 
are the other major rewards to productive factors and are dealt with 
elsewhere. 


A. RENTS 
I. Agricoitoral Rents 

The nineteenth century, for the first time, brought a situation in India 
in which land became a valuable asset to hold in order to earn rents as 
distinct from being used for agricultural purposes to obtain income 
from the process of cultivation. This emergence of land as a valuable 
rent-yielding property was obviously due to the growth of population 
and the consequent growth of towns and the opening-up of the new 
channels for trade and communication in the country-side through the 
development of the railway, the emergence of ports, etc. The pre- 
nineteenth century phenomenon of an unlimited supply of land In rela- 
tion to a meagre population thus came to an end and the demand for 
land, for the first lime, began to e.^cecd the supply then available, making 
it necessary for those who wanted to use land to pay rents to landowners. 
The problem of high rents in agriculture first noticed on a wide scale in 
the nineteenth century, became a country-wide phenomenon in the first 
half of the twentieth century and the demand for rent reduction became 
a major objective of social policy on the part of reformers, intellectuals 
and the national leadership. The adverse supply position in relation to 
demand led landowners to step up rents, evict tenants from time to time, 
indulge in rack-renting and thus cause great hardship to the tenantry. 
Peasant disturbances quite often had their roots in these phenomena of 
rack-renting and evictions and land-hunger grew quite seriously. These 
tendencies began to manifest themselves so sharply by the 1940 s that, as 
soon as independence was secured, the land reform movement took a 
very definite shape and brought immense pressures to bear upon various 
administrations in different parts of the country to frame compreheiuive 
land legislation for security of tenure on the one hand, and for the reduc- 
tion and subsequent abolition of rents on the other. 

Factors Determining Agricultural Rents: After the beginning of the era 
of planning, most State Governments under the gmdance of the Planning 
Commission and the Central Government framed comprchcnsis ® a- 

tions for rent reduction and other land reforms. Bylhistime.thc 
and supply situation with respect to land had become quite acute, an 
is an asset whose supply cannot be increased readily. Irrigation an 
reclamation programmes arc not easy’ to administer an the resources 



1014 


THE GAZETTEER OF INDIA 


required to bring additional lands under the plough arc generally very 
large and often beyond the reach of small peasants. Even so, recent 
estimates show that between 1951 and 1961, grass-cropped land increased 
by about 16 per cent, thanks to reclamation, irrigation and double- 
cropping. Tliis was, no doubt, a very welcome feature at a time when 
the demand for land was growing very rapidly owing to a population 
gro^\'th of 21.5 per cent and an income growth in real terms of about 4 
per cent over the decade. By all accounts, the increase in the demand for 
land was faster than the additions to supply, with the result that the 
market value of land increased phenomenally while rents, which re- 
present the price to be paid for the use of land, also showed considerable 
increase. An additional factor which kept land-hunger or the demand 
for land growing very rapidly was th.Tt new jobs in the non-agricultural 
sector, though increasing by more than a million each year, were not 
increasing fast enough to cause a net shift of the population from the 
agricultural to the non-agricultural sector. The pressuies of agricultural 
populations on agricultural land continued unabated and, in fact, in- 
creased further, with the result that agricultural rents had a built-in 
tendency to increase quite rapidly. The economic forces of demand and 
supply \vere bound to bring about generally increasing rents in all sectors 
and no less so in the agricultural sector. 

Land Reforms and the Mechanism for Agricultural Rent Control: It was 
in the face of these economic forces which tended to push up rents that 
the attempt of the land reform movement to reduce the burden of agri- 
cultural rents must be appreciated. The main planks of land reforms in 
almost all the States of this country w'ere (a) security of tenure for all 
those tenants who had been cultivating lands for, say, five years; 

(b) reduction of rent burdens wherever these were shown to be excessive; 

(c) the right on the part of the tenant to purchase the land from the 
landowner at a price generally lower than the “free” market price of 
land and thus relieve himself of the rent burdens altogether. 
Legislations, of course, varied from State to State, but, by and large, 
wherever the tenant cultivator and the landowner agreed to the 
customary or the prevailing levels of rent, the executive authority 
allowed these rents to prevail and did not interfere. But wherever a 
tenant found the burden of rent to be excessive, he could resort to 
Revenue Courts. Revenue officers would then revise the rent at such a 
level that it w'as no more than J to ^ of the value of the gross produce of 
the farms. There were, however, several exceptions. To illustrate, 
until recently, the State of Tamil Nadu permitted the landlord’s share in 
the produce to be as high as 60 per cent while the tenant cultivator only 
got the remaining 40 per cent. This was revised later, but even in the 
revised set-up, tenants continued to pay 25 per cent to 40 per cent of the 
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produce as real depending upon whether the landowner did, or did not. 
Contribute farm capital to the operation of the farm. 

Under the celebrated Zamindari Abolition Act of the State of Uttar 
Pradesh — ■ the first comprehensive reform of its kind in this country — 
an occupancy tenant (a permanent and hereditary tenant) had two op- 
tions. He could continue to pay the rent of land but pay it to the 
Government rather than to the absentee landowner who was, of course, 
given a compensation in order to forego the ownership of the land. 
Alternatively, the occupancy tenant, could pay as a lumpsum a value 
equivalent to 10 times the annual rent or, in instalments, a sum equal to 
12 times the annual rent and, thus, acquire the ownership of land. As 
soon as the payment was completed, the burden of rent was reduced by 
half; the remaining half was deemed lo be land revenue and was received 
by the State. 

In erstwhile States, such as Bombay, Hyderabad and many others, a 
tenant-cultivator, who had occupied the land for some years and was 
described as a permanent or a protected tenant , could venture, within 
prescribed limits, to buy up land from his landlord by paying about 8 
to 10 times the annual rent. This multiple of rent actually worked out 
to be much less than the market value of the land and by buying up land 
so cheaply, it became possible for the tenant to acquire ownership rights 
and avoid further rent payment. After the acquisition of ownership 
right, the new owner did not pay rent but only paid land revenue which 
was a mere fraction of the old rent. The India Land Reform Movement 
thus aimed at the abolition of rents altogether in course of time, as 
tenants acquired full ownership rights or as owners resumed their lands 
from their tenants, within prescribed limits, for personal coltiration. 
Thus, there svas to be a return lo peasant proprietorship and an elimina- 
tion of the superfluous layers of non-owning, rent-paying cultivators 
and non-cultivating, rent-collecting, absentee landlords. Only one pay- 
ment, namely, land revenue — paid by the owner-cultivator to the 
Government — was to survive and rent, which was an intermediary 
payment from the tenant to the landlord was to be abolished. 

It is interesting to note, however, that the tenantry in tWs countiy di 
not generally take full advantage of the measures to rrfuce rents of agri- 
cultural lands or of the measures enabling tenant-cultivators to purchase 
their lands and have rents abolished, l-css than 20 per cent of the teiunt* 
cultivators went to the Revenue Courts and pleaded for rent reductions. 
It was perhaps in the nature of things that owing to the great shortage ot 
land and the increase in land-hunger, the bargaining position oftenams 
shouldbecompromiscdseriously. Moreovcr.inday-to-day et ® 
the tenant is tied with the landlord at many points, and the social 
existing in Indian rural society did not make it easy for tenant o p ea 
openly against their landlords and ask for rent reduction. 
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Even so. what land refomis could not achieve in a big way in terms of 
rent reduction, inflation and the growth of productivity betw'een 1951 
and 1965 appear to have achieved quite successfully. The point is that 
rents in Indian agricultural society arc fixed in three different ways: 
rents are settled in terms of so many tonnes of produce per hectare or in 
terms of so many rupees per hectare or, indeed, as such and such a per- 
centage, say, 30 per cent of the produce. In the first category, the 
absolute rent wluch is a given number of tonnes per hectare could not be 
reduced. But even so. the increase in productivity per hectare made the 
existing rent a smaller percentage of the increased produce and, thus, re- 
duced rent burdens per hectare. In the second instance, where rents were 
fixed as so many rupees per hectare, the growth in the productivity per 
hectare and, more so, the increase in the price of the product, considerably 
enhanced the value of the product from every hectare of land; and so the 
given number of rupees fixed as rent came to be a smaller proportion of 
the value of the produce and constituted a smaller burden. Only in the 
third category, where rents were fixed as a percentage of the produce, 
did an increase in the volume and/or the value of the produce result in a 
simultaneous increase in rents and no alleviation of the rent burden. 
These arc share-crop rents, and it is precisely in this type of rent fixing 
that the tenantry suffered heavily. 

Share-Cropping Rents : The discovery on the part of landowners that the 
adoption of share-cropping arrangements and fixing rents as a percentage 
of the produce was an excellent way of dodging many important planks 
of land reform, appears to have led to an increase in subtle share-cropping 
arrangements whereby the actual tenant is not formally rccogmzed as 
tenant but is only deemed to be a farm servant. There is either a servant 
deed made between liim and the landlord or, indeed, there is no deed at 
all but a mere oral lease. This arrangement at one stroke nulh’fics all the 
rights of the tenant — the right to security, the right to have rents reduced 
and the right to purchase the land of the landowner within specified 
limits and, thus, save himself from excessive rent payment. From all 
accounts, the area under this kind of share-cropping tenancy is not 
only large, but has been on the increase lately. A recent study by 
Ladejinsky’^ in five districts of India in different States confirms this belief. 
Ladejinsky finds rent burden among share-cropping tenants in the Tanjorc 
district of Tamil Nadu to be between 60 and 66 per cent in numerous cases. 
Other districts like West Godavari, Ludlu'aha and Shahbad are not very 
different in terms of high rent payment and subtle tenancy arrangements. 
An offshoot of excessive rents obviously is the reduction in the incentive 
to cultivate land with improved techniques and with a greater intensity of 
investment per hectare. Moreover, share-cropping tenants, burdened with 
excessive rents and with no record of the lease, find it very’ difficult to 
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obtain loans from co-operative and other organizations, public and pri- 
vate and at best secure very meagre quantities of credit. 

In order to reduce the burden of oppressive and exploitative rents 
and give to the share-cropping tenants their due rights under tenancy 
reform, including the right to fair rent, the most important thing is to 
identify these tenants who are often camouflaged as farm servants. The 
real test of their identity will be whether in addition to giving their labour 
they are also contributing working capital or flxed capital to the farm. 
For, if they are contributing capital and not merely labour, the presump- 
tion ought to be that they are, in fad, tenants and not merely wage 
labourers. In that case, their tenancies should be forthwith recorded, 
the security of their tenure guaranteed, their rents reduced to a ‘fair’ 
level and their right to purchase the lands which they cultivate should be 
granted. Such an identification of share-cropping tenants is by no 
means an easy matter, as the approach of each single farm hand has to be 
individually made. Luckily, the population Census of 1961 included 
in its schedules questions about people’s right to the land they occupy 
and the area so occupied. It turned out from the census data that 
about 23 per cent of India’s total cultivated land is under one fonn of 
tenancy ^or another. As the land openly declared to be under tenancy 
cultivation in the village papers and in the Censuses of Land Holdings 
(conducted in the middle of 1950's) works out to be about 12 per cent, 
it would appear that the additional U percent or so of land area stated 
in the population Census of 1961 to be under tenancy arrangements is 
under concealed share-cropping tenancies. On this additional 11 per 
cent of area, agricultural rents arc obviously very high and several 
studies are available to show that these rents range between one-half to 
two-thirds of the value of aops produced. 

In order to be able to identify the tenants individually, enter their 
titles in the Record of Rights in the sillagc and have rents subsequently 
reduced, it has been suggested that a committee be formed at the village 
level. This committee might deal witli one or a few villages and cou 
consist of representatives of tenants, of landowners and of the tenant- 
cum-landowner category. It is probably better to add to this group a 
Government representative, preferably of the Land Revenu^e Depart- 

c - , ■ . M • • • ■ ‘‘‘"S 
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rights recorded, rents can be reduced to fairies els — about l/4ihto I /6th 
of the value of the produce. , , 

Just as a large percentage of permanent or protected tenan $ 
could have taken advantage of the prowioa of rent reduction, ' 

in fact, taken this advantage, so also the right of the tenants to pure e 
the land at less than the market price has not been adequate y u 
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Tlus seems surprising at first sight, especially when land is said to be a 
very crucial asset for which there is great demand both on economic 
and social grounds and when the abolition of high rents automatically 
follows as soon as ownership rights are acquired by tenants. On de- 
tailed consideration, however, there seems to be some justification for the 
tenants not taking advantage of the right to purchase. The new owner- 
ship which such a purchase will grant is not the same as the old one; 
that is to say, the new right is hedged with many qualifications insofar as 
one cannot mortgage or sublease one’s land, nor use it for non-agri- 
cultural purposes, nor, indeed, add to it easily owing to ceiling limits or 
future acquisitions. Secondly, even though the new ownership rights 
can be acquired relatively easily by paying only, say, 10 times the annual 
rent, it requires the amassing of some capital and one has to go out of 
one’s way to do so. And finally, there is a general feeling among pro- 
tected and permanent tenants that if the new law has already given 
security, permanency and hereditary rights, there is no particular reason 
to acquire formal ownership especially since capital has to be amassed 
and since existing rent burdens, for one reason or another, have already 
become tolerably low. 

Magnitudes of Agricultural Rents; Thus, on about one-fourth of the 
agricultural land surface, tenancy cultivation with rent payments seems 
to continue; of this about half the area would appear to be subject 
to rather excessive rent payments, ranging anywhere between 40 to 66 
per cent of the value of the produce, while the other half, which com- 
prises recorded tenancies, pays relatively low rents which may well be 
between one-sixth to one-fourth of the value of the produce, in some 
cases, slightly more. 

In order to give an approximate idea of the rents paid for leasing-in 
agricultural lands in different parts of the country and in different size 
groups of farms, we produce from the Fatm Management Studies con- 
ducted by the Ministry of Food and Agriculture, Government of India 
some data in Table 1 about rents and their relation with the value of 
output. It is noteworthy that generally rents per acre decrease as the 
size of holding increases. This suggests — and there is other evidence 
too to support this contention that in larger holdings bad land consti- 
tutes a greater share. That output per acre declines as holding size in- 
creases also suggests the correctness of this hypothesis. Since both rent 
and gross output decline per acre with an increase in holding size, and 
decline more or less in the same proportion, rent as a percentage of out- 
put has no tendency to increase or decrease with holding size. 

But the regional variation in rents per acre and also in rents as a 
percentage of output are quite remarkable and land reforms do not seem 
to have brought about much regional equafity. In the dry tracts of 
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erstwhile Bombay, for instance, rents are between Rs. 6 and Rs. 18 per 
acre and constitute between 10 and 20 per cent of output. But in the 
wet areas of Andhra Pradesh rents are as high as Rs. 150 to Rs. 210 per 
acre and amount to as much as40to60 per cent of output. Inthetwo 
selected districts of erstwhile Madras rents range between 20 and 35 per 
cent and in the Punjab between 30 and 40 per cent of output. 

TABLE I 

Rents Per Acre and as Per C«it of Gross Output Per Acre b; Size of Farm 



Souree: Studies In the Economics of Farm Aramtgemeni, Ministry of F A 

Agncutture, Government of India. f.,.,..,,,, 

(‘) ^UmatM of rents ate by 

Economic Growth and are based m the otaates in 
Management undertaken by the Go^•e^unent of 
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II. Urban Rents 

In this section the rents of non-agricultural lands, (generally urban 
lands) and of buildings, both residential and non-residential, in urban 
areas are dealt with. Not only the levels of rents and their recent 
rates of change, but also the factors influencing these levels and rates, 
the machinery for controlling rents and the degree of success in the 
operation of this machinery are discussed. 

It is important to note that the rent of land, being the price to be paid 
for the use of land, depends upon the supply of land and its demand, 
the latter being derived from the use to which land is put. The main 
use of urban lands, of course, is for building purposes and, therefore, 
the rents of urban lands must in the ultimate analysis be related to the 
returns from buildings, whether of a residential or a non-residential 
character. Thus in large metropolitan centres where the supply of land 
for building is very limited but the demand for building is extremely 
heavy, the result is a more intensive use of building, a tendency to increase 
the number of storeys in each building, and an increase in rent per unit 
of space. The total rent of the building on any given area of land 
increases by leaps and bounds and this in turn enhances the rents of 
lands on which these buildings are constructed. Thus the real 
explanation of the rents of urban lands is to be sought in the rents of 
buildings constructed on these lands and hence land rents are seen to 
be a derived phenomenon. 

The crucial factors in recent times which have raised the demand for 
buildings and hence their rents, as also the rents of urban lands, are the 
dual phenomena of population gro\\th and urbanization. India’s 
population which used to grow at a rate much less than 1 per cent per 
annum before 1921, registered between 1921 and 1951 a gro^vth rate of 
about 1 per cent per annum, thanks to the decline in the death rate conse- 
quent upon the control of infectious and contagious diseases and the 
control of famines, etc. Side b}' side with this, a colossal process of 
urbanization manifested itself as a result of many important factors 
such as industrialization, lack of job opportunities in rural areas, con- 
centration of war-time industries in cities and post-independence migra- 
tion of displaced persons. This process w'as at its peak betw^een 1941 
and 1951 and the rate of urbanization during this decade had no parallel 
in the historj’^ of this country. The ratio of urban population to total 
population which was only 13.9 per cent in 1941 increased to 17.3 per 
cent in 1951, the rate of urbanization (defined as percentage variation in 
the percentage of urban to total population) working out to be as high 
as 24.6 per cent. Between 1951 and 1961, the ratio of urban to total 
population only rose from 17.3 to 18.0 per cent, the rate of urbanization 
being only 4 per cent compared to 24.6 per cent in the previous decade. 
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Even so, the increase in urban population m absolute terras was quite 
alarming, the decennial rate of growth — both from natural sources and 
from migration from the rural to the urban sector - working out to 41 
per cent in 1941-51 and about 35 per cent in 1951-61 
The period from 1941 to the present times has thus seen an 
growth of towns and cities. Urbanization is caused partly 
emergence of new towns where there were no toww before and p«t y 
by the addition to the size of population centres. iTius, viU^« ^om 
small towns, small tosvns grow into largo towns, largo 
citias, cities grow into major cities and these m tnrn 
metropolitan e'entres. An increased density of 
areas which urbanization brings aboul, causes tbe ^'m^ud for budd ng 
for all purposes to rise sharply in relation to thetr *“P^ . 
buildings are pushed up remarkably in the process 
i„ impact on the rears of lands ou which buildings ™ 

sating factor, however, is that addittoual lands ™ , 

agricultural to urban uses and this additional ">PP'!' 'tte 

prices and the rents of urban Were it not for this fact of 

growing towns and cities than m tbe centres. 

availability of agricultural lands for urbaa P^P”*”’ ^ Hq, 

of lands and buildings, would have been much higher than wnat 

actually have been. , ^ „ hundincs and lands in urban 

Even as the rent to be derived f'"” , 1 , 5 capitalized 

areasgrows.thepriceofbuildin^an^an s^w ^ outstanding features of 

value of rents, grows accordingly. One , , j and 

the last decade or so has been an abnormal increase in 

in the value of buildings. „„ ntban lands and buildings are 

Phenomenal increases m the rents of residential 

bound to cause great hardships, both to en and of land 

and other accommodation and to many the limits of their 

who constantly find the prices of property risi relatively 

purse. Salary-earners. acquire property whUe a 

fixed incomes, find it increasingly difficult t ^ landlords to evict 
tight demand siliiation relative to supplies cuahles 
tenants, increase rents and cause sennus inco ^ 

Urban Rent Control Machinery; war anrthereafier. had 

this phenomenon during the Second or control mechanism 

devised ways and means for rent con to . m-iiom sized cities, 

applied generally to rents of buildings in ar^ towns. 


but did not exist, for all practical or around a “rt^o 

j •. -u..* Mn c p mwvanied as “fair 


common method applied is that renU y ® accepted as “fair' 

date, for a given Eving space of a ^n q .icected not to raise ih 
rents; and landlords, under control orders, 


the 
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rents of their premises from time to time. The rent control machinery 
also prevents evictions of tenants except (a) on grounds of non-payment 
of rent, (b) on grounds of damage or misuse of property, and (c) if the 
owner of the building wishes to use the building for his own personal 
requirements (provided there is ample proof that he does not have alter- 
native accommodation and genuinely requires his own building). 

By and large, in large cities rent control has been a great boon to 
millions of tenants, who otherwise would have found the ruling “free"’ 
market rents quite intolerable. But rent control cannot be said any- 
where in the country' to be an unqualified success and has in fact been 
seriously abused in many cases. Changing tenants, raising rents of new 
tenants — and indeed of existing ones — under threat of eviction, acquir- 
ing the possession of buildings on the plea of personal use and letting 
them out after a wliile to other tenants at higher rents, demanding a 
special payment called a pagri, which is the price for vacating an occupier 
and admitting a new occupier in the premises are fairly well-known 
abuses in cities like Bombay, Calcutta, Delhi and Hyderabad and indeed 
in smaller cities and towns. Even when the rent control order is enforced 
rigorously, new and subtle ways of dodging the control are discovered. 
While the rent for the building might formally be stated in the lease deed 
to be a controlled rent quite acceptable to law, additional rent is charged 
on the grounds that the premises are furnished or certain items of equip- 
ment are provided. This, in the majority of cases, is just a method of 
charging extraordinarily high rents by showing the value of furniture 
and equipment etc., to be much higher than it actually is. Not only do 
rent increases occur owing to excessive demands by the landlords in 
many surreptitious tvays but many a tenant, finding himself in a pitifully 
weak bargaining position and faced with an absolutely impossible situa- 
tion regarding accommodation, readily accepts rent increases, and so the 
process continues. 

In certain cities like Delhi, after 1947, accommodation was in extremely 
short supply compared to the demand which got augmented owing to 
extraordinary factors, such as the partition of the country and the tre- 
mendous influx of displaced persons. It was argued that in order to 
boost up the rate of house construction, rent controls should not be 
introduced ; for that might dampen the im’tiative to construct more build- 
ings at a rapid pace. This near-absence of control no doubt resulted in 
a rapid expansion but also brought in its train great hardship to middle 
and lower-middle classes who had to cut down on many essentials of 
life in order to provide for rent. 

Pagri: That rents of urban buildings in large cities are not allowed by 
law to increase, has led to the emergence of many alternative modes by- 
passing legislation. Some of these modes have already been mentioned. 
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One of the most prominent devices m large cities has been the pagri 
system. When, for somewhat compcUing reason of Ins own, the tenant 
has to leave a building, the landlord takes advantage of the opportumty 
of obtaining a substantial sum caUcd/wgr/to do the favour ofieltingthe 
building out to the new tenant. More often than not, the out-going 
tenant himself demands the pagri before leaving the building and handing 
it over to the landlord or to the neat tenant whom the landlord would 
like to accommodate. There is another reason for charging a pagri. 
While accommodating a new tenant the landlord might want to charge 
him a rent much higher than the controlled rent — that is a rent which 
the market can bear. The new tenant may cleverly agree to pay high 
rent and may subsequently go to the rent controller and have his rent 
reduced to the controlled level. To safeguard against such a contin- 
gency, landlords collect an advance payment which is pagri. In theory, 
pagri is notlung but the capitalized value of the difference, wholly or in 
part, between controlled rent and the uncontrolled, free-market rent 
which equates the demand for buildings with the limited supply. In 
actual reality, however, there are many factors which do not make fWs 
logic come entirely true. The important point, however, is that pagri 
exists and those who wish to acquire control of the premises— whether 
they be owners who want to get accommodation for their own living or 
for subsequent leasing or whether they are new tenants — have to 
pay a rat^r forbidding sura which taxes their capacities unduly and, 
in fact, in numerous cases, prevents people from shifling from their 
present unwholesome apartments to other better ones. 

The pagri system has been known to exist in the metropolitan cities of 
Calcutta and Bombay for many years. It did not exist in Delhi, Madras 
or Hyderabad, but has been emerging quite rapidly in these, and some 
other urban, concentrations. As many a desperate tenant in search of 
accommodation is willing to pay either advance /’flgri or advance rent 
for several months or even years, it has become possible for many a 
landlords to construct whole buildings with these advance payments. 

Lesels of Rent and Other Details in Selected Cities: Appendix I gives 
some details about house rents from socio-economic surveys and other 
studies undertaken in the cities of Bombay, Calcutta and Lucknow. 
These details, which are illustrative rather than exhaustive, indicate the 
levels of rents for premises of different types and formerent magnitudes 
of floor space, percentages of occupants in different rent brackets and the 
relation tetwren rents and incomes. 

B, WAGES 
I. Icdosfrlal Wages 

Wage being the reward for labour depends, like the reward for any 
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Other input, on its supply in relation to demand. Indeed, the wage 
rates of any specific category of labour — skilled, semi-skilled, unskilled, 
etc. — is seen to depend on the supply of and the demand for that 
category of labour. Factors on the supply side comprehend such matters 
as the cost of subsistence or of education and training of workers, the 
agreeableness or onerousness of work, the desire on the part of the 
workers to offer their labour in the market and the strength of the work- 
ing class as determined by their collective bargaining position, etc. 
Factors on the demand side have obviously to do, among other things, 
with the demand for the commodity in the production of which the 
particular variety of labour is involved, and the value of additional product 
obtained by adding one more unit of labour. Actually, the determina- 
tion of the wages of any given category of w’orkers, as indeed the 
determination of the general wage rate, has been the subject of great 
controversy and has led to the development of alternative theories which 
vie with one another in explaining such issues as the level of wages, the 
differentials between the wage level of different categories of workers 
and the rate of change of wages of one categorj' of workers singly or 
vis-a-ris the wages of other categories. 

In what follows in this section will reflect upon the level as well as rate 
of increase of money wage rates (and wherever possible money earnings) 
of workers as a whole and some specific categories of workers for which 
data are available. We also examine the change in some other important 
variables with which W'ages must be linked up if a fruitful casual analysis 
is to be conducted. Periods of economic development are characterized 
by inflationary tendencies during which both prices and wages move 
upw^ards. In such periods, it is essential to know whether w'ages have 
been catching up with prices or have been falling beliind. To be able to 
examine this, the rate of increase of money wages or earnings has to be 
seen in the context of the rate of increase of the -general price level, in 
particular, the price level of w'orking class consumer goods, if an idea of 
change in the real earnings of labour is to be obtained. Here, not only 
are the earnings of all workers, but also of particular categories of workers 
of interest. Wlule some w’orkers may have beaten the price line by hav- 
ing their wages stepped up rather rapidly, others may never have caught 
up with prices and might have ended up as net losers in the bargain. 
This may be particularly true of unorganized workers who liave no 
simple mechanism for having their earnings stepped up in line with rising 
costs of living. It may also be true of salary earners and professional 
workers whose earnings are generally known to be more sluggish in their 
upward march, though perhaps sticky in their downw'ard movements. 
Thus, taking price increases over the period as a norm, one has to com- 
pare the relative increase in the wages of important categories of workers 
for which data are available. 
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Yet another meaningful comparison is between the rate of increase 
of wages on the one hand and the rate of increase of earnings of other 
factors of production such as land, capital and entrepreneurship. Such 
a comparison obviously reflects upon the relative position of the work- 
ing class vis-a-vis, the owners of property, such as lands and buildings, 
the owners of other forms of capital and the captains of industry who 
are the recipients of profits. In a country which has aimed in all its 
developmental plans at a more and more equitable distribution of the 
national product between various classes and factors of production and 
whose policy is consciously geared to an increase in the share of the 
down-trodden and the weaker sections of the community, particularly 
wage workers, it is important to ask how the relative share of factors 
of production, especially the share of labour, has altered. 

And finally, there is the major issue of the diflercntials between the 
earnings of different classes of workers or workers in different occupa- 
tions. 

Changes in Money Earnings: Tabic II reveals a comparison between 
money earnings per factory worker and national income per head at 
current prices over the decade 195U1961. It would appear that money 
earnings per worker had increased roughly from lOO to 138 over the 
decade, t.e. by a little more than 35 per cent per annum while per capita 
income in the same period increas^ from 100 to 122 , that is at an ave- 
rage annual simple rate of about 2.2 per cent. Factory workers, thewfore, 
would seem to have improved thdr money earnings over this decade no 
merely in absolute terms but also vis-a-vis an average member 
Indian society and this is quite understandable in the case of orgam^ 
workers. What is not so certain is whether unorganized workers in the 
Country, whose earnings cannot rise as rapidly as those of the organize 
working class, were able to show a gain in one sense or another. 


TABLE n 

Trend* in All-India Arerage Anwo! Money “ 

and Per Capita National Income 


A Yens f anntiot 
formngspff faetory 
nwiker (1951-100) 


1952 

1953 

1954 

1955 


Per capita national 
Income at curretti 
prices (1951-52-100) 


122 

130 (P) 
138 (P) 


(P) means ‘provisionar Arrin954 P ^25. 

Source: Reserxe Banlc ofloduBullelia. Apni i 
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Table III gives the average annual money earnings of factory workers 
(earning less than Rs. 200 per month) between 1947 and 1960, sepa- 
rately for most States of the country and, indeed, for the country as a 
whole. Similar data for 1961 to 1969 are available in Table IV, but 
for workers earning less than Rs. 400 per month. These data are seen in 
Tables V and VI in the form of an index with .base as 1951/1961. 
Annual percentage rates of change in the money earnings of factory 
workers drawing less than Rs. 200/400 per month have been worked out 
in Table VII and are seen in columns 3/5. It would appear from this Table 
that in the years prior to 1961 money earnings in Mysore (Karnataka) and 
Andhra Pradesh recorded the fastest rate of increase (7.3 and 5.5 per 
cent per annum respectively) among all States; Madhya Pradesh, Madras 
(Tamil Nadu), Orissa and West Bengal registered an annual percentage 
increase between 3 and 5; Bombay (Maharashtra) and Uttar Pradesh 
between 2 and 3 per cent; while Assam, Bihar, Punjab and Delhi 
registered figures ranging between zero and 2 per cent per annum. 
Rajasthan was the only State to register a negative rate, that is, a 
sUght decrease in average annual earnings at a rate of 0.8 per cent. 

During the period 1961-69, on the other hand, a remarkable similarity 
emerges in the rate of growth of money earnings of factory workers, 
among all the States of the country. The highest rate (for Kerala) and 
the lowest rate (for Bihar) are as close as 1 1 .38 per cent and 10.46 per cent 
per annum and all other States cluster between these two figures. The 
mechanism for collective bargaining through trade um’ons and allied 
machinerj' and the transmission of the demands of organized workers 
all over the country appears to have acquired extra-ordinary efficacy 
during this period. Without this hypothesis of quick transmission and 
standardization in practices for raising and setting wage demands, it is 
difficult to explain such a remarkably close convergence of the rate of 
increase of earnings all over the country. 

It is also possible to obtain from existing data the average daily earn- 
ings of factory employees who draw less than Rs. 200/400 per month. 
Tables VIII and IX give these daily earnings for all the States of the 
country in each of the years 1956 to 1961 and 1961 to 1968. Concentrat- 
ing on the year 1961, it turns out that the highest level of daily earnings 
of factory workers is found in Gujarat (Rs. 5.1), Maharashtra (Rs. 4.9) 
and Dellii (Rs. 5.0). Bihar, West Bengal, Madras (Tamil Nadu) and Uttar 
Pradesh show figures ranging between Rs. 4 and Rs. 5, while Andhra 
Pradesh, Punjab, Mysore (Karnataka), Orissa and Rajasthan record 
figures ranging between Rs. 3 and Rs. 4. Earnings of factory workers 
seem to be the lowest in Assam, Himachal Pradesh and Kerala and' 
range between Rs. 2.4 and Rs. 3 per day. 

On the other hand, the position in 1968 was as follows: . 



RENTS AND WAGES 


1027 


Maliarashtra and Madhya Pradesh recorded the liighest average 
daily earnings of organized factory workers — above Rs. 9 per day and 
were closely followed by Delhi and Gujarat. At the other extreme, while 
Tripura recorded an unduly low figure of Rs. 2.73, Jammu and Kashmir, 

ndhra Pradesh, Rajasthan and Punjab had daily earnings between Rs. 5 
and Rs. 6, all other States clustering between Rs 6 and Rs. 8. 

Changes in Real Wages: While the behaviour of money wages and 
earnings over time and space is interesting in itself, an even more meaning- 
ful questionis whether organized workers were able to record any improve- 
ment in their levels of living in real terms, that is to say, whether an in- 
crease in wage rates was higher or lower than the increase in consumer 
prices. 

Table X enables us to compare the changes in the index of money 
earnings between 1951 and 1960 with changes in all-India consumer 
price index. If the base of these indices is taken to be 100 in 1951, it turns 
out that money earnings of factory workers earning less than Rs. 200 
pet month rose under the impact of the Korean War from 100 in 1951 
to 107 in 1952 and stayed more or less at that level for 3 years. TWs was 
So in spite of the fact that these were generally years of falling prices and 
of a general relaxation in the inflationary atmosphere as a result of the 
end of the Korean episode; and indeed years of a relative abundance of 
food owing to very good weather conditions and the bumper harvests of 
1953-54 and 1954-55. That money earnings did not decline in spite of 
a decline in consumer prices shows In part the stickness of wages and 
earnings. The period between 1951 and 1955, therefore, was one of real 
improvement in the conditions of the organized working classes. The 
index of their real eanungs (col. 4 of Table X) increased from 100 to 
123.7. After 1956, the position began to worsen somewhat, for while 
earnings rose at a somewhat slow pace, all-India consumer prices rose 
from91.4to I18.I, i.e. by 29.2 per cent in the course of the Second Five 
Year Plan. Real earnings, ibcrcforc, decreased froml23.7 in 1955 to 
111.3 in 1960. But even so the level of real earnings in 1960 was II 
per cent higher compared to 1951 and over the whole decade the organiz- 
ed working classes could be said to have improved their position some- 
what. 

Table XI, however, confirms that real earnings of the working class 
'^hich. as shosvn earlier, started decreasing from 1956 onwards, contmu- 
ed to decrease during the 1962-69 period. The index of real eanunp 
(col. 4) stood at 98 in 1969 (base 1961=100) having in fact dipped to 
lower levels — 95 and 91 in 1966 and 1967 respectively. Tlwre is thus 

some esidence of near-stagnation, in fact a slosv worsening of iw 

organized working class position over nearly a decade and a half. 
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TABLE HI 

Average Annual Money Earnings of Factory Worken 

by States 


Andhra Pradesh* 

Assam 

Bihar 

Bombay 

Gujarat 

Kerala 

Madhya Pradesh 
Madras (Tamil Nadu) 
Maharashtra 
Mysore (Karnataka) 

Orissa 
Punjab 
Rajasthan 
Uttar Pradesh 
West Bencal 
Delhi 

Andaman & Nicobar Islands 

Tripura 

Ajmer 

Coorg 


All above States 


795.8 

946.2 

1,141.9 


887.1 

723.9 

1,047.3 


942.8 

983.9 
1,201.1 


993.0 

839.0 
1,028.4 


1950 

1951 

1952 

1,018.6 

1,017.9 

1,086.5 

1,059.1 

1,240.8 

1,413,5 

1,170.3 

1,270.5 

1,338.8 

936.8 

862.0 

876.8 

591.2 

664.9 

837.8 

680.6 

762.4 

853.3 

771.3 

756.0 

806.4 

933.0 

960.4 

1,002.0 

877.5 

942.3 

987.7 

1,061.6 

1,292.6 

1,340.5 


1,035.6 1,111-9 


Sources: 


Indian Labour Statistics (Labour Bureau), 1959 and 1962. 

Indian Labour Year Book — 1959, 1960, 1961 and 1962. 

available as the State was not in existence, 
included in those of Madras. The figure 
tn Madras from 1953 onwards arc, therefore, not strictly comparable 

to those for earlier years. 

* Estimated 

* Provisional, 
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HI 


Drawing Less Than Rs. 200 Per Month 
947.1961) 



TADLG IV 

Avcrago I’cr CapiCi AnnnaJ Money Kiimfiif's of EnipJoycos EarniriR Lc.s.; 'Ilian Rs. ‘100 Per Moiilli in iMan-iiidnsIries 
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Inflation had taken its full toll and h can be discerned that the unorga- 
nized working classes may not have done much better m respect of real 
wages per worker, whatever other gains they may have obtained. 

The improvement noticed in the real wages of the working class m the 
country as a whole during 1951-61 seems to have been shared by every 
region of the country. 

Table XU reflects upon this. Here is a comparison of changes in 
money wages per worker with changes in real wages among workers 
of different States. If 1951 W'ere taken as 100. it would seem that in 
almost every State the index of wages rose faster than that of consumer 
prices, leaving the workers everywhere better off m real terms as seen in 
column 5 of tWs Table. To illustrate, in the State of Assam, money 
wages rose between 1951 and 1961 from 100 to 132 while consumer 
prices, in fact, declined somewhat from 100 to 98, thus maldng the 
workers better offin real terms; so much so that the index of real wages 
rose from 100 to 135 over the decade- Taking yet another illustration, 
tWs time from West Indio, it can be seen that in the State of Bombay, 
money wages rose over the decade by 32 per cent while consumer prices 
rose only by I? per cent, thus resulting in an increase in real wages by 
about 13 percent or roughly 1.3 percent per annum There is no excep- 
tion in any of the States to this trend towards improvement in real wages 
and the level of living judged by these data seems to have gone up 
everywhere among organized but low-paid working classses. Ho^veve^, 
it is not established that there was much improvement in the decade 
I961-1971 as we sltall soon see. 

While one must not lay too much stress on State-wise comparisons 
from the data given in Table XU alone, it can be staled that the fastest 
increase in real wages per worker was recorded in the State of Orissa 
(100 to 163 over the decade) and the next fastest increase in Madras 
(including Andhra Pradesh) (about 50 per cent over a decade) Bihar 
registered an increase of 39 per cent, Assam of 35 per cent, Punjab of 
per cent. West Bengal of 19 per cent and Bombay of 13 per cent over 
the decade. 


Wages In Relation to Other Factor Payments; As indicated earlier, the 
point of interest lies not only in estimating whether or not wage rates 
rise faster than consumer prices, but also whether they rise more or css 
fast than the money earnings of other factors of pro action sue a 
interest on capital, profits of entrepreneurship, rents frorn pro^rty an 
salaries and earnings of professional workers. Table XI ena esus 
reflect, at any rate partially, on this important phenomcnori 
in w'agcs rclativ'e to the earnings of other factors of pro urtion. 
be Seen that if 1952-53 were taken as 100, the a/crage 
earnings of factory workers drawing less than Rs. 200 per mon . ro>e 
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TABLE V 

Index Number of Money Earnings of Person? Employed in 




1947 

1948 

1949 

1950 

1951 

1952 

(Base: 

1953 

1. 

Assam 

71.2 

76.1 

91.6 

98.4 

100.0 

109.8 

123.0 

2. 

Bihar 

73.7 

78.1 

S1.9 

96.8 

100.0 

118.5 

117.9 

3. 

Bombay 

76.6 

90.1 

96.5 

91.3 

100.0 

104.8 

104.9 

4. 

Madhya Pradesh* 

80.3 

95.9 

99.8 

118.9 

lOO.O 

95.1 

99.S 

5. 

Madras* (Tamil Nadu) 

S9.4 

98.4 

116.2 

90.4 

100.0 

132.1 

130.4 

6. 

Orissa 

57.6 

77.3 

80.2 

86.3 

100.0 

112.4 

115.6 

7. 

Punjab 

8S.6 

96.9 

130.7 

115.3 

100.0 

105.3 

114.6 

8. 

Uttar Pradesh 

67.8 

91.0 

102.0 

96.0 

100.0 

103.4 

105.9 

9. 

West Bengal 

61.3 

77.7 

91.8 

94.8 

100.0 

102.5 

103i 

10. 

Delhi 

58.7 

71.2 

71.2 

76.7 

100.0 

100.0 

98.7 

11. 

Ajmer 

61.7 

76.9 

77.4 

93.0 

100.0 

100.4 

825 


States submitting returns 

71.0 

85.0 

95.4 

93.7 

lOO.O 

107.1 

107.7 


Source: Indian Labour Statistics, 1962. 

*Figures for 1958, 1959, and 1960 do not include those from Madras (including Andhra) as the latter 
are not asnilablc and hence are not strictly comparable. Figures for 1959 for Madhya Pmdesn 
have been repeated for 1960, as those for 1960 arc not available. If estimated indiees for Madras 
(including Andhra Pradesh) arc taken into account, the combined indices for all States submntins 
returns for 1958, 1959 and 1960 would be 121.4, 124.0 and 132.9. 


BEms AND WAGES 


1033 


actories Earoing L«s Than Rj. 200 Per Month by Sttics 



118.2 137.1 153 2 181.3 I42.4 168.7 1563 

120.0 119.4 104.8 113.2 110.8 120.9 140.0 

990 103.4 lll.O J]],4 115.4 1192 1306 

106.7 1025 111.0 149.7 129 8 135 0 1350 

123.4 156.3 137.7 149.0 *— *— *- 

106.5 119.3 II4.8 122.3 126.1 150.8 156 3 

1183 125.0 129.7 131.9 153.7 10a4 126.6 

100.1 98.5 101.1 112.7 112.3 115.3 119.3 

111.8 117.1 120.4 122.4 125.1 127.6 133.2 

99.8 102.8 112.2 115.9 106.2 106.5 123 3 

93 6 137.6 


107.7 113.1 115.4 120.8 II8.8* 121.7* I3I.4* 1376 143.1 147.5 153.5 



TABLE VI 

Index Numbers of Money EnruMj-s Less Than Rs. 400 Per Month in Industries (I'JOl^-lOO) 
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All-Slates 105.6 108.0 114.1 124.7 139.3 151.3 160.4 166.0 

Source: Indian Labour Statistics, 1967, 1971. 

♦Provisional 
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Annual PerccnWgc Rate ef Change of Annual ^toney Earnings of 
tne Factory Workers Dratking Less Than Rs. 200 Per Month 


Andhra Pradesh +55 

Assam -fl'3 

Bihar 4.o'5 

Afaharashtra +2 5 

Kerala 

Madhya Pradesh +4.4 

Madras (Tamil Nadu) +4 4 
Mysore (Karnataka) +7.3 
Orissa 4.3 5 

^fljab 4.0.2 

Rajasthan __0 a 

UttarPradesh +2.3 

WestBangal +3.4 

. +1.6 


equation of the type log W^a+bT where W is money earnings 

*2116 number of year for which data it available is not sufficient for the purposes of 
calculation of 'Annual Percentage Rate of Change*. 

TADLE VIII 

Atcrage Dally Earnings of Factory Employees Drawing Less Than Rs. 200 Per Month 



available * ibtnMonjl . » t, 

irnw. relating to onlythoscSlatesforwhichfiguresofascragccaiiy e 

•pes arc shown above. ^ , 

Ra^S- Workshops^’®'®"'''*"'^ States and Indodc Defence Faciones. but exclude 

Ann.al R.tm, under Ihe Pnymunt oTWreo AM. 1M6 ns quuirf in Indinn 
Labour Journal. 




1036 


THE GAZETTEER OF INDIA 


TABLE IX 

Earnings of Factory Employees Earning Less Than Rs. 400 Per Month, 1961-68 



1961 

1962 1963 1964 

1965 

1966 

1967 

1968 

Andhra Pradesh 

4.18 

3.38 3.77 3.23 

3.75 

4.22 

4.65 

5.58 

Assam 

3.41 

3.34 3.68 3.62 

4.80 

5.61 

5.89 

6.13 

Bihar 

5.51 

5.38 5.63 5.37 

6.28 

6.40 

6.70 

7.61 

Gujarat 

5.37 

5.46 5.34 5.83 

6.69 

7.41 

8.39 

8.39 

Haryana 

— 

— 



— 

5.92 

5.67 

7.35 

Jammu and Kashmir 

— 

— 

3.02 

3.14 

4.83 

5.18 

5,29 

Kerala 

2.89 

2.90 3.08 3.15 

3.54 

6.77 

7.68 

7.13 

Madhya Pradesh 

5.45 

6.33 5.66 6.43 

5.70 

8.17 

8.87 

9.08 

Maharashtra 

5.41 

6.04 6.12 6.43 

5.70 

8.17 

8.87 

9.08 

Mysore (Karnataka) 

4.19 

4.24 4.83 6.52 

7.29 

6.09 

5.70 

7.30 

Orissa 

3.57 

3.86 3.81 5.31 

5.93 

5.81 

7.01 

6.54 

Punjab 

4.05 

4.13 4.06 5.20 

5.24 

5.31 

5.56 

5.74 

Rajasthan 

3.49 

4.31 4.09 4.58 

5.47 

4.14 

5.86 

5.56 

Madras (Tamil Nadu) 

4.39 

4.87 4.78 4.41 

4.91 

6.51 

7.13 

7.41 

Uttar Pradesh 

4.26 

4.56 4.63 .4.95 

6.40 

5.86 

6.59 

6.96 

W. Bengal 

4.69 

4.79 5.05 4.99 

5.55 

6.61 

7.21 

7.69 

Andaman and Nicobar 4.09 

4.44 4.54 5.54 

5.58 

5.46 

5.26 

6.14 

Delhi 

5.47 

5.91 5.61 5.83 

7.18 

7.76 

8.07 

8.76 

Tripura 

1.16 

2.03 1.95 2.22 

2.15 

2.46 

2.33 

2.73 

Himachal Pradesh 

2.98 

4.60 2.83 4.46 

3.29 

5.71 

7.80 

7.60 

Goa 

— 

— 



— 

5.99 

5.08 

6.68 

All-States 

4.79 

5.01 5.1 1 5.42 

6.16 

6.70 

7.24 

7.65 

Source: Indian Labour Statistics, September, 1971. 



-- 




TABLE X 





Lidc.x Numbers of Real Earnings of Persons Emploved In Factories 



Eamini 

I Less Than Rs. 200 Per Month 






(1951-1960) 


(Base 1951= 

100) 




All-Jiidia Consumer 

Index of Real 

Year 

Index Number of 

Price Index No. 


Earnings 


Monev Earnings 

(base shifted to 

Col. 2 XlOO 




1951 = 100) 

- 


— 







Col. 3 


1947 

71.0 

82.80 



85.8 


1948 

85.2 

92.5 



92.1 


1949 

95.4 

95.2 



100.3 


1950 

93.7 

95.9 



97.8 


1951 

100.0 

100.0 



100.0 


1952 

107.1 

98.1 



109.2 


1953 

107.7 

101.0 



106.6 


1954 

107.7 

96.2 



112.0 


1955 

113.1 

91.4 



123.7 


1956 

115.4 

100.0 



115.4 


1957 

120.8 

105.7 



114.3 


1958 

118.8* 

110.5 



107.5* 


1959 

121.7* 

115.2 



105.6* 


1960 

131.4* 

118.1 



111.3* 



Source: ‘Labour Bureau’ as quoted in the Indian Labour Statistics — 1962. 

*This excludes figures from erstwhile State of Madras including Andhra 
Pradesh, and hence these are not strictly comparable with figures for , the 
previous years. If estimated figures for these States are taken into account 
the indices of money earnings for 1958, 1959 and 1960 would be 121.4, 124.0 
and 132.9 respectively and those of real earnings for the three years would 
be 109.9, 107.6 and 112.5 respectively. 
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TABLE XI 

lodezNomben of Real Earnlogs of Employees la Abaafacturing Iniiustnes and Mines 



All India Consumer 

Index Ko of money 

Index No. of real 

y«ar 

Price Index Ifo. (base 

earnings of factory 

earnings of 


shifted 10 1961 = 100) 

Workers 

factory workers 

1 

2 

3 

4 

1962 


106 

103 



109 

103 

1964 



94 

1965 


128 

97 


146 

139 

95 

1967 


ISl 

91 

' 1968 


160* 

94* 

1969 

• 169 

166* 

98* 


‘Provisional 

•Source: Annual Returns under the Payment of Wages Acf, 1936, as quoted In “Indian 
lakwur Statistics", 1971. 


TABLE Xll 

Index Numbers of Money and Real Wages in Major Slates 


(1951 >100) 


State 

Pear 

Money Hares 
per worker 

Consumer 
price index 

Kea! woms 
per worker 

1 

2 

3 

4 

5 

Assam 



97.3 

113.1 






















1961 

132* 


IJ4.8 

Madhya Pradesh 

1952 

1955 

1958 

1959 

1960 

1961 

95 

103 

130 

135 

N.A. 

N.A. 

96.5 

82.8 

1D3J 

10S.3 

107.0 

114.5 

93.4 

124 4 

125.6 

mn 

SA. 

NjA. 

Onssa 

1952 

1955 

1958 

1959 

1960 

1961 

112 

119 

126 

151 

157* 

170* 

85.4 

79.7 

93.9 

94.7 

100.0 

IW.l 

131.1 

149J 

134.2 

159J 

157.0 

163J 


bt consimud) 
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TABLE XII (Contd.) 




Money iragcr 

Consumer 

Real wages 

Stale 

Year 

per worker 

price index 

per worker 

1 

2 

3 

4 

5 


Uttar Pradesh 

1952 

103 

97.9 

105.2 


1955 

99 

83.0 

119.3 


1958 

112 

104.3 

107.4 


1959 

115 

104.3 

107.4 


1960 

119* 

105.3 

113.0 - 


1961 

121* 

108.5 

111.5 

Punjab 

1952 

105 

90.2 

116.4 

1955 

125 

82.4 

151.7 


1958 

154 

94.1 

163.7 


1959 

100 

99.0 

101.0 


1960 

127* 

100.0 

127.1.’ 


1961 

131* 

102.9 

127.3 

West Bengal 

1952 

103 

96.6 

106.6 

1955 

117 

90.2 

129.7 


1958 

125 

108.8 

114.9 


1959 

128 

107.3 

119.3 


1960 

133* 

113.2 

117.5 


1961 

134* 

112.7 

118.9 

Bombay 

1952 

105 

97.9 

107.3 

1955 

103 

85.2 

120.9 


1958 

115 

106.5 

108.0 


1959 

119 

115.9 

102.7 


1960 

131* 

117.9 

111.1 


1961 

132* 

117.0 

112.8 

Bihar 

1952 

119 

94.8 

125.5 


1955 

119 

73.4 

162.1 


1958 

111 

95.5 

116,2 


1959 

121 

93.9 

128.9 


1960 

125* 

93.9 

133.1 


1961 

132* 

95.2 

138.7 

Madras (including 

Andhra Pradesh) 

1952 

132 

98.6 

133.9 

1955 

156 

92.9 

167,9 


1958 

N.A. 

117.1 

N.A. 


1959 

N.A. 

124.2 

N.A. 


1960 

N.A. 

130,3 

N.A. 


1961 

202* 

135.1 

149.5 


^Provisional. 

Source: Indian Labour Statistics. 1963 (as given in the Resers'e Bank of India 
Bulletin, April 1964, p. 439). 


126.6 by 1961-62, that is to say at an average rate roughly of 3 per cent 
per annum. As the wholesale price index over the same period had 
risen by 23 per cent, that is, at an average rate of 2.6 per cent per annum, 
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the reul earnings of workers Could ha\e been said to hasc increased over 
this period. 

The same, however, cannot be siud of real earnings of faetor>' workers 
during the 1960s. Taking 1961-62 as 100 (as in Table XIV) the index of 
wholesale prices rose to about 180 in 1969-70. But the index of money 
earnings of factory workers (earning less than Rs. 400 per month) in- 
creased only from JOO to 166 in the same period The organued 
workers thus did not, on the whole, beat the inflation of prices. How- 
ever, this statement is more true in the early 1960s than in the later half 
of that decade. After the outbreak of the wheat revolution around the 
mid-1960s the price rise came under control until the outbreak of war 
with Pakistan in 1971- During this interregnum alone did the organized 
workers manage to get a higher real wage as a class. 

But wWIe these results refer to ihe earnings of organized workers, it may 
safely be presumed that unorganized workers, who hardly have an insti- 
tutional mechanism for having their wages stepped up, had a smaller rate 
of increase of their earnings than 3 per cent pet annum. Similarly, the 
real earnings of salary earners some of whom also do not have an obvious 
mechanism for wage increases while others have, but are not expected to 
utilize it fttlly — as is the case with civil servants and the army or the 
police force — most certainly rose at less than 3 per cent per annum. 

Iq like manner, judging by columns 6 and 11 of TableXIlland columns 
5 and 10 of Tabic XIV it is possible to say that in comparison with 
organized wages, interest earnings on Government bonds also rose less 
fast Over these two decades, the crude annual rate of increase of interest 
being only about 2.27 per cent in the 1950s and about 2.24 per cent In 
the 1960s. And finally, the price index of variable dividend industrial 
securities (company shares) which rcficcts in many senses the fortunes 
of the business community, including the profitability of enterprises, 
rose from 100 in 1952*53 to about 193 in 1961-62, that is, a rise of about 
10 per Cent per annum. In the following 9 jears the index with base 
1961-62 as 100 remained virtually unchanged in 1970-71. 

The period of two decades under consideration, clearly falls into two 
sub-periods. In the first sub-period uplo 1962 profit earnings and rents 
of urban property rose much faster than the w ages of organized W'orkers, 
a phenomenon which might have been expected in an inflationary period, 
such as India was going through since 1954. It is also clear that while 
rentiers and profit earners were easily able to beat the increase of prices 
and step up their real incomes as well as their money incomes by a big 
margn, organized workers were onlyjust able to keep pace with the cost 
of living. But from 1962 onwards when profits begin to stagnate and 
Government bonds virtually pay negligible returns, the relative camlags 
of w orkers increase even though the working class is not able to overcome 
the rapid rate of price inflatioa until the beginning of the agricultural 



■ Prices IVages Profits Interests 

Wholesale Average annual woncy earnings Prices of variable Interest rates on 3% conversion 

Vrar prices of factory workers drawing less dividend Industrial loans (19S6 or later) 

than Rs. 200 per month securities 
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transformation. 

As the most of workers in the society may be taken to be unorganized 
in the present stage of India’s development, it is, perhaps, fair pre- 
sumption that these unorganized workers, at any rate outside the 
agricultural sector, were not able to keep their head above the rising 
tide of prices and suffered some decline in real earnings. At best their 
purchasing power managed to keep pace with the cost of living and at 
worst declined “somewhat’’. This also seems to be the reason why, 
over the first 15 years of planning, the increase in India's real national 
income, and more so in per capita real income, has not been either marked 
or very noticeable. The average rate of increase of per capita real income 
has been of the order of 11 per cent per annum. It is worth reflecting upon 
that not everybody in the society clusters around the average rate of growth, 
and that the average improvement is made up of a rather spectacular im- 
pro ,ement in the fortunes of some and a less than average improvement, 
or even a decline, in the real standard of living of others. The analysis 


given above has tended to show that only profit earners and rent earners 
have experienced a growth of their earnings faster than that of other 
groups and, indeed, faster than the rate of increase of prices. But rent- 
earners and profit-earners are too few and the general feeling of pro- 
sperity or adversity cannot be the resultant of what happens to their 
earnings alone. It is the mass of the working class whose real earnings 
are likely to decide whether the community as a whole i eels better off 
or not. And here we have seen the result that organized wage earners 
alone have managed to beat the price line to some extent, while the 
mass of unorganized workers, salarj' earners and some professionals have 
either not managed to keep pace with the price increase or have,in fact, 


fallen beliind in the race for higher money and real incomes. 

The only other major category of great importance among working 
classes is that of agricultural worker-s. The changes in the earnings of 
this group vis-a-vis some other factors have been examined later in tliis 
chapter (Section IV),. But it may be mentioned here in passing that 


there are two categories of workers among agricultural wage earners -— 
those who derive their incomes partly from cultivating the bits of Ian 
which they hold either as o\raers or as tenants; and those who are Ian 
less agricultural labourers receiving a wage. It is the first category o 
workers who also do some cultivation of the soil who could not ave 
suffered much during the inflationary era inasmueJi as they obtaine a 
part of their income in the shape of agricultural commodities. e 
fact that the prices of these commodities were rising nearly' all thu time 
did not affect them adversely at all and to the extent they consunie 
these commodities directly they did not have to buy these in the ^ 
at ever-increasing prices. As a matter of fact, the situation a 
them favourably, for they sold these commodities at steadily in^rcasinj, 
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prices. The decline in the real value of their cash earnings from labour 
which followed price inflation was partly or wholly off-set through the 
gain they made as producers of agricultural commodities. It is only in 
the case of the landless agricultural labourers that the possibility of a 
decline in real wages over the decade in question cannot be ruled out. 
It is true that some of them got their wages in kind and, to that extent 
again, they were cushioned against the impjct of inflation. But wages in 
kind have iflcreasingiy lost ground in recent times owing to the rapid 
process of monetization of the economy that has been in progress. The 
emplojers of labour increasingly desire to fix wages in cash rather than 
in kind as inflation reduces the burden of cash payments.- And workers 
themselves desire cash payments in order to buy urban-industrial goods 
with cash. Thus cash payments arc becoming the rule in a large number 
of cases and account for a very large part of wages. Inflation did ca. 
info the value of these cash payments Insofar as the prices of commo- 
dities such as mill cloth and kerosene which agricultural W’orkers pur- 
chase with their cash earnings kept onTising all the lime and in some 
parts of the period rose at a rate faster than the prices of agricultural 
commodities — • landless wage workers have lost some ground during 
the inflationary period. The only way in which inflation could have 
been pres'ented from liasing an adsersc effect on landless agricultural 
cash-wage earners was to ha\ethc moneywageraieitself stepped up faster 
than prices. From all accounts, this does not seem to have happened. 
A comparison of the wage rales in 1950-51 and 1956-57, which emerges 
from the First and the Second Agricultural Labour Enquiries, in fact, 
re\’eals a decline in the money wages of agri*^tur®l 'workers and signi- 
fies a deterioration in living standards. This finding, of course, has to 
be qualified. But more will be said on this In the following section 
dealing with agricultural wages. 


Composition of Earnings: The earnings of workers in India consist o 
several categories. The basic wage — which may be related to the time 
on work, or may be a piece wage — is of course, the mmn component 
of eanmings and varies between 50 and 90 per cent of total carangs o 
Organized workers. Only an occasional instance may be foun o e 
basic Wage consisting of less than 50 and 90 per cent or more t n 
per cent of all earnings. But in addition to the basic wage, ^^^kers 
receive cash allowances of various sorts which go up to as much as 45 
per cent of gross earnings; bonuses which have a range . 

'cry smalt figures to as much as 15 per c«mt of gross cammp. an ‘ ^ 
Certain other concessions whose money value may be neg igi c in ^ 
cases, but in some [s found to be as l»6h as 10 raccMfjamm- 
Table XV and XVI enable us to sec fir the fears 1961 and ^STuotonlj 
the proportion which each of these earnings consiitutcs o i 



TABLE XV 

AvcraRc Per Capita A nnual Earnings of Employees in Manufacturing Imlustries Earning Less Than JLs. 200 Per Montli 
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earnings at the all-India level but also the State-wise differences in these 
proportions. It is clear that in 1961, the per capita yearly earnings of 
the lowest-paid categories of employees in manufacturing industries 
was Rs. 1,425 on the average. Moreover, the manufacturing workers 
being an organized category, with trade union contacts between one 
region and another and with labour laws and wages regulations cutting 
across State boundaries, the range of variation in their per capita earn- 
ings does not seem to be very large. If the lowest figure for per capita 
earnings of an average worker in the factory establishments was Rs. 1,111 
(in Punjab), the highest figures (for Gujarat and Maharashtra respectively) 
were Rs. 1,617 and Rs. 1,605, that is to say, less than 50 percent higher 
than the lowest figures, all other States showing figures within this range. 
If the average per capita earnings of an employee in the manufacturing 
establishments was 100 at the all-India level, the basic wage constituted 
a little over 61 per cent, cash allowances a little more than 34 per cent, 
bonuses a little more than 3 per cent, payment of arrears about 8 per 
cent and money value of concessions less than half of 1 per cent of all 
gross earnings. In 1961, the variation in the percentage which basic 
wage constituted of gross earnings is found from Table XV to be bet- 
ween 49 per cent for Madras (Tamil Nadu) and 91 per cent for Punjab, 
In 1967, this variation is seen from Table XVI to be between 43 per cent 
for Gujarat and 90 per cent for Punjab. But in general, the basic wage is 
quite close in all States to the all-India average. As for bonuses, Uttar 
Pradesh seems to be the only State with bonuses amounting to less than 
1 percent of gross earnings in 1961 and less than 2 per cent in 1967. 
Punjab and Haryana, too, have a small figure between 1 and 2 per cent. 
All other States have bonuses generally amounting to between 2 and 
per cent, the States with highest bonuses in relation to earnings being 
Madras (Tamil Nadu) and Kerala in 1961 and Tamil Nadu and 
Maharashtra in 1967. Cash allowances of various sorts are the lowest 
for Pimjab, being about 6J per cent of all earnings in 1961 but in general 
range between 20 and 40 per cent of earnings, only Madras (Tamil Nadu) 
and Gujarat showing figures around 43 per cent. In 1967 Assam alone 
shows substantial (5.6 per cent) cash concessions, all other States having 
figures of around or below one per cent. 

While we need not be get involved here in a detailed discussion of the 
levels and the rates of change of earnings of various categories of workers, 
such as those in coal mines, other mines, plantations, etc., we give in 
the Appendix II (Tables A, B, C, D and E) further details about these 
levels and rates of change over time for different sub-categories of 
workers. 

Occupational Differences in Wages: One crucial dimension of the wages 
of working classes ought to be highlighted. A verj' important way of 
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Joofa'ng at vvagcrat^s is to Aflcreotiste beftteea wages of worfeers I'n 
different occupations. In a developed society, thanks to communications, 
trade union organizations. Government policies and demonstration 
effects, wage rates in dTfferent occupations for workers with similar skills 
or onerouseoess of work tend to become equal. Other things being 
equal. Wages also have a teoden^ to equate themselves with the margiaal 
productivity of labour in different industries subject, of course, to some 
very important qualifications. 

Tables F and G of the Appendoc If give some details of tbewas^in 
different occupations and the variations in those rates over time and 
among different States. Table XViI gives the average annual camings in 
various occupations for the year 1950-51, both in terms of rupees and 
as a percentage of net output per occupied person. This would seem 
to be an interesting Way of looking at earnings, Jt turns out that if 
the net output per occupied person io 1950-51 amounted to Rs. 66S at 
cuTtenl prices, the annual wages of agricultural workers were no mote 
than Rs. 306 on the average, while the annual earflingr of rural skilled 
labourers were at least double that level, ntochh and cobblers showing 
an average earning of Rs. 596, blacksmiths of Rs. 722 and carpenters 
of Rs. 765. Mine workers came out slightly worse off, coal miners 
rceciviog sa avemge aaausl eamiag of Rs. Sd4 and (hose ia nofl<oai 
mines getting Rs. 522. School teachers were no better paid than skilled 
labourers, such as carpenters and blacksmiths had showed an annual 
eartuogs of Rs. 769 on the average, fnclustriai workers (drawing less 
than Rj, 200 per moatb), ist fact, taroed out to be the best paid cate- 
gory, their average earnings being Rs. 967 per annum. It is clear that 
if the net output per occupied person in the country as a whole were 
taken to be 100, the eorm'ngs of industrial workers were almost l J times 
that level, those of teachers and rural skilled labourers only slightly 
more than the output per person, while mine labourers showed earnings 
between 75 per cent and 96 per cent'and agricultural labouren only 46 
per cent of net output per occupied person. 


TABLE XVn 

ATrrase Annuat Earning In Variws Occupations 

(1950-51) 


S. ft'a. 


Awual 

WTI^f 

(RS.) 

Per ceni of «« 
erenpaf per 
oetxtpied person 

I. AjricaJjiJT*! was* »t« 



I. 

Field labour 

300 

45.1 


Other asnculturol labour 

306 

46.0 

3. 

Asriculturul orerations 


45.4 
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TABLE XVn (Contd.) 




Annual 


Fer cent af net 



earnings 


output per 

S.N. 

Occupation 

iRs.) - 

occupied person 

II. 

Rural skilled labourers* 




4. 

Carpenters 

765 

115.0 


5. 

Blacksmiths 

111 

108.6 


6. 

Modus 

596 

89.6 

m. 

Mining labourers* 




7. 

Coal 

634 

95.3 


8. 

Non-coal 

522** 

78.5 

IV. 

Others 




9. 

Industrial workers (drawing less than 

Rs. 200 per month) 

967** 

145.4 


10. 

Teachers 

769 

115.6 


11. 

Net output per occupied person 

665 

100.0 


*Annual earnings have been obtained from daily earnings as available in the sources. 
**Figures relate to the year 1951. 

Sources: (1) SI. Nos, 1 to 8; '^Agricultural H'ages in India'', Ministry of Food 
& Agriculture. 

(2) SI. Nos. 9 to 12: “Statistical Abstract”, 1959-60 C.S.O. 

(3) Si. No. 13: “Education in India” Ministry of Education. 


TABLE XVni 

Average Annual Ea mlngs in Various Occupations 


(1961-70) Rs. 


S. No. 


Occupation 


Annual earnings 


I. Rural Skilled Labourer* 

(December 1969) : 

(1) Carpenters 

(2) Blacksmiths 

(3) Cobblers 

n. Employees in ManuCacturing Industries 
(eanxing less than Rs. 400 per month) 

1966 

1970 


m. -Workers In Mdnes* 


1961 

1965 

1970 

IV. Teachers 


1950-51 
1960-61 
1964 65 


Hyderabad 

1,500 

1,500 

1,050 

Public 

Sector 

Gujarat 

1,650 

1,500 

1,200 

Private 

Sector 

Himachal 

Pradesh 

1,800 

1,800 

1,800 

All 

India 

2,437 

3,068 

Coal Mines 

2,334 2,122 

2.560 2,564 

(for 1969) 

Non-coal Mines 


Mica 

Manganese 


(Bihar) 

(M.P.) 

1,178 

834 

963 

1,559 

732 

936 

2,709 

831 

921 

Higher 

Middle 

Primary- 

Secondary- 

Schools 

Schools 

Schools 



1,258 

682 

493.20 

1,681 

1,058 

872.80 

1,998 

1,459 

906.70 


*Calcu]afed from daily earnings on assumption of 300 working days per year. 
Sources: (1) Indian Labour Statistics, C.S.O., 1972 

(2) Agricultural Situation, April/May, 1970 

(3) . Education in India, Vol. I., 1964-65: 
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The rates of change in the earnings of various occupations at current 
prices between 1950-51 (equals 100) and 1960-61 are seen in Table XIX. 
While net output pet occupied person rose From 100 to 126.8, Factory 
employees had their earnings stepped up by 44 per cent, mine workers 
by 100 per cent, railway workers by 37 per cent, Central Government 
employees, including railway, by 27 per cent, plantation workers by 
more than 45 per cent and rural skilled workers by about 23 per cent. 

Two interesting relationships emerging from Table XIX are noteworthy. 
The higher the level of earnings of any category of workers, the less 
rapid has been the rate of increase of its earnings over time. Central 
Government servants, including railway workers, had the highest level 
of average earnings (Rs. 1,692 per annum) in 1960-61. It is precisely 
in their case that the rate of increase of earnings over a decade is the 
slowest (27%). Railway workers have s level of eamiags of Rs. 1,624 
per annum and the rate of increase (37%) over the decade in their case 
is somewhat higher. Factory employees have a level of earnings (Rs. 
1,376 per annum) lesser than railway workers and Central Government 
employees and the rate of increase in their case has been as high as 44 
per cent over 10 years. Mine workers have earnings even lower than 
those of factory employees and the rate of increase in their case is neatly 
100 per cent over lOyears. Thus, by and large, the tendency for workers 
with higher levels of earnings to show a slower rate of increase and those 
with lower level to show a faster increase results in a process of levelling 
up of the weaker sections of the society aud lends to bring about equality 
among earnings of diSerent occupations. 

As distinct from this remarkable tendency, the other noteworthy feature 
of Table XIX is that plantation workers and rural workers despite 
very low levels of earnings, have not been able to show faster rates of 
increase over time and this is more true of rural workers than of planta- 
tion workers. Thus, there is a tendency for disparities between rural 
workers and others to grow, while there is the opposite tendency for dis- 
parity within the non-agricuUural categories of workers to dimmish. 

Wage Policy: As employers arc not al«-ays conscious of even the 
irreduceable minimum requirements of wage earners and often take 
refuge behind the argument of lack of capacity on the part of the enter- 
prise to pay a decent wage, it has become necessary to make and imple- 
ment a wage policy. Despite unfavourable wage conditions, the 
Government of India and the State Governments have been conscious 
of the need for a wage policy which prevents unduly low rates of re- 
muneration and bad working conditions in sweated iadastries. The 
concepts of minimum wage, fair wage and living wage have been invoked 
from time to time and the contents of these concepts have been spelled 
out on numerous occasions. The Payrment of Wages Act was passed 



TABLE XIX 

Index Numbers of Enrnlngs by Occupations at Current Prices (1950-51-100) 
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(5) Auriailluyal Wascs w Iiulia, Ministry of Food and Agriculture 

(6) Education in India,, Ministry of Education. 

(7) Monthly Abstracts of Statistics and unpublished compations by C.S.O. 

Scattered information is similarly available for the period 1961-70 from various sources. Some of it is presented in Table XVIII 
and is suggestive of dilTercnces in earnings of difl'eronl occupations and sectors. 
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I'a 1936 and attempted to guarantee that wages will be paid at an interval 
not exceeding one month: that they will be pac’d not later than the 7th 
day of the month; and that no deductions will be made from wages 
except those authorized by the Act. such as a deduction for fines for 
notified act of omission, for absence from duty, for actual loss 
Or damage to goods, for house accommodation and other amenities 
provided as a term of employment and for recovery of advances or ad- 
justment of over-paid wages. The Labour Investigation Committee in 
1944, the Industrial Disputes Act of 1947, the Tripartite Committee 
on Fair Wages of 1948 and the Minimum Wage Act of the same year 
are some of the landmarks in the evoliuion of a decent wage policy. 
Several State Governments have abo appointed from time to time, in- 
quirj' committees and Wage Boards whose work has brought substantial 
benefits to the working classes. The scope of the Minimum Wages 
Act has been extended to more and more sweated industries, beginning 
with industries like shawl weaving, rice, flour or dal mills, tobacco 
manufacturing, plantations, stone breaking, tenancies, etc. Minimum 
time rates, piece rates and overtime rates for different occupations, 
localities or classes of work Jiave been fi.ted from time to time. It has 
been provided that worken may either receive a basic wage and cost of 
living allowance, or, a basic wage 'vith or without cost of living allow- 
ances and the cash value of concessions in respect of essential commo- 
dities supplied at concessional rates, or, indeed, a wage rate which 
includes all these. In all the various committees, subcommittees, 
advisory boards, etc., appointed by various Governments from time fo 
time, it has become customary to have r^resentaiivfs of the employees, 
the cmplojers and the Government. While all these are positive steps, 
uniformity in the standards of minimum vvage fixing or, for that matter, 
in other aspects of svages has not emerged to the desirable extent in the 
different regions of the country. Different principles with emphasis on 
different aspects continue to be the cause of a bewildering variety of wage 
rates. Nevertheless, within a State, and quite often over different States, 
assemblance of uniformity has been slowly emerging in wages for com- 
parable occupations, intensities of work, skills, etc. The awards given 
by the Labour Courts, Industrial Tribunals and Conciiiafion Courts 
have no doubt helped the healthy tendency towards standardizing wage 
rates and ensuring equal pay for equal and similar work. 

Q. Agricultural Wages 

The mode of determination of agricultural wages, their levels and 
the rates of increase are obviously very Afferent from those of industrial 
wages. This is so owing to several pemihorities of asncultaral was:- 
labour in the context of an undsr-dei^lopcd country with a setiotuly 
adverse Und-man ratio. In India, the rapid growth of population 



1052 


THE GAZE1TF.ER OF INDIA 


between 1921 and 1951 at an annual rate of about 1 per cent per annum 
and an even more rapid rate of increase at about 2.2 per cent per annum 
since 1951 has increased the pressure of population on agricultural 
land which has not been expanding bt’ any significant extent. If only 
opporlunitic.s for the absorption of agricultural workers in non-agri- 
cultural operations were abundant, a reduction in the ratio of man- 
power to land or a slower rate of increase in this ratio could have made 
tilings a little more manageable. However, while job-opportunities in 
the non-agricultural sector have been emerging by the millions in every 
Five-Year Plan period — they arc emerging much too slowly and are 
being filled by the existing supply of workers from the categories of 
unemployed and under-emploj'ed within non-agriculture, from increased 
labour participation, and finally, from the natural growth of the non- 
agricultural population. The agricultural labour force, itself growing 
at a rapid rate of more than 2 per cent per annum, has not been finding 
enough opportunities to get absorbed fully. Even before the era of 
planning such was the great mass of labour force and of population 
dependent on agriculture that not only w'as per capita income or output 
small but a serious degree of under-emplo 3 ’ment — both seasonal and 
all the year round — was in evidence. It has been argued that under 
these circumstances of surplus labour force and under-employment, 
the marginal productivity of labour tends to approach zero or may 
even become negative in extreme cases. That is to sa)', many a farm 
has workers who may not be adding anything to the total product. If 
these workeis were withdrawn from the farms where, they worked in 
-too much of a cluster, the output of the farms would not diraim'sh. As 
output would not diminish, the presumption is that the workers who 
were withdrawn were under-employed, although if they were asked 
whether they w'ere doing any productive job, their answer would probably 
be that, in fact, they were. It follow's that one of the peculiarities of 
under-developed and over-populated agriculture is that judging by the 
subjective feelinp of w-orkers, these workers are employed, but that, 
judging by the objective test of whether they are really essential to the 
work and are adding to the total product, many of them will be found 
to be redundant. 

This situation of serious labour surplus in the agricultural sector all 
over the country, barring perhaps a few pockets of labour shortage, 
existed even before the era of planning began in 1951. Recent indica- 
tors show quite convincingly that thinp might Iiave even worsened 
somewhat over the last 1 5 years. It is true that gross acreage under 
cultivation has increased bj' about 20 per cent since 1951 (including 
irrigated acreage). A greater intensity of cropping and the adoption 
of techniques which utilize more labour has also been in evidence. 
Even so, the demand for agricultural labour cannot be said to have 
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kept pace with the supplies from natural increases of labour force and 
indeed from the increased desire for partidpalion in work, particularly 
among women. One may, therefore, presume that the degree of under- 
employment, in all probability, has increased somewhat in the agri- 
cultural sector particularly because razQor possibilities of shifts of agri- 
cultural workers into non-agricultural occupations have not yet emerged, 
although they might emerge in the near future in a big way. Even 
before 1951 there was a great deal of under-employment of agricultural 
labour. But suppose that we assume that there was no backlog of un- 
employed labour; even then it follows that the 4 million or so jobs created 
during the First Five Year Plan did not absorb all those who came addi- 
tionally to the labour market to seek jobs. In like manner, while the 
Second Five Year Plan created about 7 million additional jobs, job- 
seekers during that period probably increased by 12 to 14 million. In 
both Plans, then, fresh under-employment among agricultural workers 
emerged in the economy. Tiie Third Five Year Plan aimed at creating 
about 12 million jobs, but by all accounts, there was an under-fulfilmcnt 
of targets in this respect as in some other fields. The number of job- 
seekers on the other hand continued to increase phenomenally at a faster 
rate so that, the Fourth Five Year Plan is estimated to begin with a 
backlog of 12 million under-employed or unemployed workers and will 
add some 23 million more to the labour force. Of these 35 million, it 
can hope to absorb only about Id million additional workers in the 
non-agricultural and about 5 million in the agricultural sector, so that 
Fifth Plan might begin with a backlog of some 14 million unemployed 
or under-emplojed. Under these circumstances, when millions of new 
jobs created in non-agricultural sector are not found sufficient to absorb 
fully the new job-seekers within the non-agricultural to the non-agri- 
cultural sector remains an academic one, for some time to come. One is, 
therefore, strengthened in the belief tliat agricultural under-employment 
has been growing nearly all the lime during the era of planmng, despite 
the creation of millions of job-opportunities in the non-agricultural 
sector and despite increased demand for labour in the agricultural 
sector. 

In this set-up it was but natural that wage rates in agriculture should 
not rise or rise much too slowly. And this is precisely what seem to have 
happened. We have already seen in the previous sections that the rate 
of increase in the wages of rural skilled workers between 1951 and 1961, 
has been far slower (a little more than 23 per cent) compared to the rates 
of increase of other workers (raiitvay workers about 37 per cent; factory 
workers about 44 per cent; mine workers about 100 per cent and planta- 
tion workers about 45 per cent). Apart from the rale of increase, the 
absolute level of earnings of rural workers, even of the skilled category, 
is seen to be much lower than in the case of other categories (see Table 
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XVII); and this too is obviously the result of the supply of agricultural 
labour being much larger relative to demand than in the case of other 
workers. As a result of these factors the relative position of agricultural 
workers vis-a-vis other workers has been deteriorating, the only excep- 
tion to this statement being those agricultural workers who also own 
lands and cultivate these. As part of their earnings are non-wage 
earnings and come from the cultivation of land — a business whose 
fortunes have not behaved badly since the beginning of the Second 
World War — these land-owm'ng workers have probably not lost very 
much in the bargain and might have even gained grounds. It is the 
landless agricultural workers who emerge as the worst hit amongst almost 
all recipients of wages. 

The Agricultural Labour Enquiries: The First Agricultural Labour 
Enquiry was conducted by the Government of India in 1950-51 and the 
Second Agricultural Labour Enquiry in 1956-57. While a comparison 
of wages, earnings, employment, etc., of agricultural workers between 
these two years is not very easy to make in view of changes in definitions 
and procedures between the two enquiries, a fairly clear picture of the 
relative position of agricultural, workers is available separately for each 
of the two years for different operations and indeed in different areas of 
the country. Table XX gives the average daily wage of casual agricultural 
labourers in 1956-57, both for men and women, working in different 
operations and in different regions of the country. The daily wage 
for men in non-agricultural rural occupations was 167 paise and this 
compared with an agricultural wage of 96 paise. Operation-wise, while 
plougliing fetched a daily wage of 100 paise, transplanting fetched 111 
paise, hars'esting 93 paise and weeding 88 paise. In the case of females, 
non-agricultural operations fetched a higher wage — 62 paise per day — 
compared to the agricultural wage of 59 paise per day. Sowing for 
women appeared to be the most remunerative of operations, fetching 
82 paise daily; transplanting was the next best, fetcliing 69 paise, while 
harvesting and w'eeding brought 58 and 52 paise per day respectively. 

For males as well as for females, agricultural wages turned out to be 
the highest in Punjab, the average daily wage in 1964-65 for men being 
198 paise and for women 122 paise. Assam, West Bengal and Kerala 
also recorded generally liigher daily wage rates for men compared to 
other States while Madhya Pradesh and Orissa recorded the lowest 
figures (76 and 80 paise respectively). 

As stated already, a comparison of wages between the First and the • 
Second Labour Enquiry, that is to say, between 1950-51 and 1956-57 
is made extremely difficult owing to changes in definitions and proce- 
dures. If one were to go by simple incorrected results, it would appear 
that the average daily wage rate of casual male agricultural labourers 
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declined from 109 paise to 96 paise, that is, bj' 12 per cent and for females 
from 68 paise to 59 paise, that is, by 14 per cent. As a consequence, 
the average annual income of agricultural labour households also seems 
to have decreased from Rs. 497 to Rs 437 and the per head annual income 
from Rs. 104 to Rs. 99.4. There are other indicators too of a worsening 
in the position of agricultural workers between the two years under dis- 
cussion. The proportions of agricultural labour households with land 
seems to have decreased from 49.9 per cent to 42.9 per cent; average 
annual consumption expenditure of agricultural labour households 
appears to have increased from Rs. 461 to Rs. 617, strangely enough 
without a simultaneous increase in income. In consequence thereof, 
the percentage of agricultural households in debt seems to have gone up 
from 45 per cent to 66 per cent, while the accumulated debt per house- 
hold also seems to have increased from Rs. 47 to Rs. 88. 

These results, against a wholesale acceptance of wliich the reader must 
be seriously warned, have to be subjected to rigorous scrutiny as, indeed, 
they have already been in Indian economic literature.* A great deal of 
analysis has established the point that if corrections were made for 
definitional and procedural changes between the t\vo Enquiries, the com- 
parative position of agricultural labourers in 1956-57 could not be said 
to have been any worse than in 1951. The decline in incomes was the 
result not of changes in the actual reality, but largely of the elimination 
of households with relatively high incomes which, under the new 
definition, could not be classified as agricultural labourers. It was also 
the result, quite substantially, of using the wholesale price index for 
evaluating the kind incomes of agricultural labourers in 1956-57, when, 
in fact, the retail price index (which liappened to be about 10 per cent 
higher) was used for a similar evaluation in 1951. It turns out after 
close examination that the average number of days w'orked during the 
year increased for men by 2.6 per cent and for women by 9.2 per cent in 
agricultural operations. But this increase in employment or the demand 
for labour could not match the somewhat faster increase in the supply 
of labour between 1950-51 and 1956-57. In the result, under-employ- 
ment perhaps increased somewhat and wage rates imderstandably 
decreased by 4 per cent for men and by as much as 13 per cent for women 
between 1950-51 and 1956-57. It is this faster decrease in the wage 
rates of women that perhaps made it a little more remimerative to employ 
w'omen in preference to men, wherever such substitution was possible. 
The net result was, therefore, a greater increase (9.2 per cent) in the 
average number of days Avorked during the year by women compared to 
a smaller increase (2.6 per cent) in the number of days worked by men. 


^Agricultural Labour in India, Ed. V.K.R.V. Rao, a publication of the Institute of 
Economic Growth, Asia Publishing House, 1962. 
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The Ministry of Labour has continued to compile statistics of average 
daily earnings of agricultural labour households on the model of Table 
XX presented earlier. For the year 1964-65, these statistics are presented 
here in Table XXI. 

Minimum Agricultural Wages: Wlule it has been possible for the Govern- 
ment in this country to devise a machinery for at least a partial control 
of agricultural rents, urban rents and industrial wages, it has not been 
found easy, under the previuling circumstances, to set up an effective 
mechanism for the fixation of minimum agricultural wages. There are 
several difficulties of an almost insurmountable cluractec — which 
stand in the way of an effective minimum wage cither in money or in 
real terms. To begin with, the mass of agricultural labour is pheno- 
menally large, agricultural labour households numbering about 16.3 
million in 1956-57 and the population of these households amounting to 
about 72 million. Within the agricultural labour class, the landless 
category itself is very large, accounting for no less than 9 million families 
and about 40 midion population. Landless labourers thus constitute 
about 57 per cent of all agricultural labourers and about ooe-sixth of 
agriculture population. This last mentioned figure is quite extra- 
ordinary for probably no country in the w otid has such a large mass of 
agricultural population deriving Us livelihood from wage labour. Even 
in a thichiv populated country like China, agricultural labourers never 
became so numerous in relation to agricultural population or total 
population. Apart from the difficulty of numbers, regional disparities in 
In^a are so enormous that a minimum wage to cater to the needs of each 
region is beset with difficulties of its own. The norms for firing mini- 
mum wages for agricultural labourers arc not clear. E\en in theory 
wWJc wages of workers in other sectws and lines of industrj- may have 
some relation with the marginal product of labour, i.e., the value of 
additional output due to the employment of one more worker, practi- 
cally no relation is smd to exist between agricultural wage and the 
marginal product of labour in the agricultural sector. The point typi- 
cally made in theoretical economic literature is that in agriculture quite 
often the marginal product is so small (or even negative) tliat a wage 
equal to the marginal product will certainly not suffice for the worker and 
Hs family to keep body and soul together and would be men below the 
subystence level. Wages in agriculture, it is said, arc not determined 
in a country like India with reference to the marginal product, and it 
seems a better hypothesis to say that agricultural Wages are either related 
very roughly to the subsistence level or are equal to the average farm 
product, I.e., the total farm output divided by the total number of 
workers. (We shall presently note some important rebuttals of these state- 
ments in the context of the 196<ls and the i970s as distinct from the 1950s). 
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The agricultural wage fixing machinery can, therefore, at best, find it 
feasible to allow for a minimum subsistence wage which is generally 
higher than the marginal product of labour. But even a subsistence 
wage is not an easily definable term, inasmuch as the content of sub- 
sisfencw is too vague and depends a great deal upon personal discretion, 
subjective feelings and value judgements. Should subsistence include 
only Inferior cereals or superior cereals too? Should cHldren’s educa- 
tion, which is deemed to be social necessity and has a constitutional 
directive to support it, be regarded as an essential part of subsistence? 
What quality of housing, fuel and clothing should be provided for? 
There is no one answer to these questions and hence minimum wages 
are not easy to decide upon. 

Arbitrary decisions, however, as in so many other cases, could, of 
course, be taken; but the real difficulty with a minimum wage pro- 
gramme is the difficulty of enforcement. With a great abundance of the 
supply of labour in relation to demand, and with supplies growing each 
year faster than demand, agricultural labourers are in a very weak bargmn- 
ing position. The landless amongst them have no real asset or property 
to fall back upon. Coatpitkion beriveen them for the relatively feiv 
opportunities available is bound to keep thdr wages and their bargjfin- 
ing position very weak. The availability of other workers and indeed of 
macUaes, tractors, etc., as substiutes for labour also works in the same 
direction, so that tliere is nothing except the fear of law to enforce mini- 
mum agricultural wage. And law, unsupported by other social and 
economic forces, is indeed not an effective guarantee of enforcement. 

The possibility of minimum wage fixing becomes a reality in those 
regions of the country where the demand for labour begins to catch up 
with supplies and eliminates the vast labour surplus. Tliis brings about 
some competition among employers of labour and begins to force them 
to follow the law or the regulations about minimum n'age. For (he 
country as a whole, minimum wage fixing of an effective character will 
probably have to wmt some more time until the pace of industrialixation, 
by absorbing some of the vast labour surplus in the country-side, pushes 
up wages somewhat, introduces competition among employers and 
makes it possible to talk of an effective minimum wage. 

Important research work in respect of the agricultural sector under- 
taken in India after Ihe outburst of the wheat revolution in the northern 
part of the country in the hte }96Ds suggests a major structural change 
in the relationship bertvecn agricultural wages and productivity. In fact 
empirical results for the 1950s itself, when better seeds and irrigation 
had come to be used extensively but the exotic of high yielding varieties 
with a lot of fertilizer use had not yet emerged, point out to a much 
greater rationality among farmers than they ha\e so far been credited 
with. The works of G. R. Saini for the 1950s and of P. S. 
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Vashishtha *for the 1960s show, farmers do come quite close to a rational 
allocation of resources. In technical jargon, agricultural labour pro- 
ductivity at the margin is not zero but positive and, what is more the ratio 
of the marginal products of different inputs correspond quite closely to 
the ratios of factor costs. All tliis means that the agricultmal scene is 
rapidly changing and is becoming sensitive to changes in costs, prices and 
profits. Farming is becoming a business rather than a way of life; and 
bargaining power is also getting altered radically. Organized trade 
unions in agriculture — among workers, tenants and small farmers — . 
are a real possibility now and wage fixing in relation to the marginal 
product of labour is already becoming a reality, as distinct from wage- 
fixing on the basis of traditional norms or even the average product of 
labour. 


♦G.R. Saini; Economics of Farm Management with Special Reference to some 
Selected Holdings in Uttar Pradesh, Ph. D. Thesis, University of Delhi. 

P.S. Vashishtha: Analysis of Agricultural Production Functions., Thesis, University 
of Delhi. 
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AITENDDC I 
Table 1 : Bomba; 

Tenements by Monthly Rent and Total Floor Space (Sq. FeeO 


Monthly Jleni 

In Rupees 

Uplo 

120 

121- 

200 

Floor Space ISq. Feet') 
201- 301- 401- 

300 400 500 

Over 

500 

Total 

10 and below 

3,351 

1,515 

135 

31 

6 

3 

5.041 


(66J) 

(30.0) 

(2.€) 

(0.6) 

(O.lCf) 

(0.1) (100.0) 

11 —20 

1,293 

1,711 

444 

74 

14 

10 

3.546 


(36.5) 

(48J) 

(12.5) 

(2.0) 

(0.4) 

(0.3) (100.0) 

21 — 30 

139 

565 

378 

113 

40 

20 

1.255 


(11.1) 

(45.0) 

(30.1) 

(9.0) 

(3.2) 

(1.6) (100.0) 

31—40 

43 

199 

185 

99 

62 

35 

623 


(6.9) 

(31.9) 

(29.7) 

(15.9) 

(lO-Q) 

(5.0) (100.0) 


16 

44 

in 

77 

54 

40 

342 


(4.7) 

(12.8) 

(32.9) 

(22.2) 

(15.7) 

(11.7) (100.0) 

51 — 75 

7 

56 

72 

60 

82 

112 

389 


(1-8) 

(14.6) 

(18.6) 

05.2) 

(20;9) 

(28.9) (100.0) 

76—100 

3 

6 

30 

24 

32 

68 

163 


(1.8) 

(3.7) 

(18 5) 

(14.7) 

(19 6) 

(41-7) 

(100.0) 

101 — 150 

3 

1 

14 

13 

22 

71 

124 


(2.4) 

(0.8) 

(11.3) 

(10.5) 

(17.7) 

(57.3) 

(100.0) 

151 — 200 


2 

_ 

7 

2 


38 



(5.3) 


(18.4) 

(5.3) 

(71.0) 

(100.0) 

201 & above 

_ 

1 

I 

2 

6 

45 

55 



(1.9) 

(1.9) 

(3.6) 

(9.3) 

(83.3) 

(100.0) 









information 

6! 

41 

10 

7 

7 

4 

130 


(46.9) 

(314) 

(7.7) 

(5.4) 

(5.4) 

(3.1) 

(100.0) 

Total: 

4.916 

4.141 

1,380 

507 

327 

435 

11,706 


(42.0) 

(35.4) 

(11.8) 

(4J) 

(2.8) 

(3.7) 

(100.0) 


Source; D. T. Lakdjwala, V, H. Kotbari, J. C. S. Sandesara and P. R. Nair — 
Work, Wages and Well-being in an Indian Metropolis — Economic Survey 
of Bombay City — University of Bombay, Chapter IX, page 750 

iVo/e; 1 — Figures in brackets are percentages of the total. 

2 — Thb is as a result of fiddn-ork done during 1955 and 1956. 
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Table 11: Bombay 

Rent-paying Families by Monthly Rent and Tenement 


Monthly Rent: 
in Rupees 

Bunglow 

Flat 

Chawl 

Hutment 

Other 

Total 

10 or below 

2 

43 

4,583 

374 

39 

5,041 


(-) 

(0.9) 

(90.9) 

(7.4) 

(0.8) 

(100.0) 

11—20 

7 

123 

3,309 

79 

28 

3,546 


(0.1) 

(3.5) 

(93.4) 

(2.2) 

(0.8) 

(100.0) 

21—30 

12 

216 

998 

13 

16 

1,255 

(lOO.O) 


(1.0) 

(17.2) 

(79.5) 

(1.0) 

(1.3) 

31—40 

9 

240 

357 

9 

8 

623 


(1.4) 

(38.6) 

(57.3) 

(1.4) 

(1.3) 

(100.0) 

41—50 

5 

215 

111 

4 

7 

342 


(1.5) 

(62.9) 

(32.3) 

(1.2) 

(2.1) 

(100.0) 

51 —75 

6 

288 

90 

1 

4 

389 


(1.6) 

(73.9) 

(23.2) 

(0.3) 

(1.0) 

(100.0) 

76 — 100 

5 

132 

22 

2 

2 

163 


(3.1) 

(81.0) 

(13.5) 

(1.2) 

(1.2) 

(100.0) 

101—150 

2 

(1.6) 

112 

(90.3) 

10 

(8.1) 

— 

— 

124 

(100.0) 

151 — 200 

1 

(2.6) 

37 

(97.4) 

— 

— 

— 

38 

(100.0) 

201 & above 

2 

(3.6) 

53 

(96.4) 

— 

— 

— 

55 

(100.0) 

Not or inadequate 


15 

109 

3 

3 

130 

information 


(11.5) 

(83.9) 

(2.3) 

(2.3) 

(100.0) 


51 

1,474 

9,589 

485 

107 

11. 70S 

Total 

(0.4) 

(12.6) 

(81.9) 

(4.2) 

(0.9) 

(100.0) 


Figures in brackets arc percentages of the total. 

Source: D. T. Lakdawala, V. N. Kothari, J.C.S. Sand»sara and P. R. Nair— IFork, 
Wages and Well being in an Indian Metropolis — Economic Survey of 
Bombay City — ^University of Bombay, Chapter IX, Page 723. 
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TaU« m: Bomba; 


Rent-paying Families by Monthly Real Paid and Number of Rooms 


Monthly Rent 
inRupeez 

One 

Two 

Three 

Four 

Five 

Six and 
above Total 

Less than 11 

4.886 

{9«.9) 

145 

029) 

9 

(0.2) 

- 

- 

t 5.041 
(100.0) 

11—20 

3,047 

(86.0) 

469 

03.2) 

25 

(0.7) 

4 

(0.1) 

- 

1 3.546 

(100.0) 

21 — 30 

802 

(63.9) 

383 

(30.3) 

53 
(4 2) 

12 

(1.0) 

4 

(0.3) 

1 1.255 

(0.1) (100.0) 

31—40 

267 

(42.9) 

268 

(43.0) 

70 

01.2) 

14 

(2.2) 

8 

(0.5) 

1 623 

(0.1) (100.0) 

41 — 50 

i7 

(23.4) 

141 

(4I.2> 

88 

(35.7) 

21 

(6.1) 

8 

(09) 

2 342 

(0.6>. (JOO.C!) 

31—73 

77 

(19.1) 

111 

(28.5) 

126 

(32.4) 

53 

(13.6) 

20 

(5.1) 

2 389 

(0.5) (100 0) 

76 — 100 

9 

(5.5) 

54 

(33.1) 

40 
(24 6) 

41 

(25.2) 

]] 

(6.7) 

8 163 

(4.9) (100 0} 

101 — 150 

4 

(3.2) 

27 

(21.8) 

32 

(25.8) 

33 

(26.6) 

IS 

(12.1) 

13 124 

(tO.5) (lOOO) 

151—200 

- 

6 

05.8) 

9 

(23.7) 

(21.0) 

9 

(23.7) 

6 3S 

(IS.B) (100 0) 

201 and above 

- 

1 

(15) 

8 

(14 8) 

9 

(16.7) 

16 

(29.6) 

21 55 

(37.0) (100.0) 

No or inadequate 
information 

101 

(77.7) 

19 

(146) 

4 

(5.1) 

5 

(3.8) 

- 

1 130 

^.8) (tOO.O) 

Total: 

9,280 

(79.3) 

1,624 

03.9) 

464 

(4.0) 

200 

(1.7) 

81 

(0.7) 

57 11.706 
(OS) (1000) 


Figures in bracl-eli are perccntagu of the total. 

Source; D. 7. UkdawaJa, V. N. Kothari, J. CS.Sandesaraand P.R. Nair—IFort, 
trogeimd TVell-beins Afe/ropofu — Utuvenity cf Bombay, 

Chapter IX, Page 726. 
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Table VI: Calcutta 


Rent in Different Tj^pcs of Household 
(Percentage of tola] in each type) 


Monthly 

Rent 

(Rs.) 

Sepa- 

rate 

Flat 

Com- Joint 
plete Home 
House 

P.W. 

K.R* 

A'. IP. All 

K.R.** Kiitchas 

Mess 

Hotel 

Shop- 
dive ll- 
ing 

1 — 5 



30.3 

32.0 

37.3 

45.3 

30.0 

11.7 

6—10 

— 

— 

12.2 

20.0 

26.8 

30.1 

31.6 

19.0 

11 — 15 

1.5 

— 

25.3 

18.3 

20.4 

15.2 

6.3 

17.0 

16 — 30 

9.2 

7.0 

10.3 

13.4 

10.0 

4.0 

3.4 

28.2 

31 — 60 

38.0 

30.5 

14.1 

2.0 

1.5 

0.5 

5.6 

8.4 

61 — 125 

30.6 

30.5 

2.5 

0.2 

0.3 

0.1 

— 

1.0 

126 — 251 

13.4 

20.0 

0.27 

— 

— 

— 

— 

— 

251 and above 

2.7 

7.0 

0.1 

— 

— 

— 

— 

— 

Average rent 









(Rs.) 

85.0 

103.0 

19.0 

9.0 

8.5 

7.0 




* P.W.K.R. — Pitcca Wall Kutcha Roof 
** K.W.K.R. — Kutcha Wall Kutcha Roof 

Source: S. N. Sen — ‘The City of Calcutta' — A Socio-Economic Surs'cy, 1954-55 
to 1957-58, Chapter VII, Page 152. 


Table VII: Calcutta 

Rent and the Ratio of Rent-paying Households 


Monthly Rent 
(in Rupees) 


Percentage of rent-paying 
households to total 

1—5 


31.4 

6—10 


20.0 

11 — 15 


14.0 

16 — 30 


16.0 

31 — 60 


8.6 

61 — 125 


3.1 

126 — 250 


1.1 

251 and above 


0.3 

Not available 


5.5 


Total: 

100.0 


Source: S. N. Sen — 'The City of Calcutta' — A Socio-Economic Survey, 1954-55 
to 1957-58, Chapter VH, p. 149. 
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Table VlII: Lucknow 

DistrfbuCioa of Housebolds br AfootUf Rrat or Leftuig Value 



£060/ 

Born Outside 
No. y. 

Total 

No. % 

No rent 

184 

6.95 

279 

19 23 

463 

11.29 

Less than Rs. 5 

235 

2SJi 

291 

20.05 

1,046 

25.52 

R$. S to less than Rs, 10 

796 

30.06 

317 

21.86 

1,113 

27.16 

Rs. 10 to less than Rs. 1 3 

421 

15.90 

180 

12.40 

601 

14.85 

Rs. 13 to less than Rs. 30 

339 

J2.80 

222 

15.30 

361 

13.69 

Rs. 30 to less than Rs. 30 

96 

3 67 

73 

5.03 

129 

3.15 

Total 

2,648 

100.00 

1,451 

100.00 

4,099 

100.00 


Source; Radhakamal Mukerjee and Baljit Singh — ‘Social ProSles of Metropolies’ 
— Soo^ and Economic Structure of Lucknow, Capital o f Uttar Pradesh — 
1954-36, Chapter IX P. 128. 
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APPENDIX II 
Table A 

[Index Numbers of Money Earnings of Workers Employed in Mines 
during December Each Year 
(Dec. 1951 = 100) 


Year 


Coal 

Non-coal 

Ail Minerals 

1951 

(11.11) 

100.0 

100.0 

100.0 

1952 

(11.31) 


101.9 

105.7 

1953 

(11.97) 

107.5 

101.6 

105.6 

1954 

(12.16) 

109.7 

103.1 

107.8 

1955 

(12.48) 

112.2 

104.9 

109.9 

1956 

(17.65) 

158.7 

110.7 

143.6 

1957 

(18.74) 

178.9 

118.5 

159.9 

1958 

(21.34) 

194.2 

120.9 

170.6 

1959 

(22.02) 

210.3 

124.1 

183.1 

1960 

(23.56) 

214.9 

134.5 

■ 189.6 

1P61 

(23.56) 

214.7 

161.7 

198.0 


Source: 


N.B. 


(1) Chief Inspector of Mines 

(2) Chief Inspector of Coal Mines as quoted in Indian Labour Statistics- 

mi. 

(a) Figures in brackets show ‘Average Weekly Cash Earnings of Workers 
in Coal Mines’. 

(b) The annual percentage rate of change of money earnings (weekly) of 
workers in coal mines is 9.6 (Regression Equation logw = 1.20S6-f 
0.0397T. Origin 1956 where T = O. T units is one year). 
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Table A (D 


Index Nos. of Money Earnings of Weskers in Mines during 

December Each Year, 1962-69 

Year 


Coal 

Non-Coal 

All Minerals 

■ 1962 

(24.36) 

221.2 

169.5 

204.9 

1963 

(26.63) 

240 2 

171.9 


1964 

(26.71) 

241 7 

175 3 


1965 


280 S 



1966 

(34.56) 

3098 

194 8 

273.6 

1967 


417 1 



1968 

(49.77) 

44i3 

228 5 

375.0 

1969 

(52.31) 

452 5 




Source: Director General of Mines and Safety as quoted by Indian Labour Statistics 
1967. 1971. 

Note: Fijures in brackets show average weekly cash earnings of workers in coal 

mines. 


Table B 

Index Number of Money Earnings of Workers in Coal 
hlioes during the Aloalh of December 

(Dec. 1951 ° 100) 


States 


1951 


1956 


1961 


Andhra Pradesh 
Assam 
Bihar — 

JharU 
Raoiganj 
Madhya Pradesh 
Maharashtra 
Onssa 
Rajasthan 

W. Bengal (Ranigaitj) 


1000 

1000 

1000 

1000 

1000 

1000 

100.0 


159.9 

NA 

186.0 

NA. 

186.5 

205.2 

149.4 


2152 
N.A. 
260 2 
N.A. 

240.8 
221.7 

202.9 


(23.58) 
(22.93) 
(23.83) 
(23.69) 
(22.60) 
(19.22) 
(23 38) 


Indian Union 


100.0 


158.7 


214.7 


(23.56) 


N.A— Not Available . 

Source: 'Monthly Coal Bullelin. Dec. 1961’ as quoted in Indian Labour Year Book 
1962. 

Note; Figures in brackets show 'Average Weekly Cash Eamiogs of Worken iti 
Coal Mines during — 1961’. 

Table KO 

Index Numbers of Money Eandngs of lYorkers in Coal 
Mines during the hlootli of Decwwber Each Y^r 


State 


Andhra Pradesh 
Assam 

Bihar (Jharia) 
Madhya Pradesh 
Maharashtra 

Orissa 
Rajasthan 
West Bengal 


259.0 393.9 

246 0 269 8 

2960 444 1 

391.5 


347.5 

246.5 
306 8 


562 0 
491.4 
43S.6 


Source: Direaorate General of Mines Safety as quoted by Indian Labour Siaiisiics. 
1971. 
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Table C 

Average Daily Earnings of Workers Employed in 
Mines other than Coal during the Year 1961 


China Copper Gold Iron Lime Manga- Mica Stone 
States Clay Ore Stone nese 


Bihar 1.24 4.70 

Mysore (Karnataka) — — 

Orissa — — 

Madhya Pradesh — — 

Maharashtra — — 

Andhra Pradesh — — 

Rajasthan — — 


— 

3.32 

4.09 

— 

2.72 

2.26 

6.03 

— 

— 

1.77 

~ 

— 

— 

2.62 

3.17 

2.03 

— 

— 

— 

— 

2.04 

2.22 

— 

— 

. — 

— 

— 

2.77 

— 

— 

. — 

— 

— 

— 

2.39 

— 




— 

1.76 

— 


Source: Annual Report of the Chief Inspector of Mines for the year ending 
December Slst, 1961’, as quoted in the Indian Labour Year Book — 1962. 


Table C(i) 

Average Daily Earnings of Workers Employed_in Mines 
other than Coal during the Year 1965. 


States 

China Copper 
clay 

Gold 

Iron 

Ore 

Lime 

Stone 

Man- 

^aitese 

Mica 

Stone 

Bihar 

1.43 

5.4S 


2.81 

5.33 

_ 

2.72 

2.56 

Mysore (Karnataka) 

— 

■ — 

7.35 

2.70 

3.18 

2.46 

— 

— 

Orissa 

— 

— 

— 

3.45 

4.00 

2.20 

— 


Madhya Pradesh 

— 

— 

— 

— 

3.38 

2.54 

— 

— 

Maharashtra 

— 

— 

— 

— 

— 

2.53 

— 

— 

Andhra Pradesh 



— 

— 

' 

— 



2.32 

— 

Rajasthan 

— 

— 

— 

' 

5.14 

— 

2.27 

— 

Goa 

— 

— 

— 

4.33 

— 

— 



_ 


Source: D.G.H.S. as quoted the Indian Labour Year Book, 1968. 
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TatdeD 

Earnings of Plantation Workers In Assam (19<47-48 to 1960-61)* 

Average cash eantiagt** of settled labour per worker 

on books 

Assam Valley Cochar 

Men Women Children Men Women Children 



I7S7 1072 1592 13.25 10 55 

15 21 9>»4 15 82 10.59 8 27 

15 94 11.08 17.53 11.91 524 

17 23 11 68 16.51 15.08 1037 

19.85 12.37 17.41 16 69 10 33 

18.43 11.53 17.09 16.16 10 08 

30.29 17.94 32 08 26.14 16 64 

35.61 21.65 33 93 27 17.43 

40 60 25.95 33.60 28.22 18.06 

41.42 25.01 32 35 27.86 18.43 

41.92 24.78 38.43 26 86 14.37 

38.76 23.28 30 24 27.38 18.70 

4407 27.40 40.32 3190 21.50 

45.67 29.87 40.59 30.53 27.74 


Source: •Controller of Enjigrrani LnbouT* as quoted in 

(a) Indian Labour stausiics — 1962. 

(b) Indian Labour Year Am* — 1962. 

* Ends on 30 September 

** Cash Earnings exclude money value of concession. 

N.B, (1) With reference to the above Table a labourer is defined as a person working 
On wages not rece^g Rs. 50 per month (excludes a clerk, a oomestie 
Servant, or a mechanic, carpenter, mason, brick-layer or other artisans, 

(2) Tbe figures of earnings are based on tea estates submitting returns. The 
coverage is incomplete and vane* from year to year, 

(3) The figures in respect of the years prior to 1953-54 are based on iwo 
months* average (Match and September), whereas those for 1953-54 and on- 
wards are based on 12 months average. 

(4) The figure for l958-59$hovrtaslightf8llduB to thefact that noprosperiiy 
bonus was paid duriog the year. 

(5} The increase in figures for 1959-60 over the figwrei for 1958-59/* due to 
increase in wage rates and the share of prospeniy bonus. 


Table E 


Annual Percentage Rate of Change of the Earnings of Planlallon 
Workers In Assam (1947-4* to 1960^1) 


Area 

Annual Perceniage rale of ehangf 

Assam Valley 

99 



Children 


eschar 



8.8 



Children 



•B.srfra, region „„li„„„rihclyl» log W- «+b -totW ItmooMi. .Mr., 
and T is year. 

Hore: Based on data as given In Table D of Appeodii II. 
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Tabic - G 

AvcrnRC Anii'iial Money lilnrninR of Persons in Factories EaminR Less Than 
Rs. 200 Per Month in the Public nnd the Private Sector by Indiistrlcs and States, 1961, (P) (Rupees) 
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CHAPTER XVI 


LABOUR AND EMPLOYMENT 

I. Policy Before and After Independence 

Labour in India has made significant strides in recent decades, parti- 
cularly since the thirties. This has been made possible by the increasing 
social consciousness among the entire community, assisted by a series of 
progressive pieces of legislation on labour matters by the Government 
wliich, in turn, were due to pressure from the trade umon orgamzation. 
The developments abroad as well as the standard-setting efforts of the 
International Labour Oiganization (I.L.O.) liave also influenced the 
shaping of labour policies in India. 

Early labour legislation in the country related mainly to the regulation 
of recnu'tment, forwarding and employment of Indian labourers under 
the indenture system to various British colonies, as well as to uncultivated 
lands and the nearly uninhabitated jungles of Assam towards the expan- 
sion of the plantation industry in that area. Labour of Indian orig'm 
can be found even today in places like Sri Lanka, Burma, Malaysia, Africa, 
etc. Under the regulatory scheme, the worker was bound by a contract 
to sen'e for a specified period, failing which, he could be arrested for 
criminal breach of contract. The Government, however, prescribed a 
minimum wage and provided for the protection of labour in certain 
other respects. 

Some attempts to mitigate the serious abuses in the employment of 
workers in factories were made towards the close of the last century. 
These again were more from the point of view of protecting the compe- 
titive capacity of British products from those of Indian origin where 
labour was not regulated at all. The Factories Acts, 1881 and 1891, 
provided for the limitation on the employment and working hours of 
workmen and children. Between 1875 and 1908, factory legislation was 
the subject of investigation by four conunissions or committees. Most 
of these investigations led to the amendment of the Factories Act. Simi- 
larly, in regard to mines, the first Mines Act, 1901, contained provisions 
relating to safety and health but imposed no restrictions on employment 
of labour and hours of work. Except for tliis and the Factories Act, 
1911, the period upto the end of the First World War (1914-18) did not 
see any further significant developments in the field of labour. 

The period folloiving the close of the First World War witnessed the 
emergence of the organizations of workers. Employers were organized 
even before this period, but mainly in the form of Associations and 
Chambers of Commerce to deal with matters of common interest pertain- 
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ing to trade, commerce and mdiistiy. Their aim was to protect the 
interests of their members. They toot an actue part in the discussion 
of legislative measures affecting trade and industrial policies, as well as 
those having a bearing on social and labour matters. The industrial 
unrest following the end of the First World War compelled employers 
to devote more attention to the demands of employees for improved 
•working conditions. To some wtent, this was due to the gradual 
growth of trade unionism (in the presently accepted sense of the term) 
during this period. This brought home to the employers the need for a 
common approach on matters affecting labour and for the first time 
there were some instances of employers and workers acting in consulta- 
tion with each other in labour matters. 

The Internationa! Labour Organiaation was set up in 1919 and India 
became a member of this organization from its inception. The member- 
ship of the I.L.O., assisted further in the spread of labour-consriousness 
in India. This, coupled wth the economic difficulties of industrial 
labour following the close of war, and the prosperity of employers, led 
to a widespread unrest and culminated in the birth of a centr^ organiza- 
tion of workers, viz., the All-India Trade Union Congress, in 1920. The 
political turmoil in the country provided leadership to the trade union 
movement. The association of political leaders with the trade union 
movement had mixed results. 

These developments accelerated the pace of labour legislation in India. 
The Factories Act was amended in 1922, 1922 and 1926, to reduce the 
hours of work of adults to 1 1 a day and 60 a week, to provide payment 
for overtime work, to raise the mminmni age of employaeat of children 
from 9 to 12 jears, to extend the coverage of the Act, etc. The Miaes 
Act, 1923, provided {nler-alia provision for the exclusion of children 
under 13 years, grant of a weekly holiday and the limitation of weekly 
hours to 60 above ground and 54 under ground. The other important 
measures were the Workmen's Compensation Act, 1933, modelled on 
the British pattern and amended twice, once in 1926 and again in 1929, 
tobringitinlinewiththe I.L.O., conventions on the subject; the Indian 
Trade Unions Act 1926, which isstillin force; the Trade Disputes Act, 
1929, etc. All these turned at gradual improvement in the working and 
living conditions of labour. 

The appointment of the Ro>al Commission on Labour in 1929, 
marked the next important stage in the evolution of labour and employ- 
ment policies in India. The main purpose of the Commission was to 
enquire into the conditions of labour in industrial undertakings and 
plantations in British India, on the health, efficiency and standard of 
living of workers, on the relation between the employers and employees 
and to make recommendations on these matters. The Commission 
made comprehensive and detaiJed recommendations for the revision of 
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the old laws and/or enactment of new ones on the various aspects of 
\^•orking and living conditions of labour. Most of the legislation pertain- 
ing to labour enacted in the thirties arose either directly or indirectly out 
of the recommendations of the Commission. Under the constitution 
which governed India then, labour was a subject on which legislation by 
Provincial Governments was possible. Some of the more industrialized 
provinces availed themselves of this situation to enact legislation suitable 
to labour conditions in the respective provinces. 

Then came the period of the Second World War. Labour 
legislation enacted during the period falls under two main headings, viz.. 
(0 laws and regulations adopted by following the usual legislati^•e pro- 
cedure, and (ii) emergency measures, put into force by Ordinances, to 
meet the demands of war. Important measures that fall in the former 
category relate to the Industrial Statistics Act. 1942, Amendments to the 
Factories Act, etc. The emergency measures undertaken during the 
period related to the utilization of men and material to the maximum 
advantage for the prosecution of war by regulating (i) recruitment, 
fii) discharge, (iii) transfer of technical personnel, (iv) hours of work, etc. 
In regard to industrial disputes, an amendment to the Defence of India 
Rules (Rule 81 A) empowered the Central Government (i) to prohibit 
strikes or lock-outs in comiection with any trade dispute unless reason- 
able notice was given, (ii) to refer disputes to conciliation or adjudica- 
tion, and (iii) to require the emplojcr not to worsen the terms and condi- 
tions of employment pending the completion of proceedings under this 
Rule. Another sigm'ficant step taken during the period was the establish- 
ment in August 1 942 of a permanent tripartite organization, subsequently 
called the Indian Labour Conference, at national level, composed of 
representatives of Governments, employers and workers. It w'as modelled 
almost on the pattern of the International Labour Organization. The 
tripartite Conference, though mainly an advisory' body', brought together 
the parties concerned and even to this day continues to be the main 
policy recommending body in regard to labour and coimected matters. 
The main objects of the Conference were: — 

(i) Promotion of imiformity in labour legislation. 

(ii) The formulation of a procedure for the settlement of industrial 
disputes. 

(iii) The discussion of all matters of all-India importance between 
employ'ers, W’orkers and Governments. 

One of the earliest recommendations of the Conference accepted by 
the Government was the setting up of the Labour Investigation Commi- 
ttee whose deliberations, while bringing the work of the Roy'al Com- 
mission on Labour up-to-date, paved the way for the establishment of a 
permanent machinery for study'ing labour problems. 

The period following the Second World War synchronized \rith the 
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complete transfer of power in India on 15 August, 1947. Immediately 
after the assumption of office, even prior to independence, the National 
Government came forward in 1946 with a five-year programme of legis- 
lative and administrative action in the field of labour. This was ex- 
pected to serve as a post-war reconstruction programme for the ameliora- 
tion of labour conditions and aimed at the implementation of most of 
the recomraendatons of the Labour Investigation Committee. 

The programme was discussed at a special meeting of employers and 
workers and Central and Provincial Ministers and was generally approv- 
ed. The important elements of this programme were: 

I. Wages 

(a) Statutory prescription of mtntmnm wages in “sweated” indus- 
tries and occupations. 

(b) Standardization of occupational terms and wages in all the major 
industries and the determination of difTerentials in wage rates 
as betwen various occupations in an industry. 

(c) Promotion of *fair wage’ agreement including the introduction 
of time scales, wherever possible, with due regard to the capacity 
of industry to pay. 

II. Regulation aodloproiemeot of Working Conditions 

(d) Reductioa in the hours of work in mines to bring the U’orking 
hours in line with hours of work in factories. 

(e) Overhaul of the Factories Act with a view to the prescription and 
enforcement of right standards in regard to.lighting, ventilation, 
safety, health and welfare of workers. 

nr. Social Security Mcasores 

(f) Organization of the Health Insurance Scheme, applicable to 
factory workers to start vnth, for the provision of medical treat- 
ment and monetary relief during sickness, maternity benefit on 
an extended scale, medical treatment in the case of disablement, 
etc. 

IV. Housing 

(g) Provision of adequate housing for workers within the resources 
of both materials and man-power. 

V. Industrial Relations 

(h) Trade disputes legislation to provide conciliation and adjudica- 
tion machinery in respect of cssenlial public utility services and 
important industrial undertakings. 
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(i) Appointment of Joint Works Committees to iron out day-to-day 
difficulties. 

(j) Organization of industrial committees on a tripartite basis 
for important industries, namely, coal, cotton textiles, jute, 
plantations and engineering. 

The programme also envisaged the strengthening of the machinery 
both at the Centre and States for the efficient administration of labour 
policies. 

In spite of the declaration of the Government's intention to ameliorate 
the conditions of labour, industrial unrest persisted in the country 
in the early days of independence. The mandays lost owing to 
industrial disputes between 1946 and 1950 were 1 1.3 million per annum. 
Production had fallen all round. The Government of India called in 
December 1947 an Industries Conference eonsisting of representatives of 
Government (Centre and States), employers and workers, to consider 
action to be taken to remedy the situation. The Conference reached 
certain decisions and adopted unanimously a resolution called the Indus- 
trial Truce Resolution (1947). The Resolution recognized that increase 
in industrial production, which was so vital to the economy of the coun- 
try, could not be achieved without the fullest co-operation between 
labour and management. It urged the employers to recognize the 
proper role of labour in industry and the need to provide fair wages 
and good working conditions. Labour, for its part, was required to 
recognize its duty towards increasing national income. The need for 
mutual discussion of problems common to both and settlement of all 
disputes without recourse to interruption in or slowing down of pro- 
duction was emphasized, as also the determination of a suitable method 
of remunerating the factors of production, keeping in view the interests 
of consumers, primary producers, the industry, etc. To attain these 
objectives the Resolution recommended inter-alia that — 

(i) the fullest use should be made of statutory and other machinery 
for the resolution of industrial disputes in a just and peaceful 
manner; 

(ii) a machinery be set up for the study and determination of fair 
wages and conditions of labour, fair remuneration for capital and 
methods for the association of labour in all matters concerning 
industrial production; 

(iii) works committees representing management and duly elected 
representatives of labour should be constituted in industrial units 
for the settlement of day-to-day disputes; and 
(v) as a first step, immediate attention should be devoted to the 
problem of housing of industrial labour ; the cost of such housing 
should be shared in sm'table proportions between the Government, 
employers and labour. 



LABOUR AND DfPLOYMENT 108J 

On these principles, the Resolution called upon labour and manage- 
ment to agree to maintain industnal peace and to avert strikes and 
lock-outs or slowing down of production for a period of three years. 

The Industrial Truce Resolution was accepted by the Government in 
their settlement on Industrial Policy dated April 6, 1948. The Govern- 
ment considered that labour's share in profits should be on a sliding scale 
normally varying with production. It. therefore, appointed an Export 
Committee to study the question of profit sharing in industries. After 
detailed examination of the issues, the Profit Sharing Committee came to 
the conclusion that the system of profit shanng should be tried on an 
experimental basis m selected industries for a period of five years. To- 
wards the end of 1948, another committee, the Fair Wages Committee, 
was set up to determine the principles on which fair wages were to be 
based and to suggest the lines on which these principles should be applied. 
The report of this committee even to this day provides the guidelines for 
the settlement of wage disputes in the organized industrial sector. 

The developments referred to above M to the necessary legislative 
activity in the field of labour. .With the passing of the Industrial Dis- 
putes Act in 1947, the Government adopted a comprehensive measure to 
improve industrial relations, by providing for a machinery for peaceful 
settlement of disputes and for setting up of Works Committees, etc. 
The Factories Act, 1948, aimed at plugging the loopholes in the earlier 
Act and also enlarging us scope in certain directions. The Minimum 
Wages Act 1948, sought to &x for the first time minimum rates of wages 
to employees in certain “sweated” industries. A pioneering measure 
undertaken by the Government in social insurance in the country was 
the passing of the Employees’ State Insurance Act. 1948. It provided 
for Certain benefits to cmplojees in case of sickness, maternity, employ- 
ment injury, etc. Other similar measures taken during the period that 
dcser%-e mention are, first, the Coal Mines Labour Welfare Fund Act, 
1947, creating a fund for the welfare of the coal miners and the machinery 
for its administration and, second, the Coal Mines Provident Fund and 
Bonus Schemes Act, 1948, to safeguard the future of mine workere. 
Legislation was enacted for compulsory recognition of trade unions 
and the Fair Wages Bill was also drafted. 

At about this time, the constitution of independent India was being 
framed. It came into force on Januar>' 26. 1950. The need to improve 
the welfare and standard of Inine of the worktas chss »;3s recognized 
in the Constitution. Under Fundamental Rights, the Constitution 
prohibited the imposition of forced labour, and employment of children 
below the age of fourteen 5 cars in any factory or mine or in any other 
hazardous ssork. The Direefise IVinciples of State Policy, apart from 
the prosisions relating to right of work, equal pay for equal work, public 
assistance in case of unemployment, etc., specifically mentioned: “The 
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State shall endeavour to secure by suitable legislation or economic organi- 
sation or in any other way, to all workers, agricultural, industrial or 
otherwise, work, living wage, conditions of work ensuring a decent 
standard of life and full enjoyment of leisure and social and cultural 
opportunities 

Under the Constitution, ‘labour’ is included in the Concurrent List, 
thus continuing the arrangements existing since 1919, and therefore, 
both the Union and the State Governments have powers to make laws 
relating to labour. However, certain items like participation in inter- 
national conferences, associations and other bodies and implementation 
of such decisions; regulation of labour and safety in mines and oil- 
fields and industrial disputes concerning union employees fall exclusively 
within the purview of the Central Government. Items included in the 
Concurrent List are: trade unions, industrial and labour disputes, social 
insurance, employment and unemplojTncnt, welfare of labour includ- 
ing conditions of work, provident funds, employers’ liability of work- 
men’s compensation, invalidity and old age pensions, maternity benefits, 
vocational and technical training of labour, economic and social planning 
etc. However, when the provisions of an Act passed by the Union 
conflict with those of a State Act, the former generally prevails. Under 
these concurrent arrangements, some of the State Governments had 
enacted comprehensive legislation on industrial relations, maternity 
benefits, etc., even before such laws were enacted by the Central Govern- 
ment. Within two months of the adoption of the Constitution, the 
Planning Commission was set up to work out a programme of develop- 
ment, keeping in view the declared objective of the Government as set 
out in the Directive Principles of State Policy of the Constitution. In 
formulating the programme for labour in the First Plan, the Commission 
was advised by a committee called the Industries Development Com- 
mittee, composed of representatives of employers and leaders of the 
principal workers’ organizations in the country. The Plan recognized 
that the worker was the principal instrument in the fulfilment of the 
plan targets and said that “this co-operation will be an essential factor 
in creating an economic organisation in the country which will best 
subserve the needs of social justice”. The Plan further stated that “ade- 
quate provision has to be made for the basic needs of workers in respect 
of food, clothing and shelter so as to enable them to remain in a state of 
health and efficiency. Besides, the satisfaction of their basic needs, 
workers should have their due share in social and economic progress in 
the shape of improved health services, wider provision of social security, 
better educational, opportunities, and increased recreation and cultural 
facilities.” It also ernphasized the need to improve productivity for 
raising the standard of living of the community, and pointed out that 
the role of labour involved acceptance of greater regularity in attendance, 
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disciplined behaviour and aietiaihus care in the discharge of duties. 
Specific recommendations in regard to securing peace in industry through 
avoidance of dispute, overhauling of the machinery and procedure relat- 
ing to settlement of disputes once they arose, defining the role and con- 
duct of trade unions, impro\’cment m wages, working conditions, social 
security etc. were also made. 

A general assessment of what happened in the First Plan revealed that 
the machinery for the settlement of industrial disputes worked well. 
There was a reduction in the number of mandays lost owing to industrial 
disputes. Real wages of workers were restored to the pre-war level. 
The desire to associate labour ivith management in the solution of 
common problems gained momentum. The importance of better 
working conditions came to be progressively recognized; eflforts were 
intensified to improse housing f^or industrial workers Progress was 
made in the implementation of social security measures like the Em- 
ployees’ State Insurance Act, 194S, and the Employees’ Provident Fund 
Act 1952. Lay-off and retrenchment compensation was provided for 
through an amendment of the Industrial Disputes Act, 1947, m 1953. 

The labour policy in the Second Plan was formulated on the basis of 
advice rendered to the Planning Commission by the Labour Panel com- 
posed of employers’ and workers’ interests and Government representa- 
tives. The Plan, while making no changes m the basic policy, emphasized 
the need for fuller implementation of existing laws rather than the 
enactment of new ones. It said: “The goal of speeding up produc- 
tion would mean that indisciptioe, stoppage of production and indifferent 
quality of work will have fo be guarded against”. In industrial rela- 
tions, emphasis was on mutual agreement. Labour legislation and the 
enforcement machinery set up for its implementation could only provide 
a suitable framework in which employers and workers could reach such 
agreements. Tlie best solution to common problems, however, could be 
found by mutual agreement. The main elements of the policy were, 
avoidance of disputes, quicker disposal of disputes once they arose, 
adequate implementation of awards and acrctmcnts, Joint consulta- 
tions, greater association of workers with management through joint 
management councils at the level of the undertaking, observance of 
strict discipline both on the part of labour and management, etc. In 
wage policy, the evolution of a structure with rising real vvages was aimed 
at. Appointment of wage boards consisting of employers’ and workers* 
representatives as the machineiy for settling wage demands was also 
recommended. Extensive and deeper coverage of the social security 
measures was envisaged. Apart from these a massive programme of 
craftsmen training was undertaken. 

In accordance with the above policy, legislative activity during 1956- 
61 was confined to amending the existing legislation with a view to plugg- 
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ing loop-holes noticed in the course of implementation. Wage Boards 
were set up to examine the wage levels in important industries like cotton 
textiles, jute products, sugar, cement and plantation industries. During 
the Second Plan, joint management councils were set up in many units 
on an experimental basis. These councils have the right to obtain in- 
formation regarding the working of the undertaking and also liave direct 
administrative responsibility for matters concerning workers’ welfare, 
training and allied matters. Their main purpose has been to provide a 
machinery for mutual consultation between emploj'ers and workers on 
matters affecting industrial relations. To enable workers to realize 
their role in industries and effectively participate in joint consultation, 
a countr\'-wide programme of workers’ education was initiated. 

In industrial relations, a new approach based on moral, rather than 
legal, sanctions was initiated. During the early 3'ears of the Second 
Plan, complaints were voiced from the workers’ side about the non- 
implementation of awards, agreements, etc., by managements, while the 
latter referred to the signs of indiscipline among the workers. The 
Plan recognized that conditions for better discipline could not be created 
merely by legislation but would have to be achieved jointly by organiza- 
tions of emploj'ers and workers evolving suitable sanctions of their own. 
A code called the Code of Discipline in Industry was, therefore, adopted 
voluntarily by all the central organizations of employers and workers 
towards the middle of 1958, and has been in operation since. The Code 
lays down specific obligations for management and workers with a view 
to promoting constructive co-operation, avoiding stoppages of -work 
as well as litigation, securing settlements of disputes and grievances by 
mutual negotiations, conciliation and arbitration, facilitating free growth 
of trade unions and eliminating all forms of coercion and riolence in 
industrial relations. The Code carries with it its own sanctions. The 
working of the Code has produced encouraging results. It has created 
awareness amongst emploj'ers and workers of their obligations towards 
each other. The desire to settle disputes through mutual negotiations is 
growing. The Code provides for a regular grievance procedure. As a 
complement to the Code of Discipline, another code, called the Code of 
Inter-Union Conduct, has been adopted by workers’ organizations in 
order to regulate inter-union relations. A machinerj' for implementa- 
tion and evaluation has also been set up at the Centre and in the States to 
ensure observance by parties of the obligations arising from the Codes 
and from laws and agreements. 

The Third Plan mainly envisaged an extension of the policy pursued in 
the first two Plans. In industrial relations, the Plan recommended that 
a fuller aw'areness of the obligations under the Code of Discipline should 
be extended to more units; greater recourse would have to be had to 
voluntary arbitration in resolring differences; and w'orks committees 
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should be set up to develop hannoatous relations between employers 
and workers at the unit level. Progressive extension of the schemes of 
worker participation in management and workers’ education was also 
envisaged. To settle wage problems, the machinery of the wage board 
was expected to be continued. A Tripartite Bonus Commission was 
set up to study problems connected with bonus claims. A mid-plan 
appraisal of the policy pursued m the Third Plan showed that, on the 
whole, the policy liad worked well. 

Labour relations continued to be regulated by the protective legislative 
measures introduced in earlier Plan periods and the tripartite arrange- 
ments. A mention may be made of the Payment of Bonus Act, 1965, 
Shops and Commercial Establishment Act and Labour Welfare 
Fund Acts in States. A National Safety Council was set up in 1966. 
Out of the 22 wage boards set up covering almost all the major indus- 
tries, 19 have submitted their reports. Under the Minimum Wages Act, 
1948, minimum wages were fixed and periodically revised by State Govern- 
ments in respect of various agricultural and other trades. The National 
Labour Commission set up m 1966 submitted its report in August 1 969. 

The sum up, the programmes and policies for labour envisaged under 
the Plans aimed at the fulfilment of certain assurances given to labour 
during the period immediately prior to, and following independence. 
Suitable alterarions were made in (hem in (heJ/ght of the socialist pattern 
of society adopted by Parliament in 1954 as the goal of our economic 
and social development. The approach is essentially pragmatic and 
thus flexible, as may be seen by the adoption of the Industrial Truce 
Resolution (1962) svith the declaration of Emergency*. While some 
improvement in the conditions of labour has been achieved, much re- 
mains to be done. Money wages have gone up, although improvement 
in real terms may not be significant owing to the rise in price level. This 
has occurred without disturbing the wage element in the cost of produc- 
tion which has gone down somewhat. The climate of industrial rela- 
tion has improsed; productivity has gone up. Under the plan pro- 
grammes, fresh employment opportunities have been created although 
the achievement of the full employment lewl still remains a long-term 
objective. All this achievement is, indeed, a tribute to the realistic 
manner in which the policies are framed through tripartite consultation 
on every aspect of the framing and implementation of policy. 

n. Ernploymenf and Training 

Employment pattern and policy: The employment policy pursued in 
recent years has to be viewed in the context of the pattern of eraploy- 


►Appendi* III. 
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raent as it prevailed before the initiation of the planning process and the 
specific social and economic objectives as set forth in the Plans. The 
statement below compares the broad occupational distribution of the 
working force in India on the basis of the population censuses conducted 
in 1951, 1961 and 1971; 


TABLE I 

Occupational Distribution of Working Force 
(Population Census Data) 


Workers engaged in 


1951 1961 1971 1951 1961 1971 


(iff millions) 


{percentages) 


Cultivation 

69.8 

99.5 

78.2 

50.0 

52.8 

43.4 

Agricultural Labour 

27.5 

31.5 

52.0 

19.7 

16.7 

26.3 

Mining, Manufacturing & 
Household Indusfrv 

16.7 

25.2 

18.0 

12.0 

13.4 

12.4 

Construction 

1.5 

2.J 

2.1 

1.1 

1.1 

1.2 

Trade & Commerce 

7.3 

7.6 

10.0 

5.2 

4.0 

5.6 

Transport & Communications 

2.1 

3.0 

4.4 

1.5 

1.6 

2.4 

Seivices 

14.6 

19.5 

15.7 

10.5 

10.4 

8.7 

Total 

139.5 

188.4 

180.4 

100.0 

100.0 

100.0 


It Will be seen that nearly 70 per cent of the working population is engaged 
in agriculture. The excessive dependence on agriculture has affected 
productivity in agriculture, which is about a third of the productivity in 
other sectors of the economy like industry, commerce and transport. 
The growth of the non-agricultural sector has not been sufficient to 
absorb the surplus population on land, with the result that under-em- 
ployment and unemployment are prevalent in the economj'. It is 
because of this fact that emplojment has been one of the major objec- 
tives of planning in India. 

The employment problem has two aspects; a number of people are 
idle and a much large number are under-employed. Low' productivity 
and the need for improvement in living standards, associated with both 
whole time and partial employment, do not generate surpluses for de- 
velopment. Thus, both qualitative and quantitative improvement is 
needed in taking the economy to higher levels of development through 
generating employment. 

It is for these reasons that employment has come to be viewed in its 
long-term perspective. Even here the difficulties of tackling effectively 
the unemployment problem may be seen from the estimates of growth in 
the labour force given in the Third Plan, where it is stated that during 
1961-66 if our dependence on agriculture as a means of providing em- 
ployment has to be reduced from 70 per cent to 60 per cent, we may still 
have to add over 23 millions in agriculture and allied occupations, and 
about double the number w'ill have to be found for non-agricultural. em- 
ployment. 
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As to the other aspect, namely, increasing productnity simultaneously 
with raising the level of employment, it has been accepted tliat larger 
employment was not inconsistent ^%’ith increase in the productivity of 
labour. Indeed, this is how the national income could be made to grow 
faster. Also, the other major goal of development i.e. reduction in 
inequality of income and in regional imbalances of development could 
be reached through a wider dispersal of employment opportunities and 
their suitable diversification. While, tlwrefore, the long-term employ- 
ment policy was governed by these otyectives, in the short run, planning 
has to aim at creating employment opportunities which would help in 
arresting deterioration in the employment situation, i.e. by generating 
employment opportunities equivalent in number to the additions to the 
labour force under the TWrd Plan. 

The magnitude of unemployment in the country was estimated to be 
around 5 millions in 1956 — roughly half of them in the urban areas. 
The Second Plan aimed at creating sufficient employment opportunities 
to absorb an equivalent of new entrants to the labour force estimated at 
about 10 millions. But the actual Increase in the labour force during 
the Second Plan period was 1.7 million more than "hat was visualized, 
and the employment target of 10 million could not be reached, with the 
result that the backing of unemployment at the beginning of the Third 
Plan was about 9 million. Coupled with this there was the problem 
of under-employment which. In terms of those who have some work 
and who need additional work opportunities, is estimated at IS to 18 
million. 

It was in this setting and the ever growing numbers in the labour force 
that the Third Plan was framed. The labour force increase was estimat- 
ed at 17 million and the full lime employment opportunities created 
through Plan investments were estimated at 14 million. Partly to bridge 
this gap and partly to relieve under-employment, the Third Plan en- 
visaged a large programme of rural industrialization with emphasis on 
rural electrification, development of rural industrial estates, promotion 
of village industries, etc. In addition, comprehensive rural works pro- 
grammes, especially in areas where there was hea'T pressure of popula- 
tion. was also provided for. The rural works programme aimed not 
merely at the creation of additional employment opportunities; it was 
also expected to serve as an important means of harnessing the larger 
manpower resources available in rural areas for economic development. 
It w’as expected that the rural works programme would provide em- 
ployment on an average of about 100 days in a year, for about 2.5 
million persons, by the end of the Third Plan period. 

Another aspect of the employment policy was to ensure within the 
framework of the Plans that proper attention was being gtv^n to maximiz- 
ing the emplo>Tnent potential of pregecis included in the Plan, as well as 
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to see that the employment effects were spread out more widely and 
evenly than in the past. The former involved a question of choice of 
techniques. In an economy with relative abundance of labour, a gene- 
ral bias in favour of labour intensive techniques was both natural and 
desirable. But specific investment decisions involving alternative techni- 
ques, had to be made in the light of a number of considerations. For 
instance, the establishment of basic industries like steel, machine build- 
ing, hea\w chemicals, oil refineries, etc., was vital to raise levels of em- 
ployment in the long run. Considerations of size and technology 
required that these industries should be capital intensive. To make 
up for the low employment potential of the basic industries, it was 
necessary to encourage consumer goods industries through labour 
intensive methods. However, in road construction, housing, laying 
railway lines, a certain combination of men and machines had been 
evolved over a period of years, a combination consistent with the pro- 
gressive elimination of arduous human labour. This trend had to be 
allowed to continue, and so was the trend towards higher productivity 
in established industries. Maximization of employment had to operate 
within these constraints. 

The impact of the emplojment policy pursued in the last few years 
has been to increase the employment opportunities to a significant 
extent. In an economy where the predominant pattern is one of self- 
employment, substantial increases have taken place since the planning 
process started in the number of tvage earners as the following Table, 
which gives employment increases in certain organized sectors, indicates: 

TABLE II 

.\Tcrage Daily Employmct 


SECTOR (in TOOO) 


Year 

Factory 

Mining 

Plantation 

Central Govt, 
including 
Railways, P &.T 
(oj on 30 June) 

1951 

2,914 

549 

1,236 

N.A. 

1956 

3,433 

629 

1,295 

1,792 

1961 

3,928 

671 

1,210 

2,186 

1966 

4,702 

699 

1,167 

2,688 

1967 

4,760 

671 

1,148 

2,715 

1968 

4,739 

664 

N.A. 

2,726 


Source: Indian Labour Sfatisfics, 1960-64, 1970.* 


The 1961 Census placed the number of unemployed at 1.4 million, 
0.57 in the rural areas and 0.83 in the urban areas. The 16th round of 
the National Sample Survey estimated that unemployment in rural areas 

*Data regarding employment in factories for the period 1951 to 1955 is only for the 
reporting factories/States while that for 1956 onwards includes the estimated em- 
ployment regarding non-reporting factories/States. 
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was 1.62 per cent of the rural population and 0.82 per cent of the urban 
population for the period July I960 to June 1961 . On this basis, un- 
employment in 1961 worked out at 5.8 million in rural areas and 0.7 
in urban areas The comparative available figure for 1967-68 is 0.66 
per cent of the urban population Consequent upon widely differing 
estimates of unemployment, the Planning Commission set up in August 
1968, a committee of experts to enquire into the estimates of unemploy- 
ment worked out for the previous Plans and the data and methodology 
used in arriving at them 

On the basis of information available from the Directorate General 
of Employment and Training (which docs not cover employment in 
agriculture and household establishments, the self-employed and the 
defence forces), employment increased from about 12.09 million at the 
end of 1960-61 to about 15.46* million at the end of 1965-66 or about 
28 per cent, Ihe average annual growth rale being 5 per cent during the 
Third Plan period. The growth of employment in 1966-67 was con- 
siderably lower at about 0.8 per cent, and during 1967-68 it was almost 
negligible. The slow growth in non-ap-icuitural employment since 
1965-68 is attributable to the slackness in the economy, and in parti- 
cular to the virtual stagnation of the mdustnai sector during these years. 
The groivth of employment during 196(-6S showed marked differfoces 
in different States. Ic was higher than the all-India rate in Kerala, 
Karnataka, Tamil Nadu, West Bengal and Maharashtra; it was very 
hw in Biknrand Orissa. 

Technical Personnel: One of the dilScuIties experienced in the First 
and Second Plans, and which has not yet been overcome, is the shortage 
of technical personnel. This experience keeps the planners conti- 
nuously forewarned and a sufiBcient emphasis is not laid on providing 
facilities for technical training. Special committees were appointed to 
assess the demand and supply of technical personnel. A machinery by 
which the recommendations of these committees could be implemented 
and the progress of implementation reviewed has also been set up. It is 
not necessary to go into the details of this machinery, but it would be 
appropriate to point out what is being done by the Government in 
furtherance of one important aspect of technical manpower — training 
at the lower levels of skills with which labour welfare is closely linked. 

Craftsmen Training: In view of the large demand for craftsmen, train- 
ing facilities available in the Labour and Employment Ministry were 
rmsed from 10,000 seats in 1956 to 43,000 seats by 1961 — the end of the 
Second Plan. The Third Plan enwsaced a gradual expansion of such 


*Laier revised at 16.18 million. 
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faciUties to 1 kkh seats, with an estimated out-turn of 2 lakh craftsmen 
unng - . A greater expansion in the craftsmen training scheme 
as not practicable unless sufficient facilities could be provided for the 
rmmng of craft instructors. The number of Industrial Training Insti- 
tutes for traimng craftsmen increased from 163 at the end of March 1961 

? fh seating capacity increased from 42,685 

at the end of 1960-61 to 146,788 in 1968-69. 


Apprenticeship Training; During the Second Plan little progress was 
registered under the voluntary apprenticeship training scheme. With 
iie enactment of the Apprentices Act, 1961, the scheme has been placed 
on a coinpulsory footing. Initially, the Act was applicable only to some 
engineering establishments. However, in August 1963, its coverage 
was extended to include almost all important industries, e.g., textiles, 
paper, c emicals, rubber, food and beverages, construction, transport 
an communication, etc. The Central Government in consultation with 
tile Central Apprenticeship Council, which was constituted in 1962, 
Te ai down rules prescribing the minimum educational quaU- 
cations, standards of fitness, period of training, stipends to apprentices, 
nours of work, the number of apprentices to be trained in each estabh’sh- 
ment an industry, etc. The syllabuses for basic engineering trades 
jave been prepared in consultation with technical experts. The State 

Apprenticeship Councils. 

i 69, 37,658 apprentices were undergoing training in 3,313 establish- 
ments in the public and private sectors. A Central Institute for Research 
an Training in Employment to conduct research in employment and 
.to impart training to emploj'inent oflacers was set up in 
■ same year, the Indian Institute of Labour Studies was esta- 
bhshed m New Delhi to train Industrial Relations Officers of the Central 
and State Governments. 


mployment Senice: India has already a well-established employment 
service organization through a network of employment exchanges located 
at different parts of the countrj'. Even so, each exchange covers a wide 
geographical area. Considerable progress has been made during the last 
decade in reducing the distance between exchange and job-seekers by 
estabh'shing new centres. From a mere 126 exchanges in March 1951, 
the number of exchanges had risen to 317 by the end^of the Second Plan 
(March 1961). There was simultaneous!}' an enlargement of the scope 
of its actirities. For example, under the Employment Market Informa- 
tion Scheme, employment information is collected on a continuous basis 
from all establishments in the public and private sectors employing 25 
or more persons. Under the scheme of emploxment counselling. 
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guidance about careers and occupations is provided to employment 
seekers and occupational research and analysis is undertaken for the 
purpose. Establishment of University Employment Bureaux and 
Exchanges for the rural areas arc some of the other important activities 
under the employment service scheme. 

There were 461 Employment Exchanges including 45 University Em- 
ployment Information and Guidance Bureaux, 15 Professional and 
Executive Employment Officers, 7 Colliery Exchanges. 8 Project Em- 
ployment Exchanges, 9 Exchanges for the Physically Handicapped and 
I Special Exchange for Plantation Labour functioning in the country 
at the end of December 1969. In additon, 18^ Employment Informa- 
tion and Assistance Bureaux to cater for the rural areas functioned in 
various Community Development Blocks. In the course of 1969, 10 
additional Employment Exchanges including 2 University Employment 
Information and Guidance Bureaux were set up. 

IH. Industrial Relations 

Industrial relations in a country depend on a variety of factors, such 
as labour legislation, the broad economic and social policies pursued 
by the Government, the state of consciousness on the part of employers 
and workers in regard to their rights and responsibilities towards one 
another and towards the nation, the strength of the empio>ers* organiza- 
tion, and the trade union movement, etc As pointed out earlier, the 
industrial relations policy as it has evolved in the last two decades, is 
essentially the product of extensive tripartite consultations. At the 
apex of the various tripartite consultative bodies is the Indian Labour 
Conference set up in August 1942. Since then, oil the important policy 
decisions in the field of labour have been taken by the Government 
after discussions at tripartite meetings. The policy thus represents the 
consensus of opinion of the parties concerned, and has acquired the 
strength and character of a national policy operating on a voluntary 
basis. Apart from the formulation of policies, the tripartite bodies 
look after the implemenCation aspects also. The main plank on which 
the policy rests is that the major responsibility for maintenance of indus- 
trial peace must devolve equally upon the employer’s and workers’ 
organizations, the Government inlerreaiog only if disputes are not 
mutually settled. 

The earliest known act relating to the settlement of trade disputes 
was the Employer's and Workmen (Disputes) Act, I860, which provided 
for summary disposal by magistrates of disputes relating to vvages of 
certain kinds of workers. Apart from its limited character, it contained 
various undesirable pros isions like a breach of contract on the part of a 
worker being a criminal offence. It fell into disuse and was finally 
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repealed. The next significant legislative step taken towards regulation 
of industrial relations was the Trade Disputes Act, 1929. In between, 
different measures were adopted to prevent the occurrence of disputes 
as well as their settlement. The constitution of Works Committees 
received attention at an early stage. Works Committees were for the 
first time set up in 1920 in Government presses. Similar committees 
were also set up by the Tatas at Jamshedpur, the Buckingham and 
Carnatic Mills at Madras, etc., and by many progressive employers, but 
the results acliieved were by and large disappointing. In addition to 
Works Committees, there were also occasions when conciliation or 
arbitration was undertaken by individuals or specially appointed com- 
mittees or courts. The first attempt to settle disputes through formal 
bodies like courts was made in Madras in 1919-20. These were follow- 
ed by other committees in other provinces also. One such committee 
known as the Fawcett Committee was set up in 1928 by the Government 
of Bombay for the settlement of the dispute between the employers and 
workers in cotton mills. So far as conciliation and arbitration was 
concerned, the individuals (usually'ofiicials) were also generally success- 
ful in bringing about settlements. Apart from these official efforts at 
settling labour disputes, Ahmadabad saw a standing arrangement for 
arbitration between labour and management, an arrangement which 
envisaged that if the arbitrators on behalf of workers and employers did 
not agree, the matter would be referred to a mutually agreed umpire. 

Trade Disputes Act, 1929: The widespread industrial unrest following 
the close of the First World War brought into focus the need for legisla- 
tion for the settlement of industrial disputes. Committees were set up 
in 1921 by the Provincial Governments of Bombay and Bengal to examine 
the feasibility of introducing legislation. Though Bombay had a bill 
ready in 1924, it was not processed through the legislature. The Trade 
Disputes Act was passed in 1929 by the Central Legislature. It provid- 
ed for the setting up of Courts of Enquiry and Boards of Conciliation for 
the settlement of disputes. The Act also contained provisions rendering 
punishable by fine or imprisonment, lightning strikes or lock-outs m 
certain public utility services and embodied a provision aimed at the 
prevention of general strikes. The Act was originally limited in its 
operation to 5 years but was made permanent by an Act in April 1934. 


State Legislation: The Royal Commission on labour which was appoint- 
ed soon after the Trade Disputes Act 1929, was passed, recommende 
the establishment of permanent courts instead of hoc tribunals. 
They also emphasized the need to make available to the parties the 
services of Conciliation Officers and others in the earlier stages of the 
dispute, so as to bring the parties privately to agreement. To imple- 
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nient these recommendations, the Government of India amended the 
Act in 1938. In the meantime, Bombay had passed the Bombay Trade 
Disputes Conciliation Act, 1934, which, while not directly based on the 
Royal Commission’s recommendations, incorporated some of its sugges- 
tions. It provided for the appointment of Chief Conciliators/Special 
Conciliators and Assistant Conciliators. The conciliators were em- 
powered to initiate concilfatfon proceedings in cases svherc a trade dispute 
existed or was apprehended, to enforce the attendance of parties, obtain 
evidence etc, TTie Act was, hovvever, made applicable only to the teixtile 
Industry in Bombay City and the iBombay Sub-urban District. The 
Bombay Industrial Disputes Act, 1938, a later creation, provided for 
elaborate machinery for the settlement of disputes by conciliation or by 
arbitration. The Act provided inter alia for, first, appointment of a 
Board of Conciliation in case a dispute could not be settled by a con- 
ciliator; second, appointment of an Arbitrator or a Court of Industrial 
Arbitration; thirdly, declaration of strikes and lock-outs as illegal 
during negotiations and conciliation proceedings; fourthly, registration 
of onions recognized by employers; and finally, penalties for victimiza- 
tion of workers under certain circumstances. The Act was amended 
once in 1941 to make arbitration compulsory in certain cases. 

The Trade Disputes Act, 1929, was amended in 1938 to provide for 
the appointment of conciliators as recommended by the Royal Com- 
mission. It also extended the definition of trade disputes to cover 
differences between employers and employers, or between workmen 
and workmen, and included transport and tramways under publie utility 
services. Provisions concerning illegal strikes and lock-outs were also 
made less restrictive. Even so, for various reasons, the Act was not 
sufiiciently used for settling labour disputes. 

The Second World War called for more definite measures to deal 
with disputes than were provided under the then existing Acts or under 
the contemplated amendments. In January 1942, the Government of 
India introduced a new rule. Rule No. 8I-A, to the Defence of India 
Rules, with a view to dealing with trade disputes. The details of this 
new rule have been quoted earlier in this chapter under the section 
on ‘Policy Before and After Indepcodcnce’. The principle of com- 
pulsory adjudication in the settlement of labour disputes was, as will 
be clear, introduced in the early forties and has remained with us ever 
since. 

Industrial Disputes Act, 1947; Rule 81-A of the Defence of India Rules 
was in operation upto September 30, 1W6; it was extended by an ordi- 
nance in 1946 for a further period of six months pending enactment of 
a suitable legislation. The Government had found the rule useful In 
presenting industrial unrest and felt the need to incorporate its cornpul- 
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sions in the permanent labour law of the country. The Government, 
therefore, enacted the Industrial Disputes Act in March 1947, incorporat- 
ing in it many of the important provisions of the Trade Disputes Act, 
1929, and the Rule 81-A of the Defence of India Rules. The Act pro- 
■\ided for two new institutions viz. the ‘Works Committees’ and the 
‘Industrial Tribunals’ for the prevention and settlement of disputes. The 
Act empowered the appropriate Government to order establishments 
employing more than 100 workers to set up Works Committees. Dis- 
putes could be referred to the Court of Enquiry, Board of Conciliation 
or Indu'^rial Tribunal. It also sought to reorient the administration of 
conciliation machinery by making conciliation obligatory in all disputes 
in public utility services, and optional in other cases. Wirh a view to 
expediting conciliaton, time limits were prescribed for their completion. 
The Act prohibited strikes or lock-outs during pendency of conciliation 
or adjudication proceedings. 

The following details show the functioning of the Central Industrial 
Relations Maclunery: 


TABLE III 



1969 

1970 

1971 

1. Number of disputes re' rred to Central 
Industrial Relations Ma inery 

6,731 

6,953 

6,705 

2. Number of failure repoi 1 3 received : — 

(i) of (2) above. No. of disputes re- 
ferred to adjudication 

323 

297 

368 

(37+) 

(31+) 

(38+) 

(ii) of (2) above. No. of disputes re- 
ferred to arbitration 

70 

55 

13 


(80+) 

(60+) 

(10+) 


Apart from the Central legislation, some of the State Governments, 
namely, Bombay, Madhya Pradesh and Uttar Pradesh had also taken 
statutory measures for prevention and settlement of industrial disputes. 
These, while containing most of the basic features of the Central Act, 
sought to supplemeni them in certain respects. 

The First Plan: The Central Act was amended rom time to time to 
take care of deficiencies in its working as also to suit requirements of 
planned development. The First Plan, for instance, recommended 
the framing of suitable statutory provisions on the following principles: 

(i) legal technicalities and formalities of procedure should be re- 
duced to the minimum: 

(ii) the machinery and procedure should be adopted to varying needs; 

(iii) selection, recruitment and training of personnel of courts should 
be carried out to secure competent disposal of cases ; 

(iv) there should be no appeal from decisions of an industrial court 
or tribunal save in exceptional cases; and 
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(v) provision of faw should be adequate to secure prompt compliance 
with the term of an] ward of decision. 

The amended Act, therefore, pro\ dcs for a three-tier s- stem of original 
tribunals, consisting of Labour Courts, Industrial Tribunals and National 
Tribunals. The function of the Labour Courts is mainly to adjudicate 
upon certain minor matters. The jurisdiction of the Industrial Tribunals 
is wider and extends to more important matters like wages and allowances, 
hours of work, leave and holidays and bonus. The National Tribunals 
may be appointed by Central Government to decide disputes which in- 
volve questions of national importance and those which affect establish- 
ments situated in more than one State. In this process, the Labour 
Applellate Tribunals, which was brought into existence by an amend- 
ment of the Industrial Disputes Act in 1950 to bring about uniformity 
in Industrial Tribunal decision' was abolished. By an amendment 
made in 1952, the appropriate Government has been empowb.cd to 
include within the scope of general adjudication even units ir which no 
disputes might actually exist. A provision has also been made in the 
Industrial Disputes Act for voluntary reference of disputes to arbitration 
by the parties themselves by written agreement and for the enforcement 
of voluntary agreements reached between the parties. A special feature 
of the Act is the provision made for lay-off and retrenchment compensa- 
tion by an amendment carried out in 1951. This again was to answer 
the specific need o. ibe hour when lay-off and retrenchment bad affected 
the climate of industrial relations and some effective action was con- 
sidered necessary agaiast them. 

The Second Plan: Apart from the reorganization of the industira] 
disputes settlement machinery to which a reference has been made earlier, 
the First Plan also made specific recommendations regarding the need 
for avoidance of industrial disputes, promotion of internal settlements, 
mutual consultation through various committees, collective bargaining. 
Conciliation, etc. Much of what was recommended in the First Plan 
also held good in the Second Plan. The Second Plan rcconunended, in 
particular, the follow'ing: 

(i) “Greater emphasis should be placed on avoidance of disputes at 
all levels, including the last stage of mutual negotiations, nam»Jy 
conciliati n. 

(ii) ■ ■ - • ■ ■ ■” ' 

. . However, in intractable cases, where these methods fail re- 
course to Government intervention would be unavoidable. 

(iii) “While the responsibility for implementation should be mainly 
on the employer (public or private) an appropriate tribunal 
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should be constituted for enforcing compliance. 

(iv) “While observ’ance of stricter discipline both on the part of labour 
and management is a matter which cannot be imposed by legisla- 
tion — it has to be achieved by organisations of employers and 
workers by evolving suitable sanctions of their own, some steps 
legislative or othenvise in case of rank indiscipline to be thought 
off”. 

The emphasis was thus on prevention of disputes. But once a dispute 
arose, it was to be settled by mutual negotiations and recourse to ad- 
judication was thought of only as a last resort. In addition, the Plan 
recommended the greater association of workers with management and 
their education to make them better citizens. 

Code of Discipline in Industry: Most of the important recommendations 
made in the Second Plan were given effect to by the decisions taken 
at the 15th session of the Indian Labour Conference held in July 1957. 
This marked another important stage in the evolution of labour relations 
policy is India in a number of vital and far-reaching decisions were 
taken at that session. The session unanimously adopted a code called 
the ‘Code of Discipline in Industry’. The code aims not only at the 
prevention of industrial disputes, but also at the creation of a suitable 
atmosphere for constructive co-operation between employers and 
workers. The significance of the code lies in its voluntary acceptance 
of mutual obligations. It places greater reliance on moral sanction 
than on legislation. The provisions of the code cover the entire field 
of industrial relations like the prevention and settlement of disputes, 
disciph'ne at the plea of work, avoidance of work stoppages, implementa- 
tion of the awards, agreements, settlement and decisions, avoidance of 
litigation, etc. The code required the framing of a model grievance 
procedure to minimize delays in the settlement of grievances.* A 
Central tripartite evaluation and implementation machinery has been 
set up to implement the code. Similar machinery exists at the State 
levels also. 

On the voluntary side, the ‘Code’ of Discipline in Industry (1958) and 
the Industrial Truce Resolution (1962) continued to have their impact 
on industrial relations in the countrv. This is reflected in the data given 
in Table IV. 

Worker Participation in Management and Workers’ Edacation: As the 
objective of social and-economic policy, the Second Plan referred to the 
need for creation of industrial democracy as a pre-requisite for the 
establishment of a socialistic society. As a first step in this direction, 
it recommended the increased association of labour with management. 


♦See Appendix I 
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It further obsened that such a measure would help in “(a) promoting 
increased productivity for the general benefit of the enterprise, the em- 
ployees and the community, (b) giwng employees a better understanding 
of their role in the working of the mdustry, and (c) satisfying the workers’ 
urge for self-expression, thus leading to industrial peace, better relations 
and increased co-operation.” For this purpose, it suggested the sett- 
ing up of Joint Management Councils consisting of representatives of 
employers and workers. Such councils are already operating in 80 
units. 


TABLE IV 



1969 

1970 

1971 

1. Number of compliiots rereived 

609 

696 


2. Number of complaints not requiring 
action 

240 



3. Number ofcomplaintsreauinng action 

369 

510 


4. Of these requiring action (percentage 
of complaints) 

(a) Not substantiated on enquiry 

6 

3 


(b) When the breaches were set right 



13 

(c) Under investigation 

60 

83 

85 


The scheme of Joint Management Councils is designed to ensure closer 
and fuller association of workers in management on a voluntary but 
formally-defined basis. Such councils were functioning in 80 establish- 
ments, 31 in the public and 49 in the private sectors. The break-up of 
the units where Joint Management. Councils were functiom’ng during 
1971-72 is as follows: 


TABLE V 




Pubiic 

Sftror 

Frinte 

Sector 

Total 

1, 

Manufacturing 

9 

33 

42 

2. 

Mining 

13 

13 

26 

3. 

Plantations 


2 

2 

4. 

Service InCustiies 

9 

1 

10 


Total: 

3t 

49 

80 


The aim of the concummt scheme of ivorkers’ education was to 
educate the workers in their rights and responsibilities vis-a-vis produc- 
tion and for the better perfomiaoce of their duties as citizens. If was 
also designed to enable them to participate intelligently in the scheme of 
worker participation in management. The scheme comprises the train- 
ing of teacher-administrators and worker-teachers. The latfer, on 
returning to their esiablishmems on the completion of the training, start 
unit level classes for the rank and file. Substantial progress has been 
achieved imder this scheme. 
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The Third Plan: The Third Plan did not suggest any major change in 
policy. It emphasized the economic and social aspects of industrial 
peace and elaborated the concept that workeTS and managements 'were 
partners in a joint endeavour to achieve common ends. The voluntar}' 
airangements agreed to in the Second Plan were strengthened by the 
Industrial Truce Resolution, 1962, adopted in the wake of the Chinese 
Aggression. The Industrial Disputes Act was amended in 1965 with a 
view to giving an individual worker the right to raise a dispute connected 
with his discharge, dismissal, retrenchment or termination of ser\ice 
even if the cause of the indiNadual w'orkman was not espoused by any 
union or group of workmen. 

Workers’ Organizations: The evolution of the labour relations’ policy 
of a country is conditioned by the existence of strong organizations of 
employers and workers. A strong trade union movement is necessarj' 
to safeguard the interests of labour and to achieve increased production 
and productivity. Workers in India have been exercising their right of 
association since the turn of the centur}’ but real encouragement to the 
movement came through the Indian Trade Unions Act, 1926. With 
some minor modifications, the Act still holds the field. While a number 
of trade unions were formed between 1926 and 1947, the real organiza- 
tional efifort on behalf of labour was seen only since independence. The 
number of registered trade unions increased from 2,800 in 1947-48 to 
11,677 in 1961-62. The membership of the unions which furnished 
returns also increased in the same period from 1.7 to 4.0 milh'on in 
1960-61. vVhile the number of trade unions and their membership has 
gone up during the 15 years, the number of members per trade union 
has declined. 

The num jer of unions claimed and verified by the Indian National 
Trade Union Congress in 1966 was 2,046 and 1,305 respectively; that 
for the Hind Mazdoor Sabha was 498 and 258 respectively; and for the 
United Trade Union Congress 364 and 170 respectively. For details of 
the n-embership of the 4 Trade Unions and their membership for the 
period 1951-67, the following Table may be seen: 

TABLE 

Membership of Trade Union Organization 
(1951-1967) 

Indian National Trade AU India Trade Hind Mazdoor UnitedTrade Union 

Union Congress Union Congress Sabha Congress 


Year Affiliated Member- Affiliated Member- Affiliated Member- Affiliated Member-' 
Unions ship Unions ship Unions ship Unions ship 


1951 

1,232 

1,548,568 

736 

758,314- 

517 

804,337 

332 

384,962 

1956 

604 

930,968 

481 

306,963 

157 

211,315 

228 

195,242 

1961 

860 

1,053,386 

886 

508,962 

190 

286,202 

229 

110,034 

1967 

1,305 

1,417,553 

808 

433,564 

258 

436,977 

170 

93,454 
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A feature of the tmde unioo movement in India is its dependence, to 
some extent, on outsiders for leadersWp. TWs has had both beneficial 
and harmful effects. But f the out^de lead;*rshjp, the movement 
would not have reached even its present dimensions and strength. At 
the same time, the association of outsiders has generated unhealthy 
rivalries. However, of late, a trend towards decrease in the number of 
outsiders managing trade uni'^ns is clearly discernible. U is hoped that 
Workers’ Education Prograi-me will accelerate this progress. The 
movement is at present affiliated to the four followii^ main organiza- 
tions of workers: (i) The Indian National Trade Union Congress which 
has the largest verified memberslup; (iO The AU-I Ba Trade Union 
Congress, (iii) The Hind Kfazdoor Sabha, and (iv) The United Trade 
Union Congress. To remedy thecvils of a divided Trade Union Move- 
ment, a code, called the Tntcr-Union Code of Conduct’ was voluntarily 
accepted in 19S& by all the Trade Union organizations as a complement 
to the Code ot Disiplinc inladastry. The Code ofConduct aims at the 
promotion of harmonious inter-union relation and healthy growth of 
trade union movement.* 

Employers’ Oiganfzatloos: The employeis are organized industry-wise 
and also region-wise. There are. for iiDtance, employers’ organiza- 
tions for textiles, tea, coffee, i.iininiL engineering and so on, in centres 
where their special intetest requites protection. Chambets of Com- 
merce Of business associatioos functioning in important cities and trade 
centrea bring together varied Interests among the e-jployers’ organiza- 
tions. Those associatons, however, form an integral part of the national 
organizations, such as the All-India Organization of Industrial Em- 
ployers, the Employers Federation on India and All-India Manufactures 
Organization. These orgaruzations, as also the svoTl.ers’ organizations 
referred to earlier, arc rccogm'/ed by the Government and participate in 
the discussions at the national level. In additon to these, there arc also 
professional bodies like the Indian Insjiime of Personnel Management 
in Calcutta, the National Institute of Labour Management in Bombay 
which spread ideas ccnccrning the importance of human values in 
industry and promote healthy labour-management relations. 

IV. IVegcs and Social Security 

In countries where the employers’ and u-orkers’ or gan izations are 
well matched, wage agreements are arrived at on the basis of collective 
bargaining. While this approach is prevalent in India where unions 
are strong, the domiaaat pattern for wage settlement is through State 
intenention which during World War II, secured for workers some 

•Sec Appendix 11 
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wage increases. Even so in real terms, the situation had deteriorated 
as compared to the pre-w'ar because of tlie rise in prices. In the absence 
of guiding principles, the wage awards of those days tvere based on the 
individual judgement of adjudicators and the conditions prevalent in 
individual units. In consequence, a number of anomalies crept in the 
wage structure. The task in the post-war period, therefore, was to 
secure the 1959 level of real earnings and simultaneously proceed in 
the direction of evolving a scientific wage pattern. 

Wage Policy: Since 1948, wage standardization has been secured in 
almost all important organized industries mainly through the efforts of 
Industrial Tribunals, — except in recent years when wage boards have 
become more common. A vital component in addition to the basic wage 
since World War II has been the dearness or cost of living allowance. 
The system of paying a bonus to workers, which also started during the 
World War II in certain industries, has now become an accepted annual 
addition to the pay packet. 

The First Plan: Subject to reasonable restraints on wages and profits, 
the main aim of wage policy was to “restore the pre-war real wages, as 
a first step towards the living wage, through increased productivity result- 
ing from rationalization and renewal or modernization of plant.” Wage 
increase to remove anomalies or where the existing rates were abnormally 
low was also not ruled out. In settling wage claims, it was recommended 
in particular that: — 

(i) wage adjustments should conform to the broad principles of 
social policy and disparities of income have to be reduced to the 
utmost extent; 

(ii) the claims of labour should be dealt "with liberally in proportion 
to the distance which the wages of differed categories of workers 
have to cover to attain the living wage standard; and 

(iii) the process of standardization of wages should be accelerated 
and extended to as large a field as possible. 

The xvorking of the wage policy in the First Plan resulted in substantial 
gains to the industrial 'workers. For the first time, the wages of workers 
reached the pre-war level in 1953 and even went beyond significantly 
by 1955. The improvement in real w'ages was due partly to the increase 
in money earnings which went up by about 20 per cent over the period 
and partly to the fall in the price level. 

The Second Plan: It was framed in the atmosphere of increasing 
unemployment and which emphasized the need for developing basic 
industries, recommended a cautious wage policy directed towards avoid- 
ing inflationary pressures. It admitted that much remained to be done 
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especially in matters like covering the distance between the existing 
wage and ‘fair wage’, but progress in this regard would only be gradual. 
It said the evolution of a wage policy which aimed at a structure with 
rising real wages required to be evolved. The drag exercised by the 
marginal units in drawing a suitable wage structure based on the princi' 
pie of fair svage, was recognized and steps to make these units more 
viable were recommended. Several recommendations to improve 
productivity, like introduction of incentive payments, payment by results, 
rationalization etc., were also made. The Plan further stated that “a 
more acceptable machinery for setthng wage disputes will be one which 
gives the parties themselves a moreresponsiblerole in reaching decision. 
An authority like a Tripartite Wage Board, consisting of equal represen- 
tatives of employers and workers and an independent Chairman will pro- 
bably ensure more acceptable decision. Such Wage Boards should be 
instituted for individual industries in different areas.” 

In pursuance of the recommendation made in the Plan, a number of 
Wage Boards were set up during the Second Plan. These covered major 
industries like cotton textiles, cement, sugar, jute and tea plantations. 
The final recommendation of the first three were received before the 
expiry of the Second Plan period and their implementatioo started from 
1960. Almost all the units in those industries have by now implemented 
these recommendations. The other Wage Boards and those constituted 
since have completed their work. The impact of the policy pursued 
in the Second Plan resulted in an increase to money wages by about 19 
per cent during the period. However, in real terms, the workers suffered 
as compared to the First Plan due to increase in the price lesel. 

The Third Flan; The policy in regard to wages in the Third Plan was 
more or less an extension of tlie policies pursued in the two previous 
Plans. Recognizing the need for rapid economic progress, the Plan 
suggested that the fruits of economic progress should be shared equit- 
ably and that economic and social organizations should be oriented 
towards achiesing the objectives of a socialist society. In particular, it 
was stated that the surpluses generated in industry were a sodal product 
to which neither employers nor workers could lay an exclusive claim, 
their distribution must be according to the w orth of the contribution of 
each, subject to the needs of development and the well-b«ng of all 
sections of the commum'ty, cspecjally the satisfaction of thd basic needs 
of all. The need for improving productivity both in the context of larger 
economic programme and the improvement of the standard of living of 
the working class was highlighted in these words; ‘‘Neither the exercise 
of their organized strength in industrial conflicts nor laws and the inter- 
vention of State can help the workers much in realizing their aspirations. 
Their gdns can arise only out of the strength and dynamism of the econo* 
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my, the only enduring basis of which is a rising level of productivity. 
No increase in profits wliich does not come out of improvements in pro- 
ductivity but has its origin in current scarcity and the stresses of develop- 
ment, can be regarded as a sign of prospe .:y. For the workers no real 
advance in their standard of Jiving is possible without a steady increase in 
productivity, because any increase in wages generally, beyond certain 
narrow limits, would otherwise be nullified by rise in prices.” 

The First Plan recommended that wage increase should be granted 
mainly to remove anomalies or where the existing rates were very low. 
It also recommended res'^o-ation of the pre-war levels of real wages as 
a first step towards a ‘living wage’. These features were reasserted in 
the Second Plan, but a shift in emphasis was introduced: it required that 
improvement in wages should result m ‘.ily from increased productivity. 
Two developments during tliis period are worthy of note: (i) the re- 
commendation of the 1 5th Indian Labour Conference in regard to the 
need-based minimum wage, and (ii) the Report of the Second Pay Com- 
mission in respect of Central Government employees, vhose recom- 
mendations about the need-based minimum wage created public contro- 
versy. The Third Plan generally endorsed the recommendations of the 
earlier Plans in regard to the minimum wage with the proviso quoted 
above. 

By 1970, all the Wage Boards which had been set up m the previous 
years had submitted their reports, and Government decisions on these 
reports have been announced. This completed the process of wage 
fixation in all the major industries for which Wage Boards were set up 
since the inception of t ; system in 1957. 

Bonus Commission: Apart from the setting up of new Wage Boards 
already referred to a significant step taken during the Third Plan was 
the setting up of the Tripartite Bonus Commission to study the problems 
connected with bonus claim and to evolve guiding principles for bonus 
pajonent. The commission wliich submitted its report in 1964 has 
recommended in particular: — 

(i) That the surplus available for payment of bonus should be 
determined after providing for depreciation, income tax, super 
tax and returns on paid up capital at 7 per cent and on reserves 
at 4 per cent. 

(ii) That an employee should be entitled to a minimum of 4 per cent 
of Ms annual earnings made up of basic wages and dearness 
allowance as'bonus or Rs. 40.00 wMchever was higher. 

(iii) That 60 per cent of the available surplus should be earmarked 
for the payment of bonus. 

(iv) That the maxim um limi t for the payment of bonus should be 
20 per cent of the earnings by way of basic wage and dearness 
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allowance . 

The commssion has also made detailed recommendations in regard 
to the employees to whom their recommendations should apply, the 
maximum bonus payable to certain categories of employees, the manner 
of providing for set off and set on, etc* 

The Payment of Bonus Act, 1965, was enacted very recently. It must 
be given a longer period of trial. Some workers* organizations have 
objected to the coverage and quantum of the available surplus. Bonus 
payment already covers a large number of workers coming under the 
Industrial Disputes Act of 1947 who formerly did not have this benefit. 
Also, the available surplus for bonus payment has already been enlarged 
by the recent amendment to the Payment of Bonus Act, 1965. Calcula* 
tions made at the official level indicate that the additional amount dis- 
bursed in bonus as a result of the implemeniation of the Payment of 
Bonus Act is bout Rs* 16 crorcs and the ’ax loss about Ra- 8 crores 
annually. 

One of the significant achievements during 1971 was an agreement 
broughtabout between the workers and employers on the question of bo- 
nus for the year'1970. The agreement inteT’OUa provided for the payment, 
in addition to the statutory minimum bonus, a graded advance ran^og 
from 1 to 4i pe, cent based on the gross pr firs earned. The advance 
was to be adjusted against future payments of bonus payable subject to 
decisions on the recommendations of the 'Committee on Bonus' to be set 
up for the purpose. The setting up of a Tripartite Committee to go into 
the whole question of bonus was endorsed at the 27th Session of the 
Indiart Labour Conference held in October 1971. The composition and 
terms of reference of the commUtee are expected to be announced 
soon. 

It will now be useful to study the changes in money and teal earnings 
in recent years for certain categories of workers. The Table VII gives 
the indices of money and real earnings of imiustrial workers since 1947. 
Although a strict year-to-year omparison is vitiated to some extent by 
changes in scope, coverage etc., these figures give a fairly accurate picture 
of the gains accruing to labour since Independence. The indices relate 
to average annual earnings of employees earning less than Rs. 200 per 
month in factories coV'*«ed under the Payment of Wages Act, 1936. 

The money earnings of workers in the manufacturing sectors have 
gone up by 71 p;, cent m 1970 as compare! to 1961, The real earnings 
rose only by 1 per cent dr nag the same period. The latest available 
data for 1970 shows that in 1970, the real as well as money earnings of 
those workers had increased by 65 per cent and 7.4 per cent respectively 
as compared to the level in the prevdous year. 

Coal Miners: A long history of wage disputes in coal mining came to 
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an end with the enforcement of the award of the All-India Industrial 
Tribunals (Collieries), The Coal Tribunals’ award which came into 
effect from about the middle of 1956, recommended increase in the wages 
of different categories of workers. Since then, employers and workers 
have shown considerable wareness of their responsibilities and the 
industry has been working with an improved level of efficiency. A 
Tripartite Wage Board was set up in 1963 to analyse the wage structure 
etc., in coal mining. An interim increase in wages was recommended 
by the Wage Board. An indication of the gain made by the coal mine 
workers since independence can be had from the Table Vni which 
gives the indices of money earnings of workers employed in mines. 

TABLE VTI 


Indices of Money Earnings and Real Earnings of Employees Earnings Rs. 200 
Per Month in Factories Covered hy the Payment of Wages Act, 1956 (1947=100) 


Year 

Money earnings 

All-India average 

Real earnings 



consumer price index 


1948 

120.0 

111.7 

107.4 

1949 

134.4 

115.0 

116.9 

1950 

132.0 

115.8 

114.0 

1951 

140.9 

120.8 

116.6 

1952 

150.9 

118.3 

127.6 

1953 

151.0 

121.7 

124.7 

1954 

151.8 

115.8 

131.1 

1956 

159.4 

110.0 

144.9 

1956 

162.6 

120.8 

134.6 

1957 

170.2 

127.5 

133.5 

1958 

172-3 

133.3 

129.3 

1959 

178.1 

139.2 

127.9 

1960 

189.4 

142.5 

132.9 

1961 

193.7 

145.0 

138.9 

1962 

204.3 

149.6 

135.6 

1963 

206.0 

154.1 

132.7 

1964 

214.7 

144.8 

148.3 


TABLE Vin 



Indices of Money Earnings of Workers Emploj ed in Mines during 


December Each Year 

on Base: 1947=100 



100.0 

1955 

132.4 

1948 

105.5 

1956 

173.0 

1949 

109.7 

1957 

192.6 

1950 

114.3 

1958 



120.5 

1959 

, 220-6 

1952 

127.4 

1960 

228.5 

1953 

127.2 

1961 

238.6 


129.9 

1962 

246.9 


In the mining sector also, the money earnings and real earnings of 
workers had increased by 96 per cent and 16 per cent respectively in 
1969 as compared to 1961 . 


Central Government Employees: The pay and service conditions of 
Central Government employees come up for review’ by the First Pay 
Commission in 1946-47. Prior to this, for about 30 years the basic 
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Structure of salaries of Government servants continued to conform to 
the pattern recommended by the Royal Commission on the Public 
Services in India (1912-15). The Royal Commission on the Superior 
Civil Service in India (1923-24) expressed full agreement with the princi- 
ples adopted by the earlier commission. With the passage of time, a 
necessity arose to review the pay and service conditions of Central 
Government employees and accordingly a Second Pay Commission 
was set up in 1957 to: — 

(i) “Examine the principles which should govern the structure of 
emoluments and conditions of service of Central Government 
employees” and 

(ii) “Consider and recommend what changes in the structure ot 
emoluments and conditions of service of different classes of 
Centra! Government employees are desirable and feasible.” 

In making their recommendations, the Commission was to take into 
account the historical background, the economic conditions in the 
country and the implications and requirements of developmental plann- 
ing, and also the disparities in the standard of remuneration and condi- 
tions of service of the Central Government employees, on the one hand, 
and of the employees of State Governments, local bodies and aided 
institutions, on the other, and all other relevent factors. 

The Commission made detailed recommendations in 1959 in regard 
to the various matters referred to it and those come into effect on July 
1. 1959. The present wage structure and service conditions of Central 
Government employees are the outcome of those recommendations. 
Some State Governments have also followed the Central Government 
and had the wage structure etc. of their employees examined by compe- 
tent bodies. 

The Government announced on April 30, 1970, a 5*member Third Pay 
Commission for Central Government employees. This Commission 
was asked to enquire into and make recommendations regarding — 

(i) the principles which should govern the structure of emoluments 
and conditions of services of Central Government employees; 

(ii) what changes in the structure of emoluments and conditions of 
service of different classes of Central Government employees were 
desirable and feasible; 

(lii) death-cum-retirement benefits of Central Government employees; 

(iv), (v) & (vi) the same for all-India services; personnel belonging to 
armed forces; and employees of Union Territories; 

(vii) while inquiring into the level of minimum remuneration, the 
Commission may examine tlie Central Government emplojecs deman 
for a need-based minimum wage, having regard to all relevMt factors 

In case the need for considcrition of reUef of interim^ character 
arises during the course of the deliberations of the commission, the 
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commission could consider the demand for relief of an interim character 
and send reporirf. 

Under this provision, the Commission did recommend two Interim 
Reliefs till the end of 1972, and the Government accepted the recom- 
mendations. 

Banks: The award of the First Pay Commission had vts impact on the 
pay and service conditions of bank empIo3-ees who were placed more 
or less in a similar position as the Central Government servants. In 
particular, in the year folloTving independence, the white collar group in 
different industrial and commercial employments started building up its 
own organizations and a number of wage disp_ies in banks, insurance 
companies and important commercial houses were settlcu directly or 
through the machinery of conciliation and adjudication provided by he 
Government but by themselvei these did not help in a uniform determina- 
tion of wage levt. in the banking industry. Starti..ig with the Sen 
Tribunal in 1949, the demands of the bank employees were exaim'ned 
by several agencies like the Sastry Tribunal in 1952, the Labour Appellate 
Tribunal in 1954 and the Bank Award Commission in 1955. The 
recommendations of the Commission were embodied by the Govern- 
ment in the Industrial Disputes (Banking Companies Decision) Act, 
1955, which remained in force till March 31, 1959. The Government, 
thereafter, constituted the National Industrial Tribunal (Bank Disputes) 
in 1960 to adjudicate on the dispute between the banks and their em- 
ployees. The Tribunal by its award in June 1962 divided the banks 
into three categories and the coimtry into three areas and recommended 
pay scales for various categories of staff separately for each class of bank 
and the area in which it was located. To compensate for a rise in puces, 
it recommended a system of dearness allowance linked with cost of 
living index with a 100 per cent neutralization for subordinate employees 
and smaller for others. Recommendations were also made about 
provident fund, gratuity, pension, retirement age and special allowance 
for some categories of workmen. The award was accepted in full by the 
Government. 

Working Journalists; The lack of a standardized wage structure and 
the consequent discontent for working journalists led to the appoint- 
ment of Wage Board for them in 1957. The recommendations of the 
board were set aside by the Supreme Court on the ground that they 
did not take into account the paying capacity of the industry. As a 
result, a committee was set up in 1958 to examine the wage scales. The 
committee’s report was implemented in 1959 with some modifications. 
A Wage Board was appointed in 1963 to examine afresh the structure 
of Tvages in this industry. 
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Agricultural Workers: The difficulties in securing minimum wages in 
agricultural occupations is well recognized. It has, therefore, been 
considered that a selective approach might help in achieving enforcement 
of wage standards. To permit such selection, the Minimum Wages 
Act was amended to enable the State Governments to fix wages for cer* 
tain categories of agricultural workers and in selected areas of each 
State, where the wage level was considered to be abnormally low. 
Several State Governments had already fixed minimum wages in agri- 
culture on this pattern. The wage rates for persons employed in agri- 
cultural occupations vary from place to place. To obtain useful informa- 
tion regarding the wages, employment, etc. of agriculture workers, two 
enquiries were conducted, the first in 1950-51 and the other in 1956-57. 
A close scrutiny of the data thrown up by those enquiries revealed that 
there was no marked deterioration or improvement in the economic 
conditions of agricultural labour households i.i 1956-57 as compared 
to 1950-51, It would thus appear that the Plan objective of improving 
the conditions of the lowest stratum of the community has not been 
achieved during the period covered by the .wo enquiries. 

Among the unorganized groups, agricuUural labour is the most im- 
portant. The benefits of general gnomic development have not 
reached this group of workers to any appreciable extent. The draft 
Fourth Plan provides for various programmes for improving the lot of 
agricultural workers. The Departn.at of Labour and Employment 
have proposed action programmes fo promoting welfare of agricultural 
workws through Model Welfare Centres, Mobile Health Units, Shop- 
cum-Cinema Vans, etc., and for setting up an advisory service on the 
lines of the Factory Advice SerWee, to undertake work study in the field 
of agriculture to afford facilities of training and assistance to agricultural 
labour to attend to the problems o. safety, hygiene, etc. A beginning 
will be made with work on these lines consistent with the funds that 
could be made ailable for this purpose. 

Wage Census: On the recommendation of the Second Plan, an occu- 
pational wage survey was conducted during 1958-59. The survey 
throws light on the numerical aspect of employment according to the 
representative occupatonal groups and their employment status, wages 
and earnings, concentration and dispersion according to sex groups, time 
and piece work, job description, wage differentials, etc. It is expected 
that the information thus collected would be of immense use to the wage 
fixing authorities aad may p tvidc the basic material for defining and 
establishing suitable relationships between workers, jobs and groups 
of jobs. The census covered 37 factory industries, three plantations 
and four mining industries. These together represent approximately 
76 per cent of employment in factories, nearly the whole of plantations 
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and 85 per wnt in mining. The General Survey Report has been publish- 
ed along with reports covering all the 44 industries. 

The second Occupational Wage Survey was conducted during Septem- 
ber 1964 and February 1965 and the data collected by it were scrutinized, 
coded and preliminary tabulations completed. In August 1968, it was 
decided that tabulation of the data in respect of the Survey should be 
done bj' the Machine Tabulation Unit of the Bureau. Accordingly, 
preparation of the detailed instructions for estimation procedure to be 
adopted for different items of information was started and the major 
portion of this work had been completed by 1970. 

Social Securitj': The successful working of the social security schemes 
in other countries prowded the necessary impetus and guidance for the 
introduction of social security schemes in India. The earlier measures 
for ensuring social security to workers include legislation providing 
for workmen s compensation for all workers and maternity benefits for 
women workers. Tlic employer was held responsible for the payment of 
compensation to workers, according to a fixed schedule in cases of 
incapacity, permanent disability and death. The payment of maternity 
benefits to women workers is governed by State enactments. In order 
to bring about uniformity in maternity benefits available under different 
enactments, the Central Government passed the Maternity Benefit Act, 
1961. The Act is applicable, in the first instance, to mines, plantations 
and factories covered by the Employees’ State Insurance Act. It in- 
corporates the important progressive measures included in all the then 
existing acts on this subject. 

Employees’ State Insorance: The passing of the Employees’ State Insu- 
rance Act, 1948, was another significant step taken towards provision 
of social security measures. The Act enabled the factory worker to 
obtain sickness, maternity, disablement, medical and dependent benefits. 
Provision also exists for availing himself of free consultation, medicines, 
specialist treatment, artificial limbs, dentures, spectacles, etc. The 
scheme, which originally covered workers in some important industrial 
centres like Bombay, Calcutta and Kanpur, has been gradually extended 
as indicated at the end of tlris Section. 

Under the Employees’ State Insurance Scheme, the total number of 
employees covered was 38.61 lakhs in 333 centres as on December 31, 
1971. There are so far 44 full-fledged Employees’ State Insurance 
Hospitals with 6,666 beds, 20 annexes with 461 beds, and 137 State 
Insurance Dispensaries functioning in the E.S.I. Corporation buildings. 
Besides, 15 Employees’ State Insurance Dispensaries with 2,463 beds, • 
2 annexes with 42 beds, and 18 State Insurance Dispensries were under 
different stages of construction. In all, 10,147 beds are now available for 



LABOUR AND EMPLOYMENT 


IKW 

tfie use of insured persons and their families The total number of 
beneficiaries of medical benefit, as on December 31, 1971, was 163.70 
lakhs. 

Prou'dent Fund: The introduction of the scheme of Contributory 
Provident Fund in 1952 was another important step towards the Pro- 
vision of adequate social security to industrial workers. The scheme 
was initiated in the coal mines in 1947. Since the enactment of the 
Employees’ Provident Fund Act, 1952. the Provident Fund Scheme has 
been introduced in the industrial establishment employing 50 or more 
persons in the initial stage. It provided for a contribution on the part 
of both of emplojers and workers at the rate of 6f per cent of w'ages and 
dearness allowance. In 1958, the distinction between public and private 
undertakings was abolished, while in 1960 the cmplojancnt limit Was 
reduced to 20. Ori&nally the scheme was applicable to six industries, 
but it was gradually extended to 84 industries covering 2.51 million 
workers by the end of 1963. The Employees’ Provident Fund Act, 1952, 
was amended in 1971 to provide for the benefit of family pension to its 
members. The Act, in the amended form, I's now called the Employees* 
Provident Fund and Family Pension Act, 1952. It has been extendi to 
126 classes of establishments/industries by the end of 1971. The number 
of subscribers as on Septemlm 3, 1971, was 60.51 lakhs was against 57.40 
lakhs on September 30, 1970. The enhanced rate of contribution of 8 
per cent was applicable to 92 tndustries/classes of establishments. The 
total contribution to the Fund collected in both exempted and unexempt- 
ed establishments (including interest and other receipts) was Rs. 2,091.42 
cTores as on September 30, 1971. The amount refunded by the same 
date was Rs. 770.96 crores (progression). The rate of interest to be 
credited on the contributions to the Fund by the members was raised 
from S.7 percent for 1970-71 to 5.8 percent Cor 1971-72. 

The Family Pension Scheme framed under the Employees’ Provident 
Fund and Family Pension Fund Act, 1952, and introduced from March 
1, 1971, is financed by diversion of a portion of employers’ and emplo- 
yees’ contributiom to the Fund amounting to I.I/6 percent of worker’s 
total emoluments, with a matching contribution by the Central 
Government. In the event of premature death while in service, the 
vvfyjfer's /amiJy is /ctWed to pension and life assurance benefits. In the 
event of retirement, the member is entitled to a lump sum payment. 
From January' 1, 1964, a scheme of Death Relief Fund was introduced 
with the object that the widow and children of the worker, in the event 
of his sudden death, should get a minimum of Rs. 500/- even if the 
contributions of the vs-orker and the employer concerned fell short of 
Rs. 500. The limit was raised to Rs. 750 on August I, 1969, and the 
benefit is now given to the nominees/heirs of such persons whose pay 
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does not exceed Rs. 500 per month at the time of death. Under the 
Provident Fund Scheme non-refundable advances are permitted for 
the life insurance premia, house building, relief during lock-outs or 
closures, purchasing share of consumers co-operative societies, etc. 
Apart from these, the Provident Fund serves the purpose of channe- 
lizing the savings of the working class for developmental purposes 
under the Plan and helps to check consumption. 

Gratuity: Gratuity is another measure of social security. At present, 
however, it is left either to the parties to negotiate the quantum of 
gratuity or for industrial tribunals to award it when specific disputes 
are referred to them. The practice, however, is not widespread, but in 
cases w'here gratuity was awarded, w'as linked with the years of service 
put in by a worker with an employer, subject to a certain maximum. 

Lay-off and Retrenchment Benefits: As referred to earlier, there is also 
a statutory' obligation on an employer to compensate workers in case of 
lay-off and retrenchment. These provisions require that an industrial 
establishment employing more than 50 workers should pay compensa- 
tion equal to 50 per cent of the total wage for a maximum period of 45 
days in a year provided they liave continuous service of 240 days. The 
Act also lays dotvn that w'hen a worker has put in a year’s continuous 
service or more, he should be entitled to a month’s notice before retrench- 
ment, or payment in lieu of such notice in addition to gratuity. 

Integrated Social Security: From the foregoing account, it will be cl^ 
that Government has taken steps to provide a measure of social security 
for different sections of the working class. If the w'ork of these agencies 
could be combined under one unified admim’stration, it might be possible 
to provide better benefits to workers without any extra cost either to 
employers or wwkers. Recommenations of the working group specially 
constituted for the purpose are under examination by Government. 
A Special Ofiicer was appointed in January 1971 to examine the legal, 
administrative and organizational matters connected with the integra- 
tion of social security schemes and to prepare a detailed blueprint of 
integration. The report of the Special Ofiicer has since been received 
and is under consideration of the Government. 

V. Working and Living Conditions 

Congenial w'orking and living conditions play a vital role in promoting 
labour efficiency, they are a part of improving the conditions of workers, 
to which the Government’s attention is drawn from time to time. The 
discussion so far covers mainly protection against exploitation and pro- 
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vision of remuneration as may have a salutary effect on the productive 
efficiency of the worker. But simultaneously the upkeep of the place of work 
and machines with which a worker has to operate have to receive attention 
and so also housing, wWch forms an important part in the worker’s life. 

The Government has taken certain legislative measures from time to 
time to indicate the minimum welfare measures to be provided at the 
place of work. The Factories Act of 1948, which came into force more 
or less at the same time as employment in factories came to be recognized 
as a way of life, seeks to regulate the working conditions at the factory 
premises. Strangely, the pressure for such legislation came from em- 
ployers in the U.K., whose competitive capacity was affected by the sub- 
normal working conditions under which manufacturing was possible in 
India. With the passage of time, this legislation was revised. A major 
revision was undertaken in 1954, after the Royal Commission on labour 
made its recommendations. A complete overhaul of the earlier legisla- 
tion in factories, mines, and new legislation for plantations covering the 
same ground was undertaken in the early years of independence. The 
salient features of the important pieces of legislation on the subj’cct and 
a brief account of what has been achieved in the field of industrial hous- 
ing and welfare activities are given m the following paragraphs. 

Protective Legislation: The Factories Act, 1948 prescribes certain 
minimum standards of lighting, ventilation, safety, health and guarding 
machinery to avoid accidents in the course of work. It proMbits the 
employment of women between certain hours, etc. The Act covers all 
establishments which use power and employ ten or more persons. It 
also applies to establishments employing 20 or more persons and not 
using power. The State Governments have been given power to extend 
the application of the Act to factories which do not fulfil the above 
minimum conditions. There is a system of licensing under the Act 
witich requires every factory to register with the Slate Inspectorate. 
Tlie Plantation Labour Act, 1951, is another protective legislation 
brought in for the first time to regulate conditions of work in tea, coffee, 
rubber and cinchona plantations. There is the usual prohibition of 
work for children. There arc elaborate pro^risions for laying down 
standards of welfare, housing, medical facilities and the like. The Mines 
Act of 1952 regulates the working and safety conditions in mines and 
provides for the regulation of working hours, over-time payment and 
holidays with pay. By a separate lepslation a labour welfare fund is 
created for workers in coal and mica mines with appropriate executive 
agencies to administer the fund. 

The Dock Workers (Regulation of Employment) Act 1948 deals with 
the special problems of dock workers and provides adequate health and 
safety measures. 
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There is no central legislation regarding shops and commercial 
establishments, but most State Governments have legislation in this 
regard. The implementation of this act is left to local bodies within the 
State. 

Standing Orders: A related enactment is the one that deals with the 
standing orders which are required to be framed bj' employers and certi- 
fied by the authorities after consulting workers. These orders lay down 
classification of workers, manner of intimating to v/orkmen the period 
and hours of work, sluft working, closing and opening of establishments 
after temporary stoppage, termination of employment, the definition and 
procedure to deal with misconduct, means of redress to workers against 
unfair treatment and so on. 

It is useful to bring together the common provisions under all these 
Acts in an attempt to compare working conditions in difierent kinds of 
employments. 

Honrs of Work: A uniform 48 hour-week has been prescribed for all 
categories of adult workers employed in seasonal and perennial facto- 
ries, daily employment not to exceed 9 hours. In the case of children, 
the working day is only 4 J hours. The provision under the Mines Act is 
the same as under the Factories Act, except that for persons who work 
underground, the working hours in a day cannot exceed 8. In planta- 
tions, the working week is 54 hours for adults and 40 hours for adole- 
scents. The shops and commercial establishments are required to see 
that their employees do not work for more than 8-10 hours a da)'. State 
Governments are empowered under the Mnimum Wages Act to fix 
hours of work in scheduled employments and have laid down provisions 
similar to the Factories Act in such employments. Night work has been 
prohibited in all these acts for women and cliildren. A minimum rest 
interval has also been uniformly provided. 

Leave and Holidays: The system of paid holiday for workers was 
introduced in perennial factories in 1945. This privilege was extend- 
ed to all factories in 1948, to plantations in 1951 and to mine workers a 
year later. The factory and plantation workers are at present entitled to 
paid annual holidays at the rate of one day for every 20 days of work 
for adults and one day for every 15 days of work for children. The 
Mines Act provides for the grant of 14 days’ leave with pay to monthly 
paid employees and 7 days to others. In most States, employees in shops 
and commercial establishments are statutorily entitled to rveekly hoi- 
days, privilege leave and casual leave rvith pay. In addition to leave 
rvith pay, the Standing Orders permit absence on leave without pay to the 
extent of 30 days. There are also some paid festival holidays in different 
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States, but the number of these holiday varies from region to region. 

Safety, Health and Welfare: Under the Mines Creche Rules 1959 (as 
amended in January 1966) it is obligatory for the mines managements to 
provide creches in every mine where women are employed or were em- 
ployed in any of the preceding 12 months. At the end of December 
1969, creches were provided at 384 non-coal mines. 

Special care has been taken to ensure better standards of health, 
safety and welfare of workers during working hours. The Factories 
Act stipulates the minimum requirements of cleanliness, lighting and 
Ventilation and provides for the disposal of wastes and effluents, the 
elimination of dust and fumes and the control of temperature in fac- 
tories. It seeks to eliminate overcrowding by prescribing minimum 
cubic feet of space for each worker and lays down in detail the pre- 
cautions to be taken for ensuring safely. Elaborate provisions have 
also been made in the Mines Act for safeguarding the health and safely 
of miners. There is a provision for regulating standards of lighting, 
vwtijation etc., in mines. Adequate sanitary arrangements have to bo 
provided for workers in factories, mines and plantations. Wholesome 
drinking water requires ro be provided in every establishment. Because 
of the nature of their work, plantation workers have to be adequately 
protected against rain and cold, and this has also been provided under 
the Act. 

Under the Plantation Act, Stale Governments are authoriaed to pres- 
cribe the standards of medical facilities which the employer must provide. 
They are also empowered to make rules requiring the provision of re- 
creational facilities for workers. The standards for canteens, recreational 
and educational facilities which the employers are required to provide 
have to be prescribed by rules framed by the State Governments. 

Apart from these statutory requirements, certain facilities are left for 
Voluntary action, either by Government, employers’ or workers’ organiza- 
tion or through special agencies like welfare funds financed by special 
levies. These relate mainly to facilities outside the undertakings, and 
Cover a wide field /ike programmes for physical fitness and efficiency of 
Workers, health services, social education, community recreation and 
cultural activities, holiday homes, workers’ co-operatives, etc. 

The facilities presently being oflered to workers by many progressive 
private sector employers and in places like Cluttaranjan in. West Bengal, 
Sindri in Bihar and Perambur in Madras and many similar public 
sector undertakings maintan the high standards expected of gocxl 
employers. The old and established railway sj5tem has a wide network 
of hospitals, dispensaries, schools and recreation centres for employees 
belonging to different cadres. 

Some of the well organized trade unions also provide welfare facilities 
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to workers. Holiday Homes have been opened at some places. The 
Posts and Telegraph Department has organized clubs, resthouses, can- 
teens, and tiffin rooms for their employees. Night schools have been 
provided for the benefit of such of the staff as want to take advantage of 
them. Where it is not possible to construct hospitals, medical aid is 
provided through dispensaries and by reserving beds in existing hos- 
pitals. The working of welfare schemes in the companies and corpora- 
tions owned or controlled by the Central Government are supervised 
by Labour Officers drawn from Central Labour Officers Pool constituted 
by the Ministry of Labour and Employment. 

Apart from the provision of welfare facilities, labour has to be pro- 
tected from environmental hazards. A number of relevant studies 
have been undertaken recently to assess systematically the health hazards 
in selected industries which include textiles, tanneries, shellac, chemicals, 
mica mining and processing, storage battery manufacture, pottery 
ceramics, etc. These studies and investigations on occupational diseases 
have considerable educative value for all concerned. An expansion of 
such activities on the basis that the effort requires the co-operation of 
various connected disciplines, has taken place with the establishment of 
the Central Labour Institute, Bombay, and the three regional institutes 
at Calcutta, Coimbatore and Kanpur. 

In addition to the Central Government, most State Governments 
also run labour welfare centres in places where there is a concentration 
of industrial and other workers. The field of activity of the different 
centres varies.' But they generally provide facilities for recreation for 
men, women and children, reading-rooms and libraries, literary classes 
for workers, educational facilities for workers’ children, handicrafts 
for workers’ families, social and cultural activities, etc. Apart from 
running welfare centres themselves, some State Governments give 
financial assistance to centres run by trade unions. 

Special organizations exist to promote the health and welfare of 
workers in coal and mica mines. They are financed through a cess 
levied on the production of these minerals. The Coal Mines Labour 
Welfare Fimd maintains two hospitals, one at Dhanbad and the other 
at Asansol, and a chain of regional hospitals and dispensaries, maternity 
and child welfare centres in important coal-fields. Grants-in-aid from 
the Fund are permissible to dispensaries maintained by employer and 
public bodies. Anti-malaria operations conducted by the organization 
have reduced the incidence of malaria. 

The Coal Mines Labour Welfare Fund continued to play its part in 
improving the living and social conditions of coal miners and their 
dependents. Three Central Hospitals, one each at Dhanbad, Asansol 
and Mahendragarh with 300, 350 and 50 beds respectively, continued to 
provide facilities to workes. In addition, 12 Regional Hospitals have 
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also been functioning in the varioos coal-fields. The total number of 
indoor and outdoor patients treated in the hospitals during the year were 
42,983 and 238,336 respectively. 

Similar organization for mica miners maintidns a number of static and 
mobile dispensaries in mica mining centres. The other activities of 
these organizations are, first, to run multi-purpose miners’ institutes at 
mica and coal-fields; secondly, to open welfare centres for women and 
children of miners, and thirdly, to finance adult education activities 
and to run primary and middle schools for the benefit of the miners’ 
children. 

Hoosing: Apart from the efforts of a few enhghtened employers and 
fewer workers’ organizations and certain attempts of Government and 
local bodies, no co-ordinated action in regard to industrial housing was 
taken until after 1947. Housing figured prominently in the Industrial 
Truce Resolution adopted in December 1947, and in 1948 the Govern- 
ment of India announced, as a part of their policy, a scheme for sub- 
stantial improvement in industrial housing. In 1952, the scheme was 
revised and a subsidized industrial housing scheme was introduced. 
Under tUs scheme, loans were gjvcn by the Centre to meet a part of the 
cost of construction. State Governments, employers, statutory bousing 
boards and co-operative house building societies of industrial workers 
were eligible for such assistance. By the end of the Second Plan, the 
construction of about 140,000 tenements costing Rs. 45 crores was 
approved. About one hundred thousand houses were completed and 
the rest were at different stages of construction. A further provision 
of Rs. 32.86 crores was made in the Third Plan with a target of another 
80,000 houses. 

Under the Annual Plan for 196(^67, an outlay of Rs. 24.06 crores for 
housing was proposed. The reduced outlay was due to the general 
directive that housing programmes should be slowed down during the 
Emergency so as not to draw heavily on the financial resources as well 
as on building marerials required for other emergency needs. During 
1966-67, the main effort would be to complete schemes in hand for 
which commitments have been made. Practically, no new schemes 
of construction would be undertaken during 1966-67. 

Apart ftom. tba subsidized iodusttial houung wbeme, the Govesn- 
ment of India have other housing projects like the Low Income Group 
Houung, Village Housing, Plantation Labour Housing, Dock Labour 
Housing, etc. So far as industries in the public sectors are concerned, 
whenever a decision to set up a unit is talnn, financial provision is made 
for adequate housing. The housing of plantation workers received 
considerable attention in 1950. A phased programme of providing 
houses of reasonable standard by the end of 1960 was accepted by cm- 
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ployers and carried out in larger measure. The Coal and Mica Mines 
Welfare Funds set apart large sums specifically for housing for miners. 
Subject to the availability of building materials, fair progress has been 
achieved in tins field since independence. 


The up-to-date positon regarding the housing facilities for coal-field 
workers is given below: — 

TABLE IX 



Number of houses 
constructed 
upto 31.12.69 

Number of bouses 
constructed 
upto 21.12.70 

Number of houses 
constructed 
upto 31.8.71 

1. New Housing 
Scheme 

37.149 

40,289 

41,627 

2. Low Cost 
Housing 
Scheme 

16,424 houses 

17,375 houses 

17,964 houses 


117 barracks 

142 barracks 

146 barracks 


A few States also provide housing facilities for agricultural workers. 
In Madhya Pradesh, for instance, free house sites are given to agricul- 
tural workers. In Tamil Nadu and Andhra, agricultural workers are 
being provided with similar facilities. The Government of Bihar have a 
scheme for the construction of houses for landless w'orkers. Im- 
provement in rural housing standards w'j.s also a part of the compre- 
hensive rural development programme of the Ministry of Community 
Development. To provide the necessary teclmical assistance, a rural 
housing cell was established by the Central Government in the appro- 
priate Ministry. Similar cells were also set up at the State level. 

Housing Co-operatives: To encourage self-help in housing, the Govern- 
ment protades developed plots at a small charge, arranges for advice on 
techniques of house construction to tvorkers or groups of workers and 
permits small loans for the purchase of materials. This scheme has 
proved popular in some States and lias been a help in the programme 
of slum clearance. 

The Industrial Housing Scheme: Achievements under the Industrial 
Housing Scheme in the First, Second and Third Plans were 57 per cent, 
97 per cent and 71 per cent respectively. Tlie main factors that impeded 
progress were reported to be (i) low priority given by the State Govern- 
ments to housing projects ris-a-ris other development schemes, (ii) 
non-utilization of even the small allocations made, (iii) diversion on funds 
to meet other urgent needs, (iv) scarcity of developed land in urban 
areas, (v) liigli cost of building material, and (vi) lack of capacity of 
workers to pay even the subsidized rents. 

Out of the total of 159,871 houses built under the scheme till the end 
of 1967, only 30,498 (19 per cent) bad been built by the employers. This 
explains in part the tardy progress of the scheme. Some of the em- 
ployers’ difficulties w’ere genuine but the response from them has conti- 
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nucd to be discouraging. The original Subsidized Industrial Housing 
Scheme has been integrated with the houring programme for the econo- 
nomicaUy weaker section, of the community since April 1966 and is now 
known as the Subsidized Housing Scheme for Industrial Workers and 
Weaker Sections of the Community. 

To sum up, labour relations continued to be regulated by the pro- 
tective legislative measures introduced in earlier Plan periods and the 
tripartite arrangements. Special meniion should be made of the Pay- 
ment of Bonus Act of 1965, Shops and Commercial Establishments and 
Labour Welfare Fund Acts in States. A National Safety Council was 
set up in 1966. Out of the 22 Wage Boards set up covering almost all 
major industries, 17 have put in reports. Under the Minimum Wages 
Act of 1948, minimum wages arc fwed and periodically revised by State 
Governments in respect of various agricultural and other trades. A 
National Commission on Labour was set up in December 1966, to study 
and make recommendations on vurious aspects of labour including 
wages, working conditions, wel/are, trade union development and 
labour management relations. 

The National Commission on labour submitted its report to Govern- 
stent on August 28, 1969, aud made 300 recommendations/observations 
covering practically the whole gamut of labour policy and administra- 
tion. The recommendations of the National Commssion on labour 
were examined and decisions have been taken by Government in respect 
of 193 out of 300 recommendations of the Commission. With a view to 
arriving at some broad agreement between the employers and the 
workers on some of the principal recommendations, the Government 
organized two separate conferences, one with the employers and the 
other with the workers in May 1971. Although no specific conclusions 
could be reached at these conferences, the views expressed therein 
formed a basis for further discussion at the 27th Session of the Indian 
Labour Conference which was held in October 1971. 

VI. Labour Administration 

With a view to iniptemeniinB the legislative measures passed on such 
nutters, administrative maclunery exists both at the Centre and at State 
level. The functions of each arc discussed separately in the following 
paragraphs. 

Central Machinery; The responsibility of the Ministry of Labour and 
Employment, in respect of the Union list in the Constitution, is full and 
direct. The activities of the Ministry of Labour and Employment in 
regart to ‘Concurrent’ subjects cover laying down policy’ and co-ordina-. 
tion, control and to^eclion. 
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The Ministry of Labour and Employment, as at present constituted, 
consists of the main Ministry (Secretariat) and the following attached 
and subordinate offices — (i) Directorate-General of Employment and 
Training, New DeUii, (ii) Labour Bureau, Simla, (iii) Office of the Chief 
Labour Commissioner, New Delhi, (iv) Office of the Coal Mines Wel- 
fare Commissioner, Dhanbad, (v) Office of the Coal Mines Provident 
Fund Commissioner, Dhanbad, (vi) Office of the Welfare Commissioner, 
Mica Mines Labour ^yelfare Fund, Dhanbad, (vii) Office of the Chair- 
man, Mica Mines Labour Welfare Fund Advisory Committee for 
Andhra, Nellore, Bhilwara and Rajastlian, (viii) Office of the Chief 
Inspector of Mines, Dhanbad, (ix) Office of the Chief Adviser Factories, 
New Delhi; (x) Office of the Controller of Emigrant Labour, Shillong, 
(xi) Office of the Director General Employee’s State Insurance Cor- 
poration, New Delhi (Autonomous Body), (xii) Office of the Central 
Provident Fund Commissioner, New Delhi, (xiii) Goraklipur Labour 
Organisation, Gorakhpur, and (xiv) Central Board for Worker’s Educa- 
tion (Semi Autonomous). The functions of some of the offices/organiza- 
tions are described below* 

Ministry of Labour and Employment (Secretariat): The Secretariat 
of the Ministry of Labour and Employment considers all questions 
concerning labour as far as the Government of India is concerned. It is 
the Central machinery for the formulation of labour policy, for enforce- 
ment of labour laws and for promotion of labour welfare. The policy- 
making activity covers subjects like closer co-operation between 
labour and management, better industrial relations and increasing pro- 
duction. It co-ordinates the activities of the State Governments in the 
sphere of labour. It also forms the Secretariat for the Tripartite Labour 
Conferences and the Industrial Committees, convened by the Govern- 
ment of India and is the channel for India’s participation in the activities 
of the International Labour Organization (I.L.O.). But apart from 
these activities, the Ministry has recently accepted direct responsibility 
for evaluation and implementation of labour laws, awards, agreements, 
settlements. Code of Discipline in Industry, etc., and for evaluating 
the results acliieved by these measures with suitable agencies set up by 
the State Governments. 

Directorate-General of Resettlement and Employment; The Directorate 
was set up in 1945 with a view to resettling demobilized ex-servicemen in 
civilian occupations. Very soon it had to take upon itself the task of 
resettling displaced persons and has now developed into an agency for 
employment assistance and training. The organization has built up a 


*\Vhere the name of the office clearly defines its functions and no other functions are 
entrusted to it, the details of the organization and its functions are not described. 
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nct\vork of employment exchanges and training centres throughout the 
country. In 1956-57, the administratitoo of these exchanges and train- 
ing centres was transferred to the State Governments, though the laying 
down of standards and all policy matters relating to the functioning of 
the exchanges, collection of employment market information and train- 
ing institutes continue to be the responsbility of the Directorate. The 
Directorate provides the Secretariat for the National Council for 
Training in Vocational Trades, which examines training policies and 
the implementation of training programmes. It also deals with the 
Centra! Committee on Employment which examines the working of 
employment policies. 

Labour Bureau: This organization was set up in October 1946. It is 
responsible for (i) collection, compilation and publication of labour 
statistics; (ii) maintenance of consumer price index numbers for indus- 
trial and agricultural workers; (iu) conducting of ad-hoe enquiries and 
preparation of reports thereon; (iv) compilation and publication of 
report, on the working of Factories Act, 1946, Minimum Wages Act, 
1948, and Indian Trade Union Act, 1926; and (v) publication of Won 
Labour Journal (monthly), Wto Labour Yrar Book (annual), etc. 


Office of the Chief Labour Commissioner: The Oovernment of India 
appointed a Chief Labour Commissioner in 1945 to look aflet the 
welfare of employees and conciliation of industrial di sputes m Central 
sphere undertakings. Its main functions ate; 0) set lement of labour 
deputes; (ii) supervision of Ubour welfare; (m) walching the rmple- 
mentation awards of Industrial Tribunals and Selllements atnvrt at in 
concibation and subnussion of period, cd reports regarding the, 
implementation; (vi) veriBcation of niembetsbjp figures C'ntral 
Trade Union Organizations and such other related rnnct.ons which may 
be entrusted to it by the Ministry. 

Office Of the Chief 

arc; ,j;) inspection of mines; (iii) investigation of 

tions of electncal installation and machinery; (v) 

accidents , (iv) ovinets* (vi) prosecution m cases of violation of 

technical advicc to m ne owu^.lw)P^_^,^.^ 

statntory Maternity Benefit Act, 1951, and the rules 

and (viii) enforce coal-mines. The Inspcctoraic of 

^rLTart^t.^ about nratters of interest mining 

industry. 

Office .1 .be Chief AdHser, Fnetories: The orgadzation was set up 
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in 1945 to function as a service capable of advising all concerned on 
matters relating to the healtli, welfare and safety of workers. It deals 
with all questions relating to the administration of the Factories Act 
and the rules framed under it; training of Factory Inspectors and Safety 
Officers; industrial health; surveys of toxic hazards; environmental 
problems in factories; studies relating to productivity and work and 
method studies; housing of industrial labour and administration of 
safety; health and welfare schemes and the Dock Workers (Regulation 
of Employment) Act, 1961. The organization also offers (i) Teclmical 
Service; and (ii) Information Service. It administers the Indian 
Dock Labourers Act, 1934, and the Indian Dock Labourers Regula- 
tions, 1948, through the Inspectors of Dock Safety, at Calcutta, Bombay 
and Madras. 

The organization is responsible for the setting up of the (a) Central 
Labour Institute at Bombay comprising; (i) A Museum of Industrial 
Safety, Health and Welfare; (ii) an Industrial Hygiene Laboratory (iii) 
a training centre; (iv) a Library-cum-Information Centre; (v) a Pro- 
ductivity Centre; (vi) a Training-within-Industry Centre; (vii) an Indus- 
trial psychology Section; (viiii) an occupational Physiology Section! 
and (b) Three Regional Museums of Industrial Safety, Health and 
Welfare at Calcutta, Coimbatore and Kanpur. 

Office of Tile Director-General, Employees’ State Insurance Corporation: 
This is a statutory corporation set up to administer the Employees’ 
State Insurance Act, 1948, which provides for sickness, maternity, dis- 
ablement and dependents benefits as well as medical benefit to workers 
employed in factories. Medical care is also provided for TamiUes of 
workers in certain places. The Corporation directly renders all the 
serATces except medical benefit where such services arc organized by 
the State Governments. 

Office of the Central Provident Fund Commissioner: This organization 
was set up in April 1953, for the administration of the Employees’ 
Provident Fund Act, 1952, and the scheme framed under it. The 
Central Government constituted a Tripartite Board of Trustees to 
administer the Employees’ Prow’dent Fund. The fund vests in and is ad- 
ministered by the Board, a body corporate, consisting of a Government- 
nominated administered Chairman, nominees of the Central Government 
and State Governments and representatives of the All-India Employers’ 
and Employees’ Organizations. The Central Provident Fund Commis- 
sioner is subject to the general control of the Central Board of Trustees 
constituted under the scheme. He is assisted by 20 Regional Provident 
. Fund Commissioners who have their offices for the most part in the 
capitals of various States. 
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Central Board for Workers’ Education: The Board was set up as a 
semi-anfonomous body in September 1958 and was registered under the 
Societies Registration Act of 1860 to administer the Workers’ Education 
Scheme. The programme of the Central Board of Workers’ Education 
operates in three tiers. First, education officers are selected in open 
competition and are given traiiung. Next, selected workers are pre- 
pared as teachers. Finally, worker-teachers, on completion of their 
training, return to the establishments and conduct a programme for 
the rank and file of workers in their respective units, work-places or 
localities. By 1969, there were 30 Regional and Sub-Regional Centres 
for training,' 18,251 worker-teachers had been trained; a total of 
10 lakhs of Workers had been trained. 

During 1971, 2,845 worker-teachers and 168,943 «orkers were trained. 
Grants-in-aid amountingto Rs 1.68 lakhs were also given to 132 unions/ 
institutions, to organize their own workers’ education programme. The 
Indian Institute of Workers’ Education which was set up in 1970 m 
Bombay to serve as a demonstration and information centre, conducted 
refresher courses for education officers and organized training pro- 
grammes in various docks and ports. 

States Machinery: As labour is a concurrent subject, all the States haw 
iet up organizattotts for the administration and enforcement of the 
labour laws in force in their territories and for the collection, compila- 
tion and dissemination of statistical and other information relating to 
labour. All the States hs'e appointed Labour Commissioners for pur- 
poses of administration of labour laws and welfare activities in their 
respective areas. In the disch.'irge of their functions, the commissioners 
are generally assisted by Deputy Labour Commissioner and/or Assistant 
Labour Commissioners. In West Bengal, labour laws arc administered 
by three Directorates under the labour department, Wl*., the Labour 
Directorate, the Shops and Establishments Directorate, and the Factory 
Directorate. Most States have appointed Chief Inspectors of Factories 
and Chief Inspectors of Boilers lo administer the Factories Act, 1948, 
and the Indian Boilers Act, 1923, respectively. Comrmssioners for 
workmen’s compenation under the Workmen’s Corapensalion Act, 
1923 and Registrars of Trade Utuocis under the Indian Trade Union's 
Act, 1926, have been appointed in most States. The Labour Com- 
missioner often supenises the functions of various officers enumerated 
above. Fo example, in Bihar, the Commissioner of Labour discharges 
the functions of the ConunissioDer for Workmen's Compensation, the 
Registrar of Trade Union, the Certilying Officer under the Industrial 
Employment (Standing Orders) Act, 1946. and the Regional Provident 
Fund Commis^oner. The Cliicf Inspector of Factories and the Chief 
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Inspector of Boilers are also under his administrative control. In 
Maharashtra, the Commissioner of Labour is also the Certifying Officer 
under the Industrial Employment (Standing Orders) Act, 1946, and the 
Chief Conciliator under the Bombay Industrial Relations Act, 1946. 
In Rajasthan, the Labour Commissioner is also discharging the func- 
tions of Conciliation Officer for the State. 

In certain States, special machinery has been set up for the collection 
of labour statistics, while in others the authorities listed above perform 
these duties as well. In Tamil Nadu, labour statistics are collected by 
the Chief Inspector of Factories, while in the Delhi territory, such statis- 
tics are collected by the Bureau of Economics and Statistics. In Assam 
labour statistics are collected by the Directorate of Economics and 
Statistics and also by the officers of the Labour Commissioner and the 
Cliief Inspector of Factories. In Bihar, Madhya Pradesh and Maha- 
rashtra, labour statistics are compiled under the guidance of statistical 
authorities. Such authorities collect statistics regarding employment, 
hours of work, attendance and wages and earnings under the Industrial 
Statistics Act, 1942, (now replaced by the Collection of Statistics Act, 
1953). In other Slates, according to information available in the 
Labour Bureau, labour statistics are collected through officers appointed 
for the administration of labour laws or by the Labour Department 
directly. For instance, statistics of employment, accidents, etc., under 
the Factories Act, 1948, and of w'age bills and earnings under the Pay- 
ment of Wages Act, 1936, are collected by the Chief Inspectors of 
Factories. The Registrars of Trade Unions collect statistics relating 
to trade unions, their membersliip, funds, etc. The Commissioners for 
Workmen’s Compensation are in charge of the collection of statistics 
relating to accidents, compensation paid, etc., under the Workmen’s 
Compensation Act, 1923. 

Competent authorities have been appointed by the various State 
Governments under the Minimum Wages Act, 1948, to ascertain from 
time to time the Consumer Price Index Number applicable to persons 
covered by the scheduled employment. 

While these are directly the functions for which administrative 
arrangements have to be made by the Ministry in charge of Labour at 
the Centre and in the States, there are certain judicial/semi-judicial 
offices wluch have to be constituted by the Ministry as circumstances 
require. In some ases. Standing Industrial Tribunals have been consti- 
tuted by the Governments concerned while in others Wage Boards have 
been set up or enquiry Committees/Commissions appointed. Arrange- 
ments to serve such standing or ad-hoc bodies is also the responsibility 
of the concerned Ministry. 
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Vn. India and tbe InlemaffOiial Labove Organization 

No account of labour in India is complete wthout a reference to 
India’s connection with the International Labour Organization and the 
benefits that have flowed from It- As an original signatory to the Treaty 
of Versailles, India was a party to Article XIII of the Treaty which creat- 
ed the I.L.O. and thus became a member of the Organization since its 
foundation in 1919. The association has continued uninterrupted and 
India is one of the twelve permanent members of the Governing Body 
of the I.L.O. India is also a member of each of the Industrial Commi- 
ttees so far set up by the I.L O. to esamme the special problems relating 
to particular industries. 

The International Labour Organization operates through the Inter- 
national Labour Conferences consisting of delegates from all the Member 
States, the Governing Body and the International Labour Office. The 
work of the Conference and Governing Body is supplemented by 
Regional Conferences, Industrial Committees and Analogous Bodies, 
Committees of Experts, Panels of Consultants and Special ad-hoc Con- 
ferences and Meetings. Most of these bodies arc tripartite in character 
and consist of representatives of Governments, employers and workers. 
The regional confrcnces which were convened largely owing to India s 
efforts, aimed at tackling special problems relating to different regions, 
keeping in view the special needs and difficulties of ihe countries at diffe- 
rent stages of economic and social development. Regional conferences 

are now convened for Africa. Asia, Amenca, Europe and the Near and 
Middle East. The Asian Regional Conference has met five times so 
far. The first session called the ‘Preparatory Session' was held in India 
in 1947. Another session of the Conference was held in India in 1957. 
The International Labour Office, whose headquarters arc in Geneva, 
is assisted by 12 Branch Offices in addition to a number of Field Offices 
and National Correspondents. A Branch Office of the I.L.O., was 
established in India in 192S, and has functioned since. Besides acting 
as a major link in the world wide network of the I.L.O., the Branch 
Office has acted as a clearing house of information and maintains busi- 
ness contacts with Government authorities and employers’ and workcis’ 

organizations. The office has brought out a number of pubhcations 
covering various aspects of the labour problems in India. 

The impact of the I.L.O. and its other agencies on the development of 
social and labour policies in India has been considerable, “^e holding of 
the International Labour Conference annually and the selection by the 
Government of India of the non-govcrnraenl delegates and advisers has 
acted as a catalytic agent in promoting organizations of workers and 
employers and their national federations. This process has been stimu- 
lated further by the establishment of other tripartite committees of the 



1124 


THE GAZETTEER OF INDIA 


I.L.O. and particularly Industrial Committees. In determing the place 
of ‘Labour’ in the constitutional structure, there is evidence to show that 
one of the reasons for deciding to have current jurisdicton on labour 
matters by Central and State Governments was the ratification of Con- 
ventions adopted by the I.L.O. Another instance of the impact of the 
I.L.O. is the setting up in India of the Tripartite Indian Labour Con- 
ference and the Industrial Committee with more or less similar 
functions as those of the I.L.O Organization and Industrial Com- 
mittees. 

International Labour Code: The main impact of the I.L.O. has been 
tltrough its conventions and recommendations on social and labour 
matters. The Conventions and Recommendations adopted by the 
International Labour Conference since 1919, with other decisions of the 
Conference, the various Industrial Committees and similar committees 
and commissions together form what is now known as “The Inter- 
national Labour Code.” The Conference has so far adopted 119 Con- 
ventions and 119 Recommendations and about 2,750 ratifications have 
been registered at the I.L.O. headquarters. India has so far ratified the 
29 Conventions that are listed in Appendix IV. 

It would not, however, be fair to judge the influence of the I.L.O. on 
India through the ratified conventions alone, because some of the con- 
ventions have no applicability to India. Similarl}', there are others 
which have not been ratified for technical rather than substantial reasons. 
Also, where immediate ratification is not possible, measures are taken 
constantly to make ratification possible at a future date. A committee 
called the Committee on Conventions exists for examining on a conti- 
nuing basis the International Labour Conventions and Recommenda- 
tion with a view to accelerating the process of their implementation. 

The benefit of association with the I.L.O. has reached India also 
through the various technical assistance programmes administered by 
the I.L.O. She has received technical assistance from the I.L.O. since 
1951 in various fields like social security, training within industry, voca- 
tional training, employment service, productivity, etc.This has not, how- 
ever, been one-way traffic so far as India is concerned. Indian experts m 
various fields like co-operation, cottage industries, labour statistics, 
personnel administration, employment services, manpower problems 
etc., have been selected by the I.L.O. for w'ork in other countries like 
Afghanistan, Burma, Sri Lanka, the Philippines, Indonesia, etc., and 
many African countries. India has offered training facilities to people 
from other countries selected under the I.L.O. Fellowsliip Programme, 
as she has sent and is sending her own nationals abroad for training 
under the auspicies of the I.L.O. 
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Appendix I 

Code of Discipline in Industry Towards Industrial Progress 

I. To Maintain Discipline In Industry (both in public and private 
sectors) there has to be (i) a just recognition by employers and workers of 
the rights and responsibilities of either party, as defined by the laws and 
agreements (including bipartite and tripartite agreements arrived at all 
levels from time to time) and (ii) a proper and willing discharge by either 
party of its obligation consequent on such recognition. 

The Central and State Governments, on their part, will arrange to 
examine and set right any shortcomings in the machinery they consti- 
tute for the administration of labour laws. 

II. To Ensure Better Discipline In Industry: 

A. Management and Union(s) Agree 0) that no unilateral action should 
be taken in connection with any industrial matter and that disputes should 
be settled at appropriate level; (ii) that the existing machinery for 
settlement of disputes should be utilized with the utmost expedition; 
(ili) that there should be no strike or lock out without notice; (iv) that 
affirming their faith in democratic principles, they bind themselves 
to Settle all future dlfiercnces, disputes and grievances by mutual negotia* 
tlon, conciliation and voluntary arbitration; (v) that neither party will 
have recourse to (a) coercion, (b) intimidation, (e) victimization, or (d) 
go-slow; (vi) thattheywill avoid, (a) htigation, (b) sit-down and stay-in 
strikes, and (c) lock outs; (vii) that they 'vill promote constructive co- 
operation between their representatives at all levels and as between 
workers themselves and abide by the spirit of agreements mutually 
entered into; (viii) that they >vill establish upon a mutually agreed basis, 
a grievance procedure which will ensure a speedy and foil inyest/gation 
leading to settlement; (ix) that they xvill abide by various stages in the 
grievance procedure and take no arbitrary action which would by-pass 
this procedure; and (x) that they will educate the management personnel 
and workers regarding their obligations to wch other. 

B. Management Agrees (i) not to increase work loads unless agreed 
upon or settled otherwise; (ii) not to support or encourage any unfair 
labour practice such as (a) Interference with the right of employees to 
enrol or continue as union membcis, (6) discrimination, restraint or 
coercion against, any employee because of recognized activity of trade 
unions, and (c) victimization of any employee and abuse of authority 
in any form; (ii') to take prompt action for (a) settlement of grievances, 
and (b) implementation of setllemenls, awards, dedsions and orders; 
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(iv) to display in conspicuous places in the undertaking the provisions 
of this Code in local language (s); (v) to distinguish between actions 
justifying immediate discharge and those where discharge must be prece- 
ded by a warning, reprimand, suspension or some 'other form of 
disciplinary action and to arrange that all such disciplinary action should 
be subject to an appeal through normal grievance procedure; (vi) to take 
appropriate disciplinary action against its officers and members in cases 
where enquiries reveal that they were responsible for precipitate action 
by workers leading to indiscipline; and (vii) to recognize the union in 
accordance with the criteria (Annexurc I) evolved at the 16th session of 
the Indian Labour Conference held in May 1958. 

C. UnionCs) Agree (i) not to engage in any form of physical duress; (ii) 
not to permit demonstrations which are not peaceful and not to pemut 
rowdyism in demonstration; (iii) that their members \vill not engage or 
cause other employees to engage in any union activity during working 
hours, unless as provided for by law, agreement or practice; (iv) to 
discourage unfair labour practices such as (a) negligence of duty, 
(b) careless operation, (c) damage to property, (d) interference tvith or 
disturbance to normal work, and (c) insubordination; (v) to take prompt 
action to implement awards, agreements, settlements and decisions; 
(vi) to display in conspicuous places in the unioii offices, the provisions 
of this Code in the local language(s); and (vii)to express disapproval 
and to take appropriate action against office-bearers and members 
for indulging in action against the spirit of this Code. 

Annexure I 

Criteria for Recognition of Unions 

1. Where there is more than one union, the unions claiming recogni- 
tion should have been fimctioning for at least one year after registra- 
tion. Where there is only one unioii, this condition would not apply. 

2. The membership of the union should cover at least 15% of the 
w'orkers in the establishment concerned. Membership would be counted 
only for those who had paid their subscriptions for at least three months 
during the period of six months immediately proceeding the reckoning. 

3. A union may claim to be recognized as a representative union for an 
industry in a local area if it has a membership of at least 25 % of the 
workers of that industry in that area. 

4. When a union has been recognized, there should be no change in its 
position for a period of two years. 

5. Where there are several unions in an industry or establishment the 
one with the largest membership should be recognized. 
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6. A representative union for an industry in an area should have lie 
right to represent the workers in all the establishments in the industry, 
but if a union of workers in a particular establishment has a membership 
of 50 % or more of the workers of that establishment it should have the 
right to deal with matters of purely local interest, such as, the handling 
of grievances pertaining to its own members. All other workers who 
are not members of that union might either operate through the repre- 
sentative union for the industry or seek redress directly. 

7. In the case of trade union federations which are not affibated to any 
of the four central organizations of labour, the question of recognition 
would have to be dealt with separately. 

8. Only unions which observed the Code of Discipline would be en- 
titled to recognition. 


Appendix II 

Inter-Union Code of Conduct* 

We, the representatives of four Central Labour Orgamzations, 
namely, I.N.T.U.C., A.I.T.U.C., H.M.S. and U.T.U.C. agree to observe 
the following basic principles for maintaining harmonious inter-union 
relations; 

(1) Every employee la art industry or unit shall have the freedom and 
right to join a union of Ws choice. No coercion shall be exercised 
in this matter. 

(2) There shall be no dual membership of unions. (In the case of 

Representative Unions, this prindple needs further examina- 
tion). 

(3) There shall be unreserved acceptance of, and respect for, demo- 

cratic functioning of trade unions. 

(4) There shall be regular and democratic elections of executive bodies 

and olBce-bearen of trade unions. 

(5) Ignorance and/or backwardness of workers shall not be exploited 

by any organization. No orgaoization shall make excessive or 
extravagant demands. 

(6) Casteism, communication and provincialism shall be eschewed by 

all unions. 

(7) There shaff 6c no viofence, coercion, inttmidafion, or persona/ siVr- 

fication in inter-union dealings. 

(8) AH Central Labour Organizations shall combat the formation or 

continuance of Company Unions. 


* Adopted on May 21, 1958. 
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Appendix in 

Industrial Trace Kesolution* 

Realizing that a grave emergency has overtaken the nation on account 
of the Chinese aggression and the need has arisen for taking urgent steps 
in every direction, to prepare adequately for the defence of the country, 
and repelling the invasion of its territory, the Joint Meeting of all Central 
Employers’ and Workers’ Organizations, held today, November, 3, 
1962 resolves that no effort shall be spared to achieve maximum pro- 
duction, and managements and workmen will strive in collaboration in 
all possible ways, to promote the defence effort of the country and re- 
affirms their pledge of unstinted loyalty and devotion to the country. 
Towards these ends, the following steps shall be taken: — 

I. Climate 

It is important that a suitable climate should be created and 
preserved for ensuring sustained effort and resolute action in pur- 
suance of the aforesaid aim. Both sides should exercise restraint and 
forbearence, so that nothing is allowed to come in the way of their single 
minded and concerted endeavour in support of the defence of the coun- 
try. Positive steps should be taken to promote constructive co-opera- 
tion between management and workers in all possible ways, 

n. Industrial Peace 

(i) Under no circumstances shall there be any interruption in/or 
slowing down of production of goods and services. 

(ii) In respect of their economic interests both workers and em- 
ployers will exercise voluntary restraint and accept the utmost 
sacrifice, in an equitable manner, in the interest of the nation 
and its defence efforts. 

(iii) There should be maximum recourse to voluntary arbitration and 
adequate arrangements should be made for the purpose. If 
necessity for a reference to adjudication arises, the processes 
connected with it should be completed with the utmost prompt- 
ness. 

(iv) The industries mentioned in the First Schedule to the industrial 
Disputes Act, 1947, and such other industries as may be con- 
sidered necessary, e.g., petroleum and its products, chemicals, 
etc., may be declared as public utility services under sub-clause 
(vi) of clause (s) of Section 2 of the Act. 

(v) All complaints pertaining to dismissal, discharge, victimization 

* Adopted at the Joint Meeting of Central Organizations of Employers and Workers 
held in New Delhi on November 3, 1962. 
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and retrenchment of individual workmen, not settled mutually 
should Ue settled through arbitration. For this purpose, the 
officers of the conciliation machiMry may, if the parties agree, 
serve as arbitrators. Dismissals and discharges of workmen 
should, however, be avoided as far as possible. 

(vi) The labour administration at the Centre and States should be 
stream-lined so that grievances and disputes are settled promptly 
and cordial industrial relations are maintained. 

III. Production 

(i) All impediments in the way of better and fuller utilization of 
of men, machinery and materials should be removed. There 
should be no idle plant capacity or waste. Managements should 
exercise the maximum economy in their operations. 

(ii) To maximize production, establishments should work, wherever 
possible, extra shifts, extra hours or on Sundays and holidays 
by mutual agreement. Full co-operation should be extended 
by all in this respect. All advantages accruing to industry out 
of the extra e/Tort of the workers should go to the consumer 
and/or be made available for defence efforts. 

(iii) Absenteeism and turnover should be discouraged and reduced to 
the minimum. Negligence of duty, careless operation, damage 
to property and interference with or disturbance to normal work 
should be denounced by the untons. Similarly, any lapse on 
the part of the managemeot that contravenes the spirit of the 
defence effort should be condemned and put right forthwith. 

(iv) Technical and skilled personnel in short supply should be switch* 
cd over to emergent work having a bearing on defence. Simul- 
taneously, steps should be taken to increase the supply of techni- 
cal and skilled personnel through apprenticeship and other 
trmoing programmes. 

(v) In the production drive the well-being and health of the working 
class should not be ignored. 

IV. Price Stability 

(i) Every effort should be made to ensure that prices of industrial 
goods and essential commodities are not allowed to increase. 

(ii) To ensure supply of essential commodities at fair prices to the 
working class steps should be taken, wheneser necessary, to 
organize Consumers’ Co-operatives in each unit and in indus- 
trial areas. 

V. SaTjDgs 

(i) The imperative necessity of increasing savings in the larger interest 
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of the country should be brouglit home to workers and manage- 
ments and arrangements to facilitate greater Isavings should be 
provided forthwith. 

(ii) Workers may be persuaded to contribute to the National 
Defence Fund and/or invest in Defence Bonds every month an 
amount equivalent to at least one day's earnings. Managements 
also agree to contribute liberally towards National Defence 
Fund and/or invest in Defence Bonds; the basis of their contri- 
bution will be settled in consultation with Government. 

Appendix IV 

The following are the 29 Conventions of the International Labour 
Organization that India has so far ratified: 

1. No. 1, Hours of Work (Industry) Convention, 1919. 

2. No. 2 , Unemployment Convention, 1919. 

3. No. 4, Ni^t Work (Women) Conventilon, 1919. 

4. No. 5 Minimum Age (Industry) Convention, 1919. 

5. No. 6 Night Work of Young Persons (Industr}’) Convention, 1919. 

6. No. 11 Right of Association (Agriculture) Convention, 1921. 

7. No. 14 Weekly Rest (Industry) Convention, 1921. 

8. No. 15 Minimum Age (Trimmers and Stockers) Convention, 1921. 

9. No. 16 Medical Examination of Young Persons (Sea) Convention, 
1921. 

10. No. 18 Workmen’s Compensation (Occupational Diseases) 
Convention, 1925. 

11. No. 19 Equality of Treatment (Accident Compensation) Conven- 
tion, 1925. 

12. No. 21 Inspection of Emigrants Convention, 1926. 

13. No. 22 Seamen’s Articles of Agreement Convention, 1926. 

14. No. 26 Minimum Wage-Fixing Machinery Convention, 1928. 

15. No. 27 Marking of Weight (Packages transported by Vessels) 
Conventon, 1929. 

16. No. 29 Forced Labour Convention, 1930. 

17. No. 32 Protecton Against Accident (Dockers) Convention, 
(Revised), 1932. 

18. No. 41 Night Work (Women) Convention, (Revised), 1934. 

19. No. 42 Workmen’s Compensation (Occupational Diseases) Con- 
vention (Revised), 1934. 

20. No. 45 Underground Work (Women) Conventilon, 1935. 

21. No. 80 Final Articles Revision Convention, 1946. 

22. No. 81 Labour Inspection Convention, 1948. 

23. No. 88 Employment Service Convention, 1948. 

24. No. 89 Night Work (Women) Convention, (Revised), 1946. 

25. No. 90 Night Work of Yoimg Persons (Industry) Convention, 
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(Revised) 1948. 

26. No. 100 Equal Remuneratioa Convention, 1951. 

27. No. 107 Indigenous and Tribal Regulations Convention, 1957. 

28. No. Ill Discrimination (Employment and Occupation) Conven- 
tion, 1958. 

29. No. 116 Final Articles Revision Convention, 1961. 



CHAPTER XVH 


INCOME, CAPITAL FORMATON AND SAVINGS 

An analysis of the trends in national and per capita income, capital 
formation and savings can throw significant fight on economic growth 
and its major determinants. The rate of gro\vth of national income is 
commonly employed as a measure of the pace at which an economy 
has been advancing. This concept is a simple and analytically service- 
able, though not, an adequate measure of economic progress. Its 
inadequacy is, however, obwous. First, there is often a large margin 
of error emanating from unsatisfactory bases and arbitrary assumptions 
involved in certain sectoral estimates; and secondly, it fails to portray 
qualitative changes. Economic gro\vth is a generic term and compre- 
hends a wide range of improvements pervading the entire fife and living 
in a community. Improvements in the physical and mental ability to 
work, development of initiative and enterprise in a community^ moder- 
nization of institutional arrangements, advancement in the level of 
techniques of production and structural reafignments in the productive 
apparatus, and more equitable distribution of incomes are some of the 
more important facets of economic progress, all contributing to the 
end-result of making the community more prosperous. 

Some of these are qualitative improvements and cannot be reduced 
to a common measure. The normal technique of national income 
estimation fails to comprehend these and express them in quantitative 
terms. While all this is true, the use of national income estimates has 
the merits of identifying the components so vital to the analy'sis of sectoral 
gro^\th of an economy. It also enables concentrated attention on the 
readily measurable and causally inter-related aggregates like income, 
consumption, investment and savings. Further, after allowing for 
changes in population, the rate of growth of per capita income prorides 
an index of the rise in productivity and standard of living and, therefore, 
of economic welfare in a community. It is for these reasons that in the 
analysis presented here, the rates of growth of national and per capita 
income have been used as indicators of economic progress and related to 
the analysis of investment and savings trends, their major determinants. 

I. National and Per Capita Real Income 

Each sector of the economy r/r., agriculture, industry’, mim'ng, trade, 
transport, banking and other services, whose development has been dis- 
cussed in earlier chapters, employs human and material resources and 
contributes to the aggregate flow of goods and services during a given 
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time-period which may be normally spccifed as a calendar year. This 
aggregate flow of goods and services represents the aggregate income 
earned by factors of production employed during the year, and is termed 
as national income in technical parlance. It is a sum of domestic output 
counted without duplication i.e. value added by factors domestically 
employed and originating within the economy and net income earned 
from financial investments abroad. Changes in nominal national income 
are measured at current prices and in real national income at constant 
prices. A distinction is usually made between gross and net national in- 
come; the former does not, while the latter does, allow for capital con- 
sumption or depreciation of the stock of capital during the accounting 
period. What is relevant for the analysis of economie growth is the net 
national income whose rate of growth is indicative of the pace at which 
the economy has been growing. 

The rate of growth of net national income when compared with the 
rate of growth of population indicates whether the economy is declining, 
stagnant or developing. If the rate of growth of national income is 
lower than the rate of growth of population, per capita income declines, 
the economic condition of the people (on an average) deteriorates and 
the economy exhibits a declining trend. When net national iocome grows 
at a rate equal to the rate of grotvth of population, per capita income 
remains constant and the economy continues to stagnate. It is only 
when net national income grows at a rate faster than the rate of growth 
of population that per capita income depicts a rising trend. The com- 
munity is able to improve its living standard and add to its stock of 
Capital, and the economy moves on the path of a rising level of activity 
and productivity. A developing economy is characterized by such a 
trend. 

An analysis of trends on the lines indicated above presupposes the 
availability of fairly reliable and comparable time-series of data on 
national real income, population and per capita real income. In India, 
the first attempt to estimate national income and per capita income was 
made for the year 1867-68 by Dadabhai Naoroji. This was followed by 
several intermittent efforts by individuals — officials as well as non- 
officials. The Table I sets forth the more important estimates made 
for particular years before World War II. 

All these estimates are at current prices and differ widely in territorial 
coverage, conceptual basis, method of estimation and basic data used. 
They do not provide a series of comparable estimates adequately reliable 
to study the growth of Indian economy orer the period. In view of this 
deficiency of national income statistics, some research workers have, of 
late, attempted to study the trends daring the period by following two 
alternative methods: one isbased on avmlable time-series data on physical 
units of output and the other on a lime-scries of national and per capita 
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TABLE I 


Estimator 


Year 

Estimates 

National 
income 
(Rs. crores) 

Popula- 

tion 

{crores) 

Per capita 
income 
(Rs.) 

Dadabhai Naoroji (1) 

Baring (Earl Cromer) and 

1867-68 

340 

17.0 

20 

Barbour (2) 


1882 

525 

19.5 

27 

Lord Curzon (3) 


1897-98 

675 

22.5 

30 

William Digby (4) 


1898-99 

428 

24.5 

17.5 

Atkinson (5) (i) 


1875 

574 

18.8 

30.5 

(ii) 


1895 

877 

22.2 

39.5 

Findlay Shirras (6) (i) 


1911 

1,942 (1,204) 

24.3 

80 (50) 

(ii) 


1920-21 

2,598 (1,771) 

2^.1 

(107 (72) 

(iii) 


1921-22 

2,866 (2,079) 

2A.1 

116(85) 

Shah and Khambatta (7) 

fi) 

1900-14 

1,106* 

30.5* 

36* 

(ii) 

1914-22 

1.862* 

31.8* 

58.5* 


(iii) 

1900-22 

1,380* 

31.0* 

44.5* 


(iv) 

1921-22 

2,364 

31.9 

74 

V.K.R.V. Rao (8) 

1931-32 

1,689 ± 6% 

27.2 

62 ±6% 


♦Average for the period 

(1) Dadabhai Naoroji; Poverty of India (London 1878) also Poverty and Un-British 
Rule in India (London 1901). (2) Quoted by William Digby in Prosperous British 
India (London 1901) pp. 364 etc. seq and 442 et seq. (3) East India. Finance 
Statement 1901-2 pp. 212-14 (official estimate of Go\t. of India); (4) William 
Digby: Prosperous Britisn India (London 1901). (5) Fred. J. Atkinson: “A 
Statistical Review of the Income and Wealth of British India”, Journal of the Royal 
Statistical Society, LXV (1902) pp. 209 ff. (6) G. Findlay Shirras: Tne Science of 
Public Finance (London, 1924) pp. 138-49. Figures within brackets are based on 
the old mthod followed in Govt, of India’s official estimates (vide 3 above). (7) 
K. T. Shah and Khambatta: Wealth and Taxable Capacity of India, Bombay 
1924, p. 200. (8) V.K.R.V. Rao: National Income of British India, 1931-32 
(London, 1940). 

(2) For a critical' review of these estimates see: V.K.R.V. Rao: An Essay on India's 
National Income, 1925-29, London 1939; also the section on National Income^ 

. Estimates in Daniel Thomer’s paper on “Long-term tends in output in India” 
published in “Economic Growth: Brazil, India and Japan" edited by Simon Kuznets 
and others, Duke University Press, 1955. 

incomes specially constructed by moving backward and forward the later 
estimates, like that of Dr. V.K.R.V. Rao for 1931-32 or the official 
estimate for 1948-49, with the help of indices of prices, agricultural pro- 
duction, business activity, etc. Proceeding on the former basis, Daniel 
Thorner draws the following inference from his study of the trends in 
Indian economy during the pre-independene period: 

“In retrospect, the net effect of British rule was to change drastically 
the social fabric of Indian agriculture, but to leave virtually unaffected 
the basic process of production and the level of technique. The upper 
strata of the new agrarian society benefited handsomely. The posi- 
tion of the cultivators deteriorated. Capital needed for the develop- 
ment of agriculture was siphoned off and the level of total output 
tended towards stagnation. 
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“By contrast with agriculture, there seems little doubt that total 
non-agricultural activity has been rising in India over the last sixty 
years. The contribution to the total rational product from mediunt 
industry, domestic commerce, and the services has been on the increase. 
Whether, in view of the static condition of agriculture and the grow- 
ing population, this expansion of other sectors has been sulTidently 
large to maintain the level of per capita total product, is a difficult 
questionto answer . . Some hold that inthetwentieth century per capita 
income has been rising; others that it has not been rising. There is a 
third logical possibility that per capita income has been declining. 
Until knowledge of India’s economy and its evolution comes to rest on 
a more solid foundation. It would seem premature to rule out this 
third possibility”*. 

The second method has been followed by the followingrcsearch workers 
Aho have constructed as many as 14 series-estimates. These are; 

TABLE 11 



Period toiered 

dumber of series 
constructed 

H. C Arora and (1) 

K. V. R. Iyengar 

1900 to 1955 

3 (one unpublished) 

R. C. Petal (2) 

1931-32 to 1940-41 

1 (consumer expend!- 

Eastern Economist (3) 

l$3M0to 1949-50 

ture senes) 

1 

O, S. Courl (4) 

1931 to 1949 

1 

K. M, Mukhei]i (3) 

1900 to 1952 

2 (unpublished) 

M. Mukherjee (6) 

1900 to 1948 

1 (unpublished) 

N. A. Naiasimhan (7) 

191910 1952 

\ 

S. J. Patel (8) 

1896 to 1955 

1 

V. K. Sastry (9) 

1920-21 to 1946-47 


G, F, Shirras (10) 

1921-22 to 1932-33 



injia; 1900-1956*’, published in 
, • • • ed by Df. Rao, Sen and others. 


/ 2 ) ' o “Consumer Expendiiure in India, 

. , , . thiics Society, CXt, Part IV. 1948. 

(3) Aruiual Number. Dec. 29, 19^: Explanatory and Statistical Appendix: A 
Notional Income, pp. 1057 IT 

(4) O.S.Gouri; ‘'National Income Estimates in India, 1931-39, Indian Economic 
Journal, July, 3957. 

(5) D. Phil Theiis accepted by Calcutta Uniswiiy, 

{6) Unpubhihed Manuscript. 

1,1) A Short Term Planning Model far Mm, 1956. 

(8) “Long term change in output and Income in India*', Indian Economic Journal. 
January, 1958. 

(9) “India’s External Trade; SomePtohietra", Indian Economic Journal, July, 1955. 
(10) Poverty and Kindred Economic Praleme in India 1935;. 

♦Da^lThottiaT. op. ni. pp. 117-8. 
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These series-estiinates have been reviewed and interpreted by M. 
Mukherji of the Indian Statistical Institute, Calcutta in a paper* sub- 
mitted to the Second Indian Conference on Research in National Income 
held at Delhi in 1960. His findings are quoted below: 

. “Not much validity attaches to anyone of the individual series con- 
sidered here . . It is safer, however, to examine all the available series 
before drawing any conclusion and in this context, Arora and 
Iyengar’s all three estimates, Suren Patel’s series and K. Mukherjee’s 
two series deserve consideration. 

“All the six series just mentioned depict a gradual gro^vth of per capita 
real national ncome over the period 1900 to about 1925. For the 
remaining period Patel’s figures show a steady decline. In the re- 
maining five series, there is some kind of a stability of per capita real 
income over the jieriod 1925-1940 in rough way, a decline during 1940- 
50 roughly, and a rise to the peak reached ever earh’er during the 
following years under consideration. Thus Patel’s hypothesis though 
reasonable is unlikely to be true, if one has to accept all the available 
evidence. On the other hand, it seems likely that the general picture 
presented by the five other series gives a more or less realistic picture 
of what happened during the period. Thus one may conclude that 
our per capita income grew over the first half of the half century under 
. review, then remained more or less steady upto the Second World War, 
declined to some extent during the next decade and overtook and sur- 
passed the highest levels reached in the past during the last few years. 
Thus, on the whole, we get a slight rise over the half century with 
periods of growth,** stagnation and decline.’’ 

The break in the fifties from the declining trend of the forties is also 
brought out by the official estimates* of national and per capita real 
incomes prepared on a consistent basis for each of the years in the post- 
independence period. The Table below shows that during 1948-49 
to 1950-51 (pre-plan period) national real income grew at the compound 
rate of 1.2 per cent per year while population increased at the compound 
rate of 1.6 per cent per year. Consequently, per capita real income 
registered a decline. In contrast, during the first fourteen years of 
economic planning (1951-65) national real income rose at the compound 
rate of 3.9 per cent per annum; the corresponding rate of growth for 

*That the first quarter of the current century was a period of mild growth is also infeired 
by Shah and Khambatta {op. cit. pp. 203-4) on a comparison of the average level of ■ 
per capita real income during the two periods 1900-14 and 1914-22. They 
“The picture that we have depicted, though a dark one, is not too gloomy, for it 
reveals a slight but distinct advance — We have not been going backwards nor is it 
that we are remaining station^. On the contrary, the present enquiry shows a real 
increase of Rs. 2-2-0 per head in course of about fifteen years. 

Pre-War Post-War 

(1900=14) (1914=133) 

**Gross Income per head at pre-war (1900-14) price level Rs. 36 Rs. 38-2-0 
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population being 2.1 per cent per annum, per capita real income in- 
creased at a compound rate of 1 .8 per cent per year. The next two years 
were characterized by severe setbacks to the growth of agricultural and 
industrial production and as a result national income showed a sub- 
stantial decline in 1965-66, followed by a marginal improvement in 1966- 
67. The ensuing year, however, witnessed a marked recoN-ry. Accord- 
ing to the latest avmlable estimates — these relate to 19«8-69 — the 
total real national income shows a rise of 91 per cent and real per capita 
income of 31 per cent over the 1950-51 level. The annual rate of in- 
crease (compound) during these eighteen years works out to 3.6 per cent 
for aggregate national income and 1.5 per cent for per capita income. 


TABLE III 







Compound rate of growth 






Per ct 
Fre-Flan 
period 
1948-51 

W per annum 
Plan 
period 

1951-65 J951.69 


J948-49 1950-51 

)96L65 

1968.69 

National Income* 

(Rs. crores) 

86.SO 

M,50 

149.80 

169.10 

1.2 

3.9 3.6 

Population** (Million) 

346.6 

357.6 

474.6 

521.4 

1.6 

2.1 2.1 

Per capital Income (Rs.) 

249.6 

247.5 

315.6 

324.3 


1.8 1.5 


*At 1948-49 prices. 

•*&timstes Implicit la tbe derivatloa of per ca^ia Income. 


With the commencement of economic planning in the fifties, per capita 
teal income has undoubtedfy shown an upward trend, but the rate of its 
annual growth so far has been slow. The Fourth Plan document, 
therefore, postulates a vigorous effort to step up the rate of pet capita 
income in the coming )'ears. The 1965*69 level of national income is 
expected to get doubled by 1980-81. And since population is expected 

*The ofiidal estimates of national iBCome at I94W9 prices 


various industries. 
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to rise by about one-tlurd during this period, real per capital income in 
1980-81 would be 53 per cent higher than its level in 1968-69. 

The economic growth registered in the last eighteen years is also 
reflected in the changes in the industrial origin of the national output 
as well as in the sliift in the occupational pattern, Some light on this 
crucial question is thrown by the analysis of the sectoral rates of growth 
undertaken in the following table: 

TABLE IV 




1950-51 

1967-68 

Compound rate 
growthipercent) 
per annum 

Plan Period 
1951-68* 

Amount 

{Rupees 

crores) 

Per Amount 
cent (Rupees 
crores) 

Per 

cent 

A. 

Agriculture, animal husbnn- 







bandry and ancillary acti- 







vitics 

4,340 

49.0 

6,880 

41.6 

2.8 

B. 

Non-agricultural sectors 

4.530 

51.2 

9,850 

59.7 

4.7 


1. Mining and manufacture 






and Small enterprises 

1,480 

16.7 

2,750 

16.7 

3.7 


2. Commerce, transport and 






communications 

1,660 

18.8 

3,170 

19.2 

3.9 


3. Other services 

1,390 

15.7 

3.930 

23.8 

6.3 

C. 

Net domestic product at 







factor cost 

8,870 

100.2 

16,730 

101.3 

3.8 

D. 

Net earned income from 







abroad 

—20 

—0.2 

—210 

—1.3 

14.8 

E. 

Net national income (output) 







at factor cost 

8,850 

100.0 

16,520 

100.0 

3.7 


*Conventional Estimates of Net National Product (at 1948-49 prices). 


It will be seen from the Table above that whereas income originating 
in the agricultural sector increased over the period of 17 years at a com- 
pound rate of 2.8 per cent per year, income originating in the non-agri- 
cultural sectors (mining, manufactures, small enterprises, commercial 
transport, communication and other services) increased at a rate of 4.7 
per cent. During this period, the share of the agricultural sector in the 
total domestic product declined from 49 per cent to 42 per cent and that 
of non-agricultural sector rose from 51 per cent to 60 per cent. It may, 
however, be mentioned that in 1967-68, the industrial sector had not as 
yet fully recovered from the impact of the recession. Nonetheless, it 
is relevant to note that the net output of mining and manufacturing 
establishment is estimated to have risen at a compound rate of 5.6 per 
cent per annum betwen 1960-61 and 1968-69, and in terms of the Fourth 
Plan, this is expected to expand at an overall rate of around 9 per cent 
during the Fourth Plan period. This order of expansion has been con- 
sidered conistent with the projected annual growth rate of 5.5 per cent m 
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national income and 5 per cent in the net output of the agricultural 
sector. The sectoral composition of the net domestic product as project- 
ed in the Fourth Plan is as follows: 

TABLE V 


Stctoral Composition ot N«t Dooicslk Product: 196S-69 to 1980-81 
^ (Rj. too crores at 1968-69 Prices) 


l\o. 

Sector 

1968-69 

I97M4 

1978-79 

Index of growth 
1980-81 1980-81 

o\tr 1968-69 

I. 

Agriculture and allied 
activities. 

I4S.6 

189.5 

234 

254 

171 


Mining manotacturing and 
construction 

35 

80.6 

126 

150 

273 


Others 

87.1 

113 

157 

178 

204 


Net domestic product 

390.7 

383.1 

517 

5S2 

200 


Another indicator of the structural chao^ in the economy is the shift 
in the pattern of employment. The 1961 Census divides the total popula- 
tion into workers and non-workers. Workers include those deriving 
theirearnings from productive occupations followed either as a principal 
or a subsidiary means of livelihood, irrespective of the level of earnings, 
provided (hey are employed in seasonal work for more than one hour a 
day throughout the greater part of the working season or in regular work 
during any of the fifteen days preceding the day'of enumeration. A 
person who was waeidag but was absent from his work daring the fifteen 
days preceding the day of enumeration due to illness or other causes was 
awoiker. A person who was offered work but had not actually Joined 
was treated as a non-worker. Supervisory staff, apprentices (paid or 
unpaid) and social or political workers arc treated as workers while 
beggers, pensioners, ex-roy^ly, rent, or dividend receivers not participat- 
ing in any productive profession, business or commetee, ait excluded. 
The definition is, therefore, more comprehensive and include self-em- 
ployed as well as earning dependents having a principal or subsidiary 
means of livelihood. The workers employed have been classified by 
occuptional categories both for 1961 and for earlier censuses to ensure 
comparability on the basis of the new defimrion. Some idea of the 
sectoral growth ‘m number of workm employed and the consequential 
shift in employment pattern is given in Table VI. 

The Table indicates that the annual rate of growth in the number of 
workers employed has been faster in industry, construction and transport. 
These are, broadly speaking, (he very sectors whose net output also 
showed a relatively faster rate of annual growth over about the same 
period. For subsequent years, the avsulaWe information relates to the 
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TABLE VI 




1951 


1961 

Compound rate of 



Number Per cent 

Number Per cent 

growth per cent 



(million) 

(million) 

per annum 

1. 

Agriculture* 

97.3 

69.8 

131.0 

69.5 

3.0 

2. 

Mining, manufacturing ** 
and other industries 

16.7 

128.1 

25.2 

13.2 

4.2 

3. 

Construction 

1.5 

1.0 

2.1 

1.2 

3.4 

4. 

Trade and commerce 

7.3 

5.1 

7.6 

4.0 

0.4 

5. 

Transport and communica- 
tions*** 

2.1 

1.5 

3.0 

1.6 

3.4 

6. 

Other services 

14.6 

10.5 

19.5 

10.55 

2.9 


Total 

139.5 

100.0 

188.4 

100.0 

3.0 


*Includes cultivators and agricultural labour. 
**Includes forestry, fishery and plantations, etc. 
***Includes storage also. 


employment in the organized sector (i.e. public sector and establishments 
in the non-agriculture private sector employing more than 10 persons) 
and shows an annual rate of increase of 4.1 per cent during the period 
March 1961 to March 1969. The folloNving Table sets forth the relevant 
details: 

TABLE Vn 

Employment in the Organized Sector* 

(Figures in thousands) 

March 1961 March 1969 Compound rate 

of growth 

Number Percen- Number Percen- per cent 
tape tape per annum 


1. 

Agriculture, livestock etc. 

850 

7.04 

1,074 

4.46 

3.0 

2. 

Mining and quarrying 

680 

5.63 

596 

3.58 

—1.6 

3. 

Manufacturing 

3,390 

28.06 

4,530 

27.24 

3.7 

4. 

Construction 

840 

6.95 

942 

5.66 

1.4 

5. 

Electricity 

260 

2.15 

413 

2.48 

5.9 

6. 

7. 

Trade and commerce 
Transport, storage and 

250 

2.07 

553 

3.33 

10.4 


communications 

1,800 

14.90 

2,267 

13.63 

2.9 

8. 

Serrices 

4,010 

33.20 

6,256 

37.62 

5.7 


Total 

12,080 

100.00 

16,631 

100.00 

4.1 


*Employment Reviews, 1960-61 and 1968-69 — Directorate General of Employment 
and Training. 

The analysis of the trends in output and employment attempted in 
the preceding paragraph does not, however, tell the whole story of struc- 
tural transformation initiated in the economy since the commencement 
of economic planning. It does not bring out the changes witliin each of 
the major sectors, some of which are highly relevant for a faster growth 
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of the economy in future years. It also throws no light on the factors 
promoting or retarding growth that have been operative during the 
period in the various sectors. To make up this deficiency, the gro^vlh 
of the two major sectors — agriculture and industry — has been analysed 
in greater detail on the basis of such supplementary data as are available. 

The following Table sets forth the analysis foi agriculture proper 
covering production of both foodgrains and non-food crops: 


TABLE No. Vin 



Index Numbers 

1949-50 = 

= 100 

Compound 

per 

of Pro'vlk per 
annum 


l9Sa-31 

1955-56 

1961-62 

1968-69 

1951-56 1956-52 

1962-69 1951-69 

All Chops 

Area 

99 9 

1150 

123 S 

123.7 

2.8 

1 3 

02 1.3 

ProductioQ 

95.6 

II6.& 

144.8 

158.7 

41 

36 

14 2.9 

Productivity 

95.7 

101.6 

1170 

126 3 

12 

2.3 

12 16 


It will be seen that agricultural production (all crops) increased at a 
compound rate of 4. 1 per cent per annum during 1 951.56, of 3.6 per cent 
during 1956*62 and 1.4 per cent during 1962-69. Taking the entire 
period of eighteen years, agricultural production is estimated to have 
grown at an annual compound rate of 2.9 per cent. Both increase in 
area under cultivation and improvement in productivity of agriculture 
contributed to the increase in production. While the increase in the 
area under cultivation was the dominating factor during the First Plan 
period, when bulk of the extension of farming to new lands was accom- 
plished leaving scope for only marginal addition during the remaining 
years, the increased production during the i»riod 1956-69 resulted from 
improved productivity and more intensive fanning. With iimhed scope 
for extensive farming in future years, it follows th-at improvement in the 
rate of growth of agricultural production can be brought about prinet- 
pajty by resort to more intenavc farming. The strategy of production 
as indicated in the Fourth Plan, therefore, places very little reliance on 
bringing additional land under cultivation; the main emphasis is on 
intensive agriculture, consisting of extension of high yielding variety 
programmes and multiple cropping, continued expansion of irrigation 
fac/iitiw, improvement in the urilizafion of erisring potential and infen-, 
sive efforts in raising the productivity of commercial crops and enlarge* 
ment in the facilities for inputs, credit and marketins. 

Industrial production increased during the period 1951*69 at a com* 
pound rate of 6.4 per cent per annum. The general index of industrial 
production (1960=100) rose from 56.1 in 1951 to 172.4 in 1969. A 
special feature of industrial development, particularly since the beginning 
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of the Second Plan has been the emphasis on the development of steel, 
aluminium, engineering, chemical and petroleum products and on the 
growth of power and transport. A fairly good idea of the industrial 
diversification which has taken place can be had from the folloiving data 
on the growth of certain selected industries. 


TABLE IX 



1950-51 

1960-61 

1964-65 

1965-66 

1968-69 

Finished steel (000 tonnes) 

1,040 

2,300 

4,430 

4,600 

4,800 

Aluminium ingots (000 tonnes) 

4.0 

18.3 

54.1 

65.0 

125.5 

Diesel engines — stationary 
(000) 

5.5 

43.2 

74.1 

85.0 

119.5 

Automobiles (000) 

16.5 

55.0 

70.8 

68.5 

79.0 

Machine tools (value in 

Rs. crores) 

0.3 

7.0 

20.0 

23.0 

25.3 

Sugar machinery (value in 

Rs. crores) 

Nil 

4.2 

9.1 

8.0 

11.4 

Bicycles organized sector (000) 

99 

1,071 

1,442 

1,700 

1,954 

Sulphuric acid (000 tonnes) 

101 

361 

695 

664 

1,017 

Cement (million tonnes) 

2.7 

8.0 

9.8 

10.8 

12.2 

Nitrogenous fertilizers 
(000 tonnes of N) 

9 

99 

234 

233 

486 

Caustic soda (000 tonnes) 

12 

99 

192 

218 

314 

Coal (million tonnes) 

32.8 

55.7 

64.4 

70.0 

75.0 

Iron ore (million tonnes) 

3.0 

11.0 

15.1 

23.0 

21.2 

Petroleum products 
(million tonnes) 

0.2 

5.8 

8.4 

9.9 

15.4 

Electricity generated 
(million kwh) 

6,575* 

20,123 

29,280 

36,400 

45,000 


♦Relates to calendar year. 

The progress of industrialization during this period has led to a gradual 
transformation of the industrial structure. The weight of the consumer 
goods industries as determined by their percentage contribution to 
net value added by all industries has been steadily reduced while that of 
producer goods industries correspondingly increased. This trend is 
brought out by the Table below : — ■ 


TABLE X 

Contribution to Net Value Added 


(Percentages) 


Industries 

1950-51 

1960-61 

1964-65 

1965-66 

Consumer goods 

67.9 

45.7 

36.5 

34.0 

Intermediate goods 

23.3 

37.3 

41.4 

43.3 , 

Machinery 

8.0 

16.3 

21.4 

22.0 

Others 

0.8 

0.7 

0.7 

0.7 

Total 

100.0 

100.0 

100.0 

100.0 
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The foregoing analysis points to the urgency of a progressive step-up 
in the allocation of real resources for furthering production If area 
under improved seeds is to be progressively extended to raise the rate of 
growth of agricultural output, it is imperative to set apart an increasing 
proportion of the output of farms using improved seeds for seed 
purposes. There will also be the need for building up at a correspond- 
ing pace seed storage and distribution facility. The storage facility 
has also to be built for stockpiling of foodgrains. Similarly, the use of 
fertilizers per hectare can be stepped up only if the availability of 
fertilizers improves pari pas^ti. This entails larger allocation of real 
resources to expand the capacity of domestic production, trans- 
port and storsge of the various types of fertilizers. The building up of 
irrigation potential and its fuller utilization also calls for an extended 
scale of investment in construction of irngation works, canals, and distri- 
bution channels. Likewise, speedy and diversified industrial develop- 
ment involves an accelerated rate of investment to create additional capa- 
city for production and transport. In short, a progressive stepping up of 
the rate of investment in the economy is a precondition for its more 
rapid growth. This is possible only if the real resources required for an 
accelerated rise in the rale of investment are forthcoming on an adequate 
scale, whether from domestic sources or from the rest of the world. 
What light do recent trends in net investment and savings throw on this 
problem? 

Till recently, the available data on net capital formation were rather 
scrappy. The non-av^Iability of data on saving and investments have 
long stood in the way of preparation of a comprehensive system of 
national accounts. The earliest attempt was made in the First Five Year 
Plan, wJuch estimated net investment in 194g-49 prices to be Rs. 450 
crores in 1950-51. Tlus formed about 5 per cent of the national income 
for the year estimated at Rs. 9,000 crores.* The Taxation Enquiry 
no mmi ytipn estimated (in Volome I of its report) net investment at 
current prices for 1950-51 and 1953-54. The magnitudes were Rs. 555 


* First Fire Year Plan, p. 108. 

■•*TaxatieinEnguijy CcunmisuoaKepori, New Delhi 1955 Vol I,p. 138 
••‘Second Five Year Plan, pp. 3 & II 
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crores and Rs. 730 crores respectively.** The Second Five Year Plan 
estimated net capital formation (at 1952-53 prices) at Rs. 790 crores for 
1955-56. This formed 7.3 per cent of national income (at 1952-53 prices) 
and was expected to be raised to 10.7 per cent by the end of the Second 
Plan.*** 

In a paper submitted to the first session of the Indian Conference on 
Research in National Income, Baldev Kumar of the Central Statistical 
Organization presented a 7-year series-estimates covering 1948-49 to 
1954-55 for domestic fixed capital formation at current as well as 1948- 
49 prices. The series give sector-wise as well as overall estimates of 
fixed capital formation. In another paper read at the same conference, 
Honavar, Ghosh, Avadhani and Trikha of the Ministry of Finance 
presented totals of capital formation in the Indian Union for the years 
1949-50 to 1954-55. These magnitudes were worked out at current 
prices by adding domestic savings to official donations and net borrow- 
ings from abroad as worked out from the Balance of Payments statistics. 
These efforts are signicant more for the exploration of the techniques of 
estimation and availability of basic statistics that could possibly be used 
for calculating net investment over a time-period than for the magnitudes 
indicated. Yet another attempt at estimation of net investment was made 
by the Statistics and Economics Departments of the Reserve Bank in a 
paper submitted to the Working Group on Resources for the Third 
Five Year Plan in July. 1959. These estimates had a wider coverage 
and were based on better data that had since become available, for 
example, from the balance sheet analysis of the public and private limited 
manufacturing companies conducted by the Reserve Bank and the Rural 
Credit Survey Reports for 1951-52 and 1956-57.* 

The results of all the efforts at estimation of net capital formation 
cited above** were available when the Third Five Year Plan was being 
formulated. 

Nonetheless, the available data suffered from the absence of a conti- 
nuous series of comparable estimates of net capital formation at constant 
prices for the entire period. Therefore, what can be described as notable 
developments in this field were the three series estimates of capital forma- 
tion as brought out by (a) the Reserve Bank of India (R.B.I.) ; (b) National 
Council of Applied Economic Research (N.C. A.E.R.) ; and (c) Central 
Statistical Organization (C.S.O.). The first two were primarily concerned 
*The follow up Survey. 

**Ainong works of individuals not cited above reference may be made to fhe_ following: 

1. D. K. Rangnekar: Estimates of capital formation in India for the period 1948-49 
to 1951-52, Poverty and Capital Development in India, 1958. 

2. B. K. Barpujari: National Income of India; 1951-52 to 1955-56, Papers on 
National Income and Allied Topics, Vol. I, Indian Conference on Research on 

National Income, 1960. - 

3. S. J. Patel; “Growth in Income and Investment in India and China, 1952 60 , 
Indian Economic Review, Feb. 1957. 

4. W. Malenbaum: Prospects for Indian Development, 1962. 
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'Vith the estimation of domestic savings and the estimates of net invest- 
ment presented by them were, therefore, either incidental to or a step 
towards this primary task. In March 1960, the Reserve Bank published^ 
its series of estimated domestic savings foi 1950-51 to 1957-58 at current 
as well as 1948-49 prices which included, as a necessary constituent, 
estimates of net physical asset formation by households in the form of 
farm and non-farm investment in agriculture, urban and rural housing, 
as also increases in fixed assets and inventory by non-coiporate industry. 
This senes of domestic saving was refined and extended and republish^ 
in August 1961* and agmn in March 1965* together with a series of 
estimated net investment in the economy as a whole for the period 1950- 
51 to 1962-63. 

This series gave estimates at current as well as 1948-49 prices. Total 
investment was measured by adding to tlie estimates of domestic savings 
for each year the amount of net capital inflow from abroad The latter 
was arrived at by adjusting current account deficits in the balance of 
payments for olficial donations, retained earnings of foicign branches 
and subsidiaries, unpaid imports and the approximate amount of gold 
smuggled into the country. The National Council of Applied Economic 
Research published^ in April 1961 Us series — estimates of gross and net 
domestic investment at current as well os 1952-53 prices for tltc period 
1948-49 to 1957-58.® These attempted to pro\idc the base from w]\ich 
the estimated inflow of capital from abroad could be deducted to arrive 
at the rate of net domestic savings as a residual item. The estimates of 
investment were made separately for Government, corporate and indi- 
viduals' sectors. The Central Statistical Organiration estimated only 
gross capital formation for the entire economy for the period 1948-49 
to 1960-61 both at current and 1955-55 prices.® 

These estimates were based on the commodity flow approach’, and no 

1. The Resrpee Bank of India Bulletin. Match, I960, pp. 296-327. 

2. The Reserve Bank of India Bulletin. 1961 pp. 1200-1. 

3. The Reserve Bank of India Bulletin, March 196^, PP. St4 3SS. 

4. National Council of Applied Economic Research; savings in India, Nc* Delhi. 
1961. pp. 12—14, 22—23. 

5. This sene* was refiaed and extended to 1961-62 in "Saving in India 1950-51 to 

1961-62’* “N CA.E.R., My, 1965— bat again refined and extended to 1964-65 and 
rcpubtished ia’’Savin!ltn India During thePlanPeriads'' No. 16. Jutw 

1966 toseiher with a senes of esiiinated net investment in the economy as a v hole 
for the period 1950-31 to 1964-65 at curcent and 1948-49 pnccs 

6. C5 O : Nanona} Ineame Slatrsiics E«/i»nore» of Truss eopiial formation in Indus for 
1948-9 to 1960-61, New Delhi, 1961. (Estimates for net capital formation al 
current prices arc also giicti and brotea down into net fixed assets and invtjatoty 
changes pp. 60, 64). 

7 For a critical review of Cii.O. esrimates see "Chapter in ihe Capital Structure of 
the EconamvorertheTu'oPIanperiodd'^yVtaa Datii— a paper submitted to the 
Fourth Indian Conference on Rescardi on National Income held al Bhopal in 
Noiember, 1963. 
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sectoral break-down was provided. Only the break-up of gross fixed 
capital formation (at 1958-59 prices) into construction and machinery 
and equipment was separately given. The Table below shows the three 
series of estimates of capital formation between 1950-51 and 1960-61: 


TABLE XXI 
Estimate of Investment 


(Rs. crores) 



Estimate by 
C.S.O. at 
1958-59 
prices 

Estimate by 
R.B.I. at 
1948-49 
prices 

Estimate by N.C.A.E.R. at 
1948-49 prices 

Direct 

Indirect 

1950-51 

1,231 

496 

670 

659 

1951-52 

1,329 

688 

808 

778 

1952-53 

1,294 

377 

635 

742 

1953-54 

1,344 

538 

663 

769 

1954-55 

1 531 

867 

996 

1,021 

1955-56 

1,832 

1,086 

1,275 

1,233 

1956-57 

2,118 

1,415 

1,425 

1,428 

1957-58 

2,259 

1,230 

1,486 

1,677 

1958-59 

2.153 

1,230 

1,417 

1,318 

1959-60 

2,248 

1,246 

1.367 

1,496 

1960-61 

2,475 

1,683 

1,715 

1,774 


All the three series show a generally rising trend. The level estimate 
for 1960-61 is 2.0 times liigher than in 1950-51 in the C.S.O. series, 3.4 
times in the R.B.I. series and 2.6 times in the N.C.A.E.R. series. The 
S.C.O. series, however, start at a considerably higher level and remain so 
throughout for two reasons first, these estimates are for gross and not 
net capital formation and do not allow for capital consumption. Secondly, 
they are at 1 958-59 prices, wliich were considerably higher than 1946-49 
prices on which the N.C.A.E.R. or R.B.I. estimates are respectively based. 
The N.C.A.E.R. estimates for net investment are also consistently 
higher than the R.B.I. estimates. This is partly due to certain adjustments 
made, for example, for changes in inventory valuation. However, the dif- 
ferences between the R.B.I estimates and N.C.A.E.R. estimates have 
been narrowed down after certain refinements and both the series have 
tended to move quite close to the net estimates of capital formation by 
C.S.O. given in the Appendix to its paper. 

The authors of these series themselves admit the limitations of the 
estimates emanating from restricted and inadequate basis, and the some- 
what arbitrary assumptions underlying the estimational procedure 
adopted for certain components. Till such time as more refined and 
reliable estimates of net capital formation at constant prices are avail- 
able for different sectors and by forms of investment in the various lines 
of activity in each sector, one carmot go beyond making a general state- 
ment that the step-up in the rate of real income growth in the fifties was 
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accompanied by a substantial step-np m t!w rate of net investment in the 
economy, and the latter must have contributed to the former in a 
si^ficant manner. 

Some interesting light on tlus aspect is, however, obtained when we 
turn our attention to some alternative sources of data. Three attempts 
have been made in recent years to estimate the stock of reproducible 
tangible wealth in India, which broadly corresponds to the stock of capital 
employed in economic activity. The first estimate was made by Uma 
Datta and Vinod Prakashi for the year i949-S0, the second by Mukherjee 
and Sastry* again for 1949-50. and the third by the DfipartmeDt of Statis- 
tics* of the Reserve Bank of India for the year 1960-61. All the three 
estimates are at current prices and give overall estimates as well as the 
sectoral break-downs. The Reserve Bank estimates for 1960-61 follow 
closely the estimates of Mukherjee and Sastry and are madeon comparable 
lines. They are also presented side by side as estimates for the two 
points of time, 1949-50 and 1960-61. These estimates have been review- 
ed by Uma Datta in a paper* read at Ih© Fourth Indian Conference on 
Research in National Income held in Bhopal in November 1963. This 
latter paper converts the 1949-50 estimates of Mukherjee and Sastry to 
1960-61 price base, in order to study the change in the stock of reproduci- 
ble tangible wealth in real terms between 1949-50 and 1960-61. The 
sectoral break-downs in the originai estimates have also been rearranged 
in conformity with the grouping in the sectoral estimates of net domestic 
output available la National Income Estimates. This has been done to 
work out the capital-output ratios for the various sectors and the eco- 
nomy as a whole. 

The Table XII constructed on the basis of the data in the paper 
by Uma Datta brings out some interesting aspects of economic growth 
since 1949-50: 

Although the estimates of reproducible tangible wealth like those of 
net capita} formatioa cited in the preceding paragraphs are also weak in 
parts and do not Warrant reading too much into them, the broad trends 
indicated by them arc worth noting. The data set forth in the Table 
XII shows that reproducible tangible wealth has grown over the period 
1950-61 in real terms at a compound rate of a little o>er 4 per cent per 
annum, while number of workers employed has increased at a compound 


1 ""An Estimate of the Eeproiiueible Taitgible n’eaUh sn India, J9-J9-50 , Papeis on 
National Income and Allied Topics, Vol. 1, 1960. pp. 247-58. 

2 An Estimate pf she Tangible n'eahh of Indus, ItKome and Wealth Series I7I — Tta 
Measorement of National Wealth Association for Research in Income and Wealth, 

3 •'Estimates of Tang, bU Wealth in httia”. Reserve Bank of India BiiUetb. January 
1963,. rr.8-19. 
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TABLE No. XII 

Reproducible Tangible 'Wealth: Net Domestic Product and Workers Employed 

(At 1960-61 prices) 



1949-50 

1950-51 

1960-61 

Cumulative rate of 
growth per cent per 
annum 

1949-61 1950-61 

Reproducible tangible wealth 
(Rs. crores) 

20,622 

21,224 

32,164 

4.1 

4.2 

Net domestic product 
(Rs. crores) 

9,834 

9,867 

14,210 

3.4 

3.7 

Capital output ratio 

2.10 

2.15 

2.26 

— 

— 

Workers (million) 

N.A. 

139.5* 

188.4* 

— 

3.0 

R.T.W. per worker (Rupees) 

— 

1,521 

1,707 

— 

1.2 

Output per worker 

— 

707 

754 

— 

0.7 


■^Refers to 1951 and 1961 Ginsus years. 
Source: 1961 Census. 


rate of 3 per cent per annum. As a result, capital per worker has gone up 
from Rs. 1,521 in 1950-51 to Rs. 1,707 in 1960-61, registering a gro^vth 
at the compound rate of over 1 per cent per annum. This slow im- 
provement in capital per worker must have contributed to the g^o^^'th 
of net domestic product over the same period, wluch occurred at a com- 
pound rate of 3.7 per cent per annum. This is reflected in net domestic 
product per worker going up in real terms from Rs. 707 in 1950-51 to 
Rs. 754 in 1960-61. Even so, the capital intensity in the economy has 
only slightly improved. Capital-output ratio rose from 2.10, in 1949- 
50 to 2.15 in 1950-51 and 2.26 in 1960-61. This may, in part, explain 
the slow rate of growth of output during the period as also suggest the 
need for a still faster rate of growth in reproducible tangible wealth in 
future years, if capital intensity and, therefore, productivity of the eco- 
nomy, is to improve faster, and output per worker is to register a sharper 
increase from 0.7 per cent per annum achieved during the period (1950- 
61). 

Another interesting feature is brought out by the XIII Table: 

The shift in the sectoral shares of net output over the period broadly 
conforms to the shift in the sectoral shares of the stock of reproducible 
tangible wealth, the only exception being Railways and Services. The 
share of railways in net output has improved but its share in the stock 
of reproducible tangible wealth has gone down. TTiis is quite likely 
since the period has been one of heavy expenditure on renewal and re- 
placements of railways’ fixed assets, and these normally contain elements 
of improved quality which go to enhance productivity'. Further, a more 
effective utilization and increased turn over of the rolling stock is reported 
to liave taken place, which must have also added to railways’ productivity. 
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TABLE Xm 

Sectoral Distribution of Beproducible Tangible Wealth and Net Output 
(At I96(V6I Pnees) 


(Per cent) 



• Rfprodudbie Tangible 

Wealtk 

AVr Output 

m9-50* 

1960-61 

1949-59 

1960-61 

Agncullure 

294 

28J 

51.8 


Miniag 

06 

0.6 

0.9 


Large enterpnscs 

10.2 




Small enterprises 

46 

37 

103 


Railways 

96 




Cummunicalions 





Trade and transport 

17.1 


132 


Services 

27.9 

24.9 

14.4 

16.7 

Tola] : 

1000 

1000 

1000 

100.0 


*Boih were eiccepfionalty good year for agriculture. 


Part of the increase in output may afso have come from improvement 
in the efficiency of workers employed quite independently of the increase 
in capital per worker. As for the services sector, the improvement in 
its share of net domestic product despite decline in its share of the stock 
of reproducible tangible wealth is quite legitimate to expect, since It 
includes net output of Government administration the expansion of 
which reiTects mainly an increase in the number of employees. The 
shift in Sectoral distribution brings out pointedly the impact of the Plans 
in initiating a structural transformation of the economy; the sharp rise 
in the share of large enterprises in both net output and the slock of re- 
producible tangible wealth provides the evidence. 

In the preceding paragraphs, attention has been concentrated on data 
throwing light on developments in thefifties. In recent years, significant 
strides have been made in improving on the data on saving and capital 
formation as in the construction of flow-of-fund accounts. The 
C.S.O. published in 1963 the Report of its Working Croup on the const- 
ruction of flow-of-fund 'accounts of the Indian economy for 1957-58. 
Based on the flow-of-fund approach, K. C Sharma’s paper on “Financ- 
ing of capital form.ation in the public sector, 1951-52 to 1960-61” read at 
the Fourth Annual Conference on Research in National Income provided 
a detailed analysis of the public sector investment and its financing 
pattern. The construction of flow-of-funds for the various sectors of the 
Indian economy has since been further refined and its scope extended by 
the Reserve Bank of India as revealed by the various studies published 
in its monthly bulletins. 

The R.B.I. is also confinuouslyengaged in improving Its series on sav- 
ing sad in\'estrncnt. The latest dewrfopment in the field is the C.S.O.'s 
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publication in 1969, of its estimates of saving and capital formation in 
India for 1960-61 to 1965-66. In its original monograph published in 
1962, the C.S.O. had derived its saving estimates in an indirect fashion by 
deducting from its estimates of gross capital formation, the corresponding 
figures of net capital inflow from abroad. Their estimates of saving, 
now released, have been built up directly for three sectors (e.g. public, 
corporate and household) and have been added up to get estimates for 
the economy as a whole. As regards the C.S.O.’s estimates of capital 
formation, they are based mainly on the expenditure-flow approach. 
The relevant magnitudes which emerge are as follows: 

TABLE XIV 

Estimates of Capital Formation 


Year 

At current prices 

At 1960-61 prices 

1960-61 

1,665 

1,665 

1961-62 

1,789 

1,624 

1962-63 

1,920 

1,794 

1963-64 

2,353 

2,120 

1964-65 

2,681 

2,286 

1965-66 

3,056 

2,442 


Mention may also be made of some other related developments in 
tius field. In February 1957, the Ministry of Finanee issued an economic 
classification of the Central Government Budget for 1957-58. This 
brought out the magnitudes of net investment in construction and 
machinery and equipment directly undertaken by the Central Govern- 
ment as also the financial assistance given to other sectors of the economy 
for capital formation. This work was extended to the transactions of 
the State Governments and non-departmental undertakings of the Central 
Government for the years 1951-52 to 1960-61. The economic classifica- 
tion of the transactions of these entities together v/ith that of the Central 
Government since 1951-52 had enabled the construction of a time-series 
of net investment by the Central and State Governments together for 
the period 1951-52 to 1960-61.* The scope of work has since been 
extended. The brochure on economic classification of the Central 
Government issued in 1967 contained a review of developments in the 
first three Five-Year Plans and also initiated an economic-cmn-functional 
classification which is now brought out every year. Some of the State 
Govermnents have also started bringing out an economic classification of 
their respective budgets. The transactions of the public sector are also 
presented in terms of national income categories in the C.S.O.’s Aimual 
White Paper on National Income. 

*Reference may be made in this connection to A.V.N. Iyengar's paper — “Saving and 
investment of the public sector 1951-52 to 1960-61” read at the Fourth Annual 
Conference on Research in National Income. 
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Fairly satisfactory estimates are available for capital formation in 
public sector. The following Table presents the data on net capital 
formation worked out by the Ministry of Finance on the basis of the 
economic classification of the transactions of public authorities. 

TABLE No. XV 

Net Capital Fonaation the Public Authorities 

(Ri. CTores) 
(At current prices) 




1951-52 

1955.56 

1960-61 

1. 

Central Government Administration and depart* 
mental industrial and commercui underiatinss 

64 

lOj 

213 

2. 

Central Gosemment non-departcneotal 
industrial and commercial undertakings 

3 

17 

175 


(a) Industry 

2 

10 

150 


(of which, steel industry) 

(-) 

(3) 

(112) 


(b) Mmitig 

— 


32 


(c) Transport 

I 

4 

8 


(d) Trading and other undertakings 

— 

3 

5 

3. 

State Government AdmlnistratioB and depart* 
mental industrial and commercial uadenakiogs 

150 

253 

346 


Total 

217 

373 

754 


The Table brings out the sharp rise in the level of net capital 
formation during the period covert by the first two Plans. The level 
of total investment by public authorities in 1960-61 was twice the level in 
1955-56 and three and a half times the level ia 1951-52. The bulk of 
the net investment by Central Government administration and depart- 
mental undertakings was in railways, while the bulk of net investment 
by non-departmenta! Central Government undertakings was in basic 
industry (steel, fertilizers, chemicals and electricals) and by State Govern- 
ment Administration and departmental undertakings in irrigation works, 
power projects, roads and road transport schemes. 

The break-down of net investment by form of investment is shown in 
the following Table: 

TABLE No. XVI 
Net InTcsUrent by Fonn of liimtment 

(Rs. crorcs) 
(At current prices) 




t9Si-K 

1955-56 

t960^t 

1 . 

Construction 

158 

342 

503 

2. 

Machinery and equipment 




3. 

Inventory accumulation 


(-)3l 



Total 

217 

373 

754 
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The sharp swing in favour of investment in mahinery and equipment 
during the Second Plan reflects the higher priority given to industry in 
public sector investment. 

Although the figures given above arc in current prices, the rise in 
public investment is so large that even if allowance were made for the 
price rise during the period, a marked step-up in public investment would 
still be indicated. This is corroborated by the following Table giving net 
investment by form of investment at 1960-61 prices: 


TABLE No XVH 
Net Investment by Form of Investment 

(Rs. crorcs) (At 1960-61 prices) 




1951-52 

1955-56 

1960-61 

I. 

Construction 

198 

413 

503 

2. 

Machinery and equipment 

17 

71 

186 

3. 

Inventory accumulation 

48 

—42 

65 


Total: 

263 

442 

754 


Note: The deflators used arc based on: 

(1) Price Index for Construction {vide R.B.I. Bulletin, January 1963, p. 19). 

(2) Price Index for machinery and transport equipment (vide R.B.I. 

Bulletin, January 1963, p. 19). 

(3) Economic Adviser's Wholesale Price Index. 

Public investment promotes income growth both directly and in- 
directly. Wage and salary component of investment outlays on public 
construction adds to the income stream directly, while outlays on 
domestically produced material inputs stimulate output increases in the 
supplying sectors by encouraging utilization of excess capacity, if any, 
and installation of additional capacity. Public investment on social 
and economic overheads generates e-xternal economies, and removes 
bottlenecks to expansion in productive activities. Tliese, in turn, sti- 
mulate further investment and output increases in the rest of the economy. 
Investment creating additional capacity in public enterprises brings about 
increases in their net output after it goes into production. The increase 
in output may, however, not occur in the same period in which invest- 
ment is made. The output increases in such undertakings also induce 
output increases in other sectors by creating additional demand. All 
these aspects of growth promotion by public investment cannot be 
reduced to a common measure, and the growth of net output of public 
authorities during any period of public investment is but limited aspect of 
income growth stimulated by it. However, even in this limited sense the 
period under consideration registered a substantial increase in income 
generated by public investment. The relevant data are set forth in the 
Table XVIH: 
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(Rs. crores) 

(At cufrent prices) 



1951-52 

1955-56 

1960-61 

Construction 

59 

122 


(i) Central Government 




(ii) Stale Governments 

Net output of industrial and 

42 

88 

107 

commercial undertakings 

255 

311 

436 

(i) Central Government 

211 

250 

347 

(Ji) State Governments 

44 

61 

89 

Total 

314 

433 

632 


Note; (a) Ceatral GoveRiment iadudes admiostration and departmental and nan- 
departmental commercial undertaklofs. 

. (b) State Governments include adminislratioa and departmental commercial 

undertaVings. 

For the sixfies, a combined analysis based on the operations of the 
Centra! and State Governments is not available. However, havias 
regard to the fact that the total provision fot capital formation out of the 
budgetary resources of the Central Governmenl accounts for the bulk 
of capital formation undertaken in the public sector, an analysis of data 
based on the economic classification of the Central Government budget 
appears meaningful. 


TABLE XIX 

(Rs. ctorcs) 


1960-61 

1965-66 

1966-67 

1967-68 

1968-69 

1969-70 

(R.E.) 

1970-71 

(RE.) 


865 

1.806 

1.793 

1.675 

1,660 

1,770 

2.005 

(.1) Direct 
(i|) Indirect {I.e. 
througls assistance 
to States, Union 
Temtones and 

311 

520 

500 

467 

276 



takings etc.) 

554 

1,286 

U93 

1,208 

1,384 




The second decade of planning also provides substantial evidence of 
brisk investment activity. For 1970-71, the total capital formation 
financed out o! the Central Government budget shoves an increase oT 
120 per cent over the level of capital formation in 1960-61. These 
estimates are, of course, at current prices. However, the step-up is so 
large that even after aifowitig for the price factor, a substanfiai increase in 
the (eve! of the investment activity should emerge. 

The marked step-up in tlie investment outlays provided in the Fourth 
Five Year Plan further indicatesthc order of elTorl visualized in order to 
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quicken the pace of economic progress. The Table below gives the 
comparable figures for the successive Plans: 


TABLE XX 

(Rs. crores) 



I Plan 

II Plan 

III Plan 

IV Plan 

Public sector investment 

1,560 

3,650 

6,300 

13,655 

Private sector 

1,800 

3,100 

4,100 

8,980 

Total: 

3,360 

6,750 

10,400 

22,635 


It may be noted that whereas the investment in the Third Plan was 
a little more than the total investment undertaken in the preceding two 
plans, the provision in the Fourth Plan is a little more than the sum total 
of investment undertaken in the first three Plans taken together. As a 
result of the investment activity as postulated in the Fourth Plan docu- 
ment, the rate of investment was expected to be stepped up from 11.3 per 
cent of national income in 1968-69 to 14.5 per cent in 1973-74, The 
incremental capital-output ratio works out to 2.0 for the Fourth Plan 
as compared with 2.4 for the first three Plan periods. Consistent with 
the strategy of self-reliant growth, the proportion of inflow of foreign 
aid to national income will come down from 2.5 per cent to 1.3 per cent 
and the rate of domestic saving is expected to rise from 8,8. per cent in 
1968-69 to 13.2 per cent in 1973-74. This means diverting to saving 
28 per cent of increase in national income during the Fourth Plan period. 

ni. Domestic Sarings and Net Inflow of Foreign Capital 

The setting apart of an increasing proportion of domestic resources for 
investment involves a progressive step-up in the rate of domestic savings. 
Under conditions of rising national income, it implies a corresponding re- 
straint on increases in domestic consumption. This is the cost borne by 
the community for speedily building up a prosperous economy, which will 
provide for greater rise in consumption standards in future years and 
thereby compensate the community for the consumption sacrificed 
during the construction phase. The immediate cost to the community, 
however, can be kept down to the extent it is possible to draw upon real 
resources of the rest of the world by augmenting net capital inflow into the 
country. This implies accelerated mobilization of others’ savings for 
stepping up domestic investment and to that extent obviating the need 
for the community to forgo increase in consumption. This requires an 
analysis of what has been the relative contribution of domestic savings 
and net capital inflow in attaining the step-up in the rate of domestic 
investment since the commencement of planning and what relative role 
could be assigned to them for providing real resources required for 
accelerating the rate of investment in future years? 
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The analysis of the relative role of domestic savings and net capital 
infl ow in domestic capital formation in the recent past requires a seiies 
of the estimates for each at constant prices. The first exploratory 
attempt to build estimates for domestic savings was made by the Taxa- 
tion Enquiry Commission for the year 1953-54*. This was followed up 
by the officials of the Union Ministry of Finance who attempted a more 
detailed estimation and constructed a seri^ for the years 1949-50 to 1954- 
55*. Both the series gave estimates at only current prices and were 
based on institutional data available in published sources. The successive 
Five Year Plans, however, indicate the rate of domestic savings attained in 
the base year and the target to be reached in the last year of each Plan. 
The First Five Year Plan’ placed its estimate of domestic savings at 
1948-49 prices around Rs. 450 crores for 1950-51. This formed about 5 
per cent of the estimated national income and was to be raised to Rs. 675 
Crores or around 7 per cent of national income by the end of the Plan, 
The Second Five Year Plan placed the rate of domestic savings attained 
in 1955*56 at Rs. 731 crores or 7.0 per cent of Ihe national income, both 
estimated at 1952*53 prices. The target to be attained in 1960-61 was 
fixed at 9.7 per cent of national income*. The Third Plan estimated 
domestic savings to have reached 8.5 per cent of national income inl960- 
61 ; this was to be raised to 1 1.5 per cent by the end of the Plan period*. 
More systematic attempts at savings estimation have been made since 
the publication of the Third Five Year Pian by (a) the Reserve Bank 
of India* and (b) the National Council of Applied Economic 
Research’. Both R.B.I. and N.C.A.E.R. have made direct esti- 
mates of domestic savings on the basis of institutional data following 
the balance sheet and inconie-expenditure approach for different sectors. 
Their sector-wise as well as overall estimates are presented at current 
prices as well as constant prices. For the constant price series, both 
R.B.I. and N.C.A.E.R. estimates use 1948-49 prices. Both series of direct 
estimates give estimates for public sector, private corporate sector and 
individuals or household sector separately, and for the latter a break- 
down by forms of savings is also provided. In addition to direct esti- 
mates, N.C.A.E.R. has also given a series of indirect estimates derived 
by deducting from total net investment the amount of net disinvestment 

1. T.E.C. Report Vol. I.p. 138. 

2. Savings in the Indian Union, 1W9-50 to 1954-55. published in Papers on national 
Income etnd Allied Topics, «d. by Rao. Sen and olbers, pp. 107-21. 

3. The First Five Year Flan, p. 108, 

4. The Second Five Year Plan, p. 74. 

5. The Third Five Year Plan, p. 28. 

6. op. rit. For a pioneer atleHipt in Ihis Arcclioa see V. V. Bhail: “Saviagsand 
Capital Formation” Feonomic PerfL^meni and Cuilural Change, April 1959. 
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abroad {i.e. net capital inflow from the rest of the world). This series 
is also presented at current as well as 1948-49 prices.* 

TABLE XXI 


Estimates of Saving 


(Rs. crores)' 


R.B.J. N.C.A.E.R. 

At current At 1948-49 At current At 1948-49 
prices prices prices prices 


1950-51 

541.9 

503.2 

733.1 

674.4 

1951-52 

529.4 

483.2 

668.7 

608.5 

1952-53 

. 408.3 

393.3 

670.3 

643.4 

1953-54 

565.0 

540.9 

700.0 

665.0 

1954-55 

764.2 

817.4 

895.6 

958.3 

1955-56 

970.5 

1,019.2 

1,144.1 

1,201.3 

1956-57 

1,076.4 

1,047.2 

1,093.3 

1,060.5 

1957-58 

797.8 

762.7 

1,058.7 

1,016.3 

1958-59 

931.4 

861.1 

1,140.4 

1,049.2 

1959-60 

1,102.0 

1,009.2 

1,247.3 

1,135.1 

1960-61 

1,371.9 

1,235.2 

1,408.4 

1,267.6 


Both the series of estimates (R.B.I. and N.C.A.E.R.) suffered from 
weakness in parts; nevertheless, both showed about the same trends, if 
the level differences emerging from adjustments for changes in inventory 
valuation, and differences in assumptions, method of estimation and 
coverage of certain components like inventory accumulation and rural 
and urban constructions were ignored. 

Both the R.B.I. and N.C.A.E.R. have attempted to provide a picture of 
the financing of net investment by giving estimates of net capital inflow 
from abroad for the corresponding years. These estimates were based 
on balance of payments statistics adjusted for items like retained profits 

TABL XXII 


Net Capital Inflow From Abroad 

(Rs. crores) 



R.B.I. 

At current At 1948-49 

prices prices 

N.C.A.E.R. 

At current At 1948-49 
prices prices 

1950-51 

— 7.9 

— 7.3 

— 4.99 

— 4.59 

1951-52 

+224.4 

+204.8 

+218.86 

+ 199.16 

1952-53 

— 17.0 

— 16.4 

— 8.45 

— 8.11 

1953-54 

— 3.5 

-- 3.3 

— 2.46 

— 2.34 

1954-55 

+ 46.5 

-V 49.7 

+ 35.26 

+ 37.73 

1955-56 

+ 63.2 

+ 66.4 

+ 70.11 

+ 73.62 

1956-57 

+337.9 

+367.5 

+376.21 

+364.92 

1957-58 

+489.1 

+467.6 

+489.46 

+ 469.88 

1958-59 

+399.3 

+369.2 

+399.30 

+367.36 

1959-60 

+258.3 

+236.6 

+266.80 

+242.79 

1960-61 

+497.3 

+447.7 

+497.05 

+447.35 


*C.S.O. has also estimated gross domestic savings for the period 1948-49 to 1959-60 

and net domestic savings for 1955-56 to 1959-60. But both are at current prices 
only and a large part pertaining to the savings of private non-corporate sector denved 
as a residual by deduction from the estimates of gross capital formaton, the savings of 
the public and private corporate sector estimated on the basis of income-expenditure 
accounts, C.S.O.; National Income Statistics Financing of Gross Capita! Formation 
for 1948-49 to 1959-60, New Delhi. 
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meat these recommendations, the Goveriuncnt of India amended the 
Act in 1938. In the meantime, Bombay had passed the Bombay Trade 
Disputes Conciliation Act, 1934, wWch, while not directly based on the 
Royal Commission’s recommendations, incorporated some of its sugges- 
tions. It pro^^ded for the appointment of Chief ConciliatorsfSpecial 
Conciliators and Assistant Conciliators. The conciliators were em- 
powered to initiate conciliation proceedings in cases where a trade dispute 
existed or was apprehended, to enforce the attendance of parties, obtain 
evidence etc. Tlie Act was, however, made applicable only to the te-xtilc 
industry in Bombay City and the JBombay Sub-urban District. The 
Bombay Industrial Disputes Act, 1938, a later creation, provided for 
elaborate machinery for the settlement of disputes by conciliation or by 
arbitration. The Act provided inter alia for, first, appointment of a 
Board of Conciliation in case a dispute could not be settled by a con- 
ciliator; second, appointment of an Arbitrator or a Court of Industrial 
Arbitration; thirdly, declaration of strikes and lock-outs as ille^l 
during negotiations and conciliation proceedings; fourthly, repstration 
of umons recognized by employers; and finally, penalties for victimiza- 
tion of workers under certain circumstances. The Act was amended 
once in 1941 to make arbitration compulsory in certain cases. 

The Trade Disputes Act, 1929, was amended in 1938 to provide for 
the appointment of conciliators as recommended by the Royal Com- 
mission. It also extended the defimtion of trade disputes to cover 
differences between employers and employers, or between workmen 
and workmen, and included transport and tramways under public utihty 
services. Provisions concerning Illegal strikes and lock-outs were also 
made less restrictive. Even so, for various reasons, the Act was not 
sufficiently used for settling labour disputes. 

The Second World War called for more definite measures to deal 
with disputes than were provided under the then existing Acts or im er 
the contemplated amendments. In January 1942, the Government o 

India introduced a new rule. Rule No. 81-A, to the Defence © ” 

Rules, with a view to dealing with trade disputes. The detai s o s 
new rule have been quoted earlier in this chapter under the s ion 
on ‘Policy Before and After Independence’ . The principle o com- 
pulsory adjudication in the settlement of labour disputes wa^ as i 
be clear, introduced in the early forties and has remained wit us ever 
since. 


Industrial Disputes Act, 1947: Rule 81-A of the Defence tjf India Rules 
™ in operation opto September 30, 1946: it was extendcil by an ordi- 
nance in 1946 for a further period of six months pending enactment ol 
a suitable legislation. The Government Imd found the rate useful in 
presenting industriai unrest and felt the need to incorporate its comp 
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sions in the permanent labour law of the country. The Government, 
therefore, enacted the Industrial Disputes Act in March 1947, incorporat- 
ing in it many of the important provisions of the Trade Disputes Act, 
1929, and the Rule 81-A of the Defence of India Rules. The Act pro- 
vided for two new institutions viz. the ‘Works Committees’ and the 
‘Industrial Tribunals’ for the prevention and settlement of disputes. The 
Act empowered the appropriate Government to order establishments 
employing more than 100 workers to set up Works Committees. Dis- 
putes could be referred to the Court of Enquiry, Board of Conciliation 
or Indu'^rial Tribunal. It also sought to reorient the administration of 
conciliation machinery by making conciliation obligatory in all disputes 
in public utility services, and optional in other cases. Wirh a view to 
expediting conciliaton, time limits were prescribed for their completion. 
The Act prohibited strikes or lock-outs during pendency of conciliation 
or adjudication proceedings. 

The following details show the functioning of the Central Industrial 
Relations Machinery: 


TABLE UI 



1969 

1970 

1971 

I. Number of disputes re' rred to Central 
Industrial Relations Ma incrv 

6,731 

6,953 

6,705 

2. Number of failure repot ft received: — 

(i) of (2) above. No. of disputes re- 
ferred to adjudication 

323 

297 

368 ■ 

(ii) of (2) above. No. of disputes re- 
ferred to arbitration 

(37-f) 

(31 -f) 

(38+) 

70 

55 

13 


(80-f) 

(60+) 

(10+) 


Apart from the Central legislation, some of the State Governments, 
namely, Bombay, Madhya Pradesh and Uttar Pradesh had also taken 
statutory measures for prevention and settlement of industrial disputes. 
These, while containing most of the basic features of the Central Act, 
sought to supplement them in certain respects. 

The First Plan; The Central Act was amended 'rom time to time to 
take care of deficiencies in its working as also to suit requirements of 
planned development. The First Plan, for instance, recommended 
the framing of suitable statutory provisions on the following principles: 

(i) legal techmeaUties and formalities of procedure should be re- 
duced to the minimum: 

(ii) the machinery and procedure should be adopted to varying needs; 

(iii) selection, recruitment and training of personnel of courts should 
be carried out to secure competent disposal of cases; 

(iv) there should be no "appeal from decisions of an industrial court 
or tribunal save in exceptional cases; and 


LABOUR AND EMPLOYJtENT 1095 

(v) provision of law should be adequate to secure prompt compliance 
with the term of an: award of decision. 

The amended Act, therefore, pros des for a th 'ee-tier s- item of original 
tribunals, consisting of Labour Courts, Industnal Tribunals and National 
Tribunals. The function of the Labour Courts is mainly to adjudicate 
upon Certain minor matters. The jurisdiction of the Industrie Tribunals 
is wider and extends to more important mmters like wages and allowances, 
hours of work, leave and hoiidaj’s and bonus. The National Tribunals 
may be appointed by Central Government to decide disputes which in- 
volve questions of national importance and those which affect establish- 
ments situated in more than one State. In this process, the Labour 
Applellatc Tribunals, which was brought into existence by an amend- 
ment of the Industrial Disputes Act in 1950 to bring about uniformity 
in Industrial Tribunal decision' was abolished. By an ami*odment 
made in 1952, the appropriate Government has been empowt.ed to 
include within the scope of general adjudication even um'ts it which no 
disputes might actually exist. A provision has also been made in the 
Industrial Disputes Act for voluntary reference of disputes to arbitration 
by the parties themselves by writfeo agreement and for the enforcement 
of voluntary agreements reached between the parties. A special feature 
of the Act is the provision made for lay-off and retrenchment compensa- 
tion by an amendment carried out in J9SS, This again was to answer 
the specific need o. 4he hour when lay-off and retrenchment had affected 
the climate of industrial reCations and some effective action was con- 
sidered necessary against them. 

The Second Flan; Apart from the reorganization of the industiral 
disputes settlement maclunery to which a reference has been made earlier, 
the First Plan also made specific recommendations regarding the need 
for avoidance of industrial disputes, promotion of internal settlements, 
mutual Consultation through variou: committees, collective bargaring. 
conciliation, etc. Much of what was recommended in the First Plan 
also held good in the Second Plan. The Second Plan recommended, in 
particular, the following: 

(i) “Greater emphasis should be placed on avoidance of disputes at 
all levels, including the last stage of mutual negotiations, nam*ly 
conciliati o. 

(ii) “Once dispute arose, recourse should be had to mutual negotia- 
tions and voluntary arbitration in the maclunery for facilitating 
these stages should be built up by Central and State Govemmenis 
.. However, in intractable cases, where these methods fail re- 
course to Government intervention would be unavoidable. 

(iii) “While the responsibility for implementation should be mainly 
on the employer (public or private) an appropriate tribunal 
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should be constituted for enforcing compliance. 

(iv) “Wliile obser\'ance of stricter discipline both on the part of labour 
and management is a matter which cannot be imposed by legisla- 
tion — it has to be achieved by organisations of employers and 
workers by evolving suitable sanctions of their own, some steps 
legislative or otherwise in case of rank indiscipline to be thought 
off”. 

The emphasis was thus on prevention of disputes. But once a dispute 
arose, it was to be settled by mutual negotiations and recourse to ad- 
judication was thought of only as a last resort. In addition, the Plan 
recommended the greater association of workers with management and 
their education to make them belter citizens. 

Code of Discipline in Industry : Most of the important recommendations 
made in the Second Plan were given effect to by the decisions taken 
at the 15th session of the Indian Labour Conference held in July 1957. 
This marked another important stage in the evolution of labour relations 
policy is India in a number of vital and far-reaching decisions were 
taken at that session. The session unanimously adopted a code called 
the ‘Code of Discipline in Industry’. The code aims not only at the 
prevention of industrial disputes, but also at the creation of a suitable 
atmosphere for constructive co-operation between employers and 
workers. The significance of the code lies in its voluntary acceptance 
of mutual obligations. It places greater reh’ance on moral sanction 
than on legislation. The prosisions of the code cover the entire field 
of industrial relations like the prevention and settlement of disputes, 
discipline at the plea of work, avoidance of work stoppages, implementa- 
tion of the aw'ards, agreements, settlement and dedsions, avoidance of 
litigation, etc. The code required the framing of a model grievance 
procedure to minimize dela 3 's in the settlement of grievances.* A 
Central tripartite evaluation and implementation machinery has been 
set up to implement the code. Similar machinery exists at the State 
levels also. , 

On the voluntary side, the ‘Code’ of Discipfine in Industry (1958) and 
the Industrial Truce Resolution (1962) continued to have their impact 
on industrial relations in the countiA'. This is reflected in the data given 
in Table IV. 

Worker Participation in Management and Workers’ Education: As the 
objective of social and economic policy, the Second Plan referred to the 
need for creation of industrial democrac 3 ' as a pre-requisite for the 
establishment of a socialistic society. As a first step in this direction, 
it recommended the increased association of labour with management. 


*See Appendix I 
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It further observed that such ameasure would help m "(a) promolia^ 
increased productivity for the geoeral benefit of the enterprise, the em- 
ployees and the community, (b) giving employees a better understanding 
of their role in the working of the industry, and (c) satisfying the workers’ 
urge for self-expression, thus leading to industrial peace, belter relations 
and increased co-operation.” For this purpose, it suggested the sett- 
ing up of Joint Management Councils consisting of representatives of 
employers and workers. Such councils are already operating in SO 
units. 


TABLE IV 




>969 

1970 

J971 

1 . 

Number of complaints received 

609 



2. 

Number of complaints not requiring 

240 



3. 

Number of comnlainta reauiriDg action 

369 

SIO 

259 


Of {ftese mjairrag: eefrua ^peiwncage 
of complaints) 

(a) Not substantiated on enquiry 

6 

3 

2 


(b) ^Micn the breaches were set right 

34 

9 

13 


(c) Under investigation 

60 

88 

85 


The scheme of Joint Management Councils is designed to ensure closer 
and fuller association of workers in management on a voluntary but 
formally-defined basis. Such councils were functioning in SO establish- 
ments, 31 in the public and 49 in the private sectors. The break-up of 
the units where Joint Management Councils were functioning during 
1971-72 is as follows: 


TABLE V 




Public 

Srciiff 

Priioie 

Seefcrr 

Total 

1. 

Manufacturing 

9 

33 

42 

2. 

Mining 

13 

13 

26 

3. 

Plantations 


2 

2 

4. 

Service Industries 

9 

t 

10 


Total; 

31 

49 

80 


The aim of the concurrent scheme of workers’ education was to 
educate the workers in their rights and responsibilities lis-a-ris produc- 
tion and for the better performance of their duties as citiaens. It was 
also designed to enable them to panicipate intelligently in the scheme of 
worker participation in managcmcni. Tbe scheme comprises the train- 
ing of teacher-administrators and worker-teachers. The latter, on 
returning to their establishments on the completion of the training, start 
unit level classes for the rank and file. Substantial progress has been 
achieved under this scheme. 
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The Third Plan: The Third Plan did not suggest any major change in 
policy. It emphasized the economic and social aspects of industrial 
peace and elaborated the concept that workers and managements were 
partners in a joint endeavour to achieve common ends. The voluntarj' 
"arrangements agreed to in the Second Plan were strengthened by the 
Industrial Truce Resolution, 1962, adopted in the wake of the Chinese 
Aggression. The Industrial Disputes Act was amended in 1965 with a 
view to giving an individual worker the right to raise a dispute connected 
with his discharge, dismissal, retrenchment or termination of service 
even if the cause of the individual workman was not espoused by any 
union or group of workmen. 

Workers’ Organizations: The evolution of the labour relations’ policy 
of a country is conditioned by the existence of strong organizations of 
employers and workers. A strong trade union movement is necessary 
to safeguard the interests of labour and to achieve increased production 
and productivity. Woikers in India have been exercising their right of 
association since the turn of the centurj' but real encouragement to the 
movement came through the Indian Trade Unions Act, 1926. With 
some minor modifications, the Act still holds the field. While a number 
of trade imions were formed between 1926 and 1947, the real organiza- 
tional effort on behalf of labour was seen only since independence. The 
number of registered trade unions increased from 2,800 in 1947*48 to 
11,677 in 1961-62. The membership of the unions winch furnished 
returns also increased in the same period from 1.7 to 4.0 million in 
1960-61. vVhile the number of trade unions and their membership has 
gone up during the 15 years, the number of members per trade union 
has declined. 

The num jer of unions claimed and verified by the Indian National 
Trade Union Congress in 1966 was 2,046 and 1,305 respectively; that 
forthe Hind Mazdoor Sabha was 498 and 258 respectively; and for the 
United Trade Union Congress 364 and 170 respectively. For details of 
the membership of the 4 Trade Unions and their membership for the 
period 1951-67, the following Table may be seen: 

TABLE VI 

Membership of Trade Union Organization 
(1951-1967) 

Indian National Trade All India Trade Hind Mazdoor United Trade Union 

Union Congress Union Congress Sabha Congress 


Year Affiliated Member- 

Affiliated Member- Affiliated 

Member- 

Affiliated Member- 


Unions 

ship 

Unions 

ship 

Unions 

ship 

Unions 

ship 

1951 

1,232 

1,548,568 

736 

758,314 

517 

804,337 

332 

384,962 

1956 

604 

930,968 

481 

306,963 

157 

211,315 

223 

195,242 

1961 

860 


886 

508,962 

190 

286,202 

229 

110,034 

1967 

1,305 

1,417,553 

808 

433,564 

258 

436,977 

170 

93,454 
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A feature of tbs tude unroa movement in India is its dependence, to 
some extent, on outsiders for leadersbip. This has had both beneficial 
and harmful effects. But f the outside lead-rship, the movement 
would not have reached even its present dimensions and strength. At 
the same time, the association of outsiders has generated unhealthy 
rivalries. However, of late, a trend towards decrease in the number of 
outsiders managing trade uninns is clearly discernible. It is hoped that 
Woriers* Education Programme wiU accelerate this progress. The 
movement is at present affiliated to the four followisi main organiza- 
tions of workers: (0 The Indian National Trade Union Congress which 
has the largest verified mcmbcrslup; (ii) The AlH iia Trade Union 
Congress, (iii) The Hind Mazdoor Sabha, and (iv) The United Trade 
Umon Congress. To remedy the evils of a divided Trade Union Move- 
ment, a Code, called the Tntcr-Union Code of Conduct' was voluntarily 
accepted in 1958 by all the Trade Union orgaoizstions as a complement 
to the Code ot Disipline in Industry. The Code of Conduct aims at the 
promotion of harmonious inter-union relation and healthy growth of 
trade union morement.* 

Employers’ Organizations: The employeis are organized iodustiy-wise 
and also region-wise. There are, for instance, employers’ organiza- 
tions for textiles, tea, coffee, )'iioios. engineering and so on. in centres 
where their special interest requires protection. Chambers of Com- 
merce or busitmss associations funciiontfig is impoitant clues and trade 
centres bring together varied interests among the employers’ organiza- 
tions. Those associafons, how-ever. form an iategrai part of the nat'ioaai 
organizations, such as the AlMadia Organization of Industrial Em- 
ployers, the Employers Federation on India and All-India Manufactures 
Organization. These organizations, as alxr the workers’ organizations 
referred to earlier, arc recognized by the Govemmeot and partic/pete in 
the discussions at the national lere'. In additon to these, there are also 
professional bodies like the Indian lostitofc of Personnel Management 
in Calcutta, the National Institule of Labour hfanagemenl m Bombay 
which spread ideas conceming the importance of human values in 
industry and promote healthy labouf-managemcnt relations. 

A'. IVegw and Social Sscarity 

In countries where the employers’ and workers’ organizations ^e 
well matched, wage agreements arc arrived at oa the basis of collemive 
bargixiofng. IVhiic this approach is prevalent in India where unions 
are strong, the dominant pattern for wag* settlement is through State 
intervention svhleh during World War II. secured for workers some 


*See Appeoduc D 
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wage iucreases. Even so in real terms, the situation had deteriorated 
as compared to the pre-war because of the rise in prices. In the absence 
of guiding principles, the wage awards of those days were based on the 
individual judgement of adjudicators and the conditions prevalent in 
individual units. In consequence, a number of anomalies crept in the 
wage structure. The task in the post-war period, therefore, was to 
secure the 1959 level of real earnings and simultaneously proceed in 
the direction of evolving a scientific wage pattern. 

Wage Policy: Since 1948, wage standardization has been secured in 
almost all important organized industries mainly through the efforts of 
Industrial Tribunals, — except in recent years when wage boards have 
become more common. A vital component in addition to the basic wage 
since World War II has been the dearness or cost of living allowance. 
The system of paying a bonus to workers, which also started during the 
World War 11 in certain industries, has now become an accepted annual 
addition to the pay packet. 

The First Plan: Subject to reasonable restraints on wages and profits, 
the main aim of wage policy was to “restore the pre-war real wages, as 
a first step towards the living wage, through increased productivity result- 
ing from rationalization and renewal or modernization of plant.” Wage 
increase to remove anomalies or where the existing rates were abnormally 
low was also not ruled out. . In settling wage claims, it was recommended 
in particular that: — 

(i) wage adjustments should conform to the broad principles of 
social policy and disparities of income have to be reduced to the 
utmost extent; 

(ii) the claims of labour should be dealt with liberally in proportion 
to the distance which the wages of differed categories of workers 
have to cover to attain the living wage standard ; and 

(iii) the process of standardization of wages should be accelerated 
and extended to as large a field as possible. 

The working of the wage policy in the First Plan resulted in substantial 
gains to the industrial workers. For the first time, the wages of workers 
reached the pre-war level in 1953 and even went beyond significantly 
by 1955. The improvement in real wages was due partly to the increase 
in money earm'ngs which went up by about 20 per cent over the period 
and partly to the fall in the price level. 

The Second Plan: It was framed in the atmosphere of increasing 
unemployment and wliich emphasized the need for developing basic 
industries, recommended a cautious wage policy directed towards avoid- 
ing inflationary pressures. It admitted that much remained to be done 
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especially in matters like covering the distance between the existing 
Wage and 'fair wage’, but progress in this regard would only be gradual. 
It said the evolution of a wage policy which aimed at a structure with 
rising real wages required to be evolved. The drag exercised by the 
marginal units in drawing a suitable wage structure based on thcprinci* 
pie of fair wage, was recognized and steps to make these units more 
viable were recommended. Several recommendations to improve 
productivity, like introduction of incentive payments, pa>'ment by results, 
rationalization etc., were also made. The Plan further stated that “a 
more acceptable machinery for settling ss'age disputes will be one which 
gives the parties themselves a more responsible role in reaching decision. 
An authority like a Tripartite Wage Board, consisting of equal represen- 
tatives of employers and workers and an independent Chairman trill pro- 
bably ensure more acceptable decision. Such Wage Boards should be 
instituted for individual industries in different areas.” 

In pursuance of the recommendation made in the Plan, a number of 
Wage Boards were set up during the Second Plan. These covered major 
industries like cotton textiles, cement, sugar, jute and tea plantations. 
The final recommendation of the first three were received before the 
expiry of the Second Plan period and their implementation started from 
I960. Almost all the units in those industries have by now implemented 
these recommendations. The other Wage Boards and those constituted 
since have completed their work. The impact of the policy pursued 
In the Second Plan resulted in an increase in money wages by about 19 
per cent during the period. However, In real terms, the workers suffered 
as compared to the First Plan due to increase in the price level. 

The Third Plan: The policy in regard to wages in the Third Plan was 
more or less an e.xtension of the policies pursued in the two previous 
Plans. Recognizing the need for rapid economic progress, the Plan 
suggested that the fruits of economic progress should be shared equit- 
ably and that economic and social organizations should be oriented 
towards achieving the objectives of a socialist society. In particul^, it 
was stated that the surpluses generated in industry were a sori^ product 
to which neither employers nor workers could lay an exclusive claim, 
their distribution must be according to the worth of the contribution of 
each, subject to the needs of development and the well-bring o^Il 
sections of the community, especially the satisfaction of the basic needs 
of all. The need for improving productivity both in the context of larger 
economic programme and the improvement of the standard of living of 
the working class was highlighted in these words: ‘‘Neither the exercise 
of their organized strength in industrial conflicts nor laws and the inter- 
vention of State can help the workers much in realizing their aspirations. 
Their gains can arise only out of the strength and dynamism of the econo- 
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my, the only enduring basis of which is a rising level of productivity. 
No increase in profits wliich does not come out of improvements in pro- 
ductivity but has its origin in current scarcity and the stresses of develop- 
ment, can be regarded as a sign of prospe .y. For the workers no real 
advance in their standard of living is possible without a steady increase in 
productivitj', because any increase in wages generally, beyond certain 
narrow limits, would otherwise be nullified by rise in prices.” 

The First Plan recommended that wage increase should be granted 
mainly to remove anomalies or where the existing rates were very low. 
It also recommended restoration of the pre-war levels of real wages as 
a first step towards a ‘living wage’. These features were reasserted in 
the Second Plan, but a shift in emphasis was introduced: it required that 
improvement in wages should result n: ‘.ily from increased productivity. 
Two developments during tliis period are worthy of note: fi) the re- 
commendation of the 1 5th Indian Labour Conference in regard to the 
need-based minimum wage, and (ii) the Report of the Second Pay Com- 
mission in respect of Central Government employees, vhose recom- 
mendations about the need-based minimum wage created public contro- 
versy. The Third Plan generally endorsed the recommendations of the 
earlier Plans in regard to the minimum wage 'rn'th the proviso quoted 
above. 

By 1970, all the Wage Boards which had been set up m the previous 
years had submitted their reports, and Government decisions on these 
reports have been announced. This completed the process of wage 
fixation in all the major industries for which Wage Boards were set up 
since the inception of t ; system in 1957. 

Bonus Commission; Apart from the setting up of new Wage Boards 
already referred to a significant step taken during the Third Plan was 
the setting up of the Tripartite Bonus Commission to study the problems 
connected with bonus claim and to evolve guiding principles for bonus 
payment. The commission which submitted its report in 1964 has 
recommended in particular: — 

(i) That the surplus available for payment of bonus should be 
determined after providing for depreciation, income tax, super 
tax and returns on paid up capital at 7 per cent and on reserves 
at 4 per cent. 

(ii) That an employee should be entitled to a minimum of 4 per cent 
of his annual earnings made up of basic wages and dearness 
allowance as bonus or Rs. 40.00 whichever was higher. 

(iii) That 60 per cent of the available surplus should be earmarked 
for the payment of bonus. 

(iv) That the maximum limit for the payment of bonus, should be 
20 per cent of the earnings by way of basic wage and dearness 
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allowance. 

The conuDSsion has also made detailed lecommendatioos in regard 
to the employees to whom thdr reconuncadations should apply, the 
maximum bonus payable to certain categories of employees, the manner 
of providing for set off and set on, etc 

The Payment of Bonus Act, J965, was enacted very recently. It must 
be given a longer period of trial. Some workers’ organizations have 
objected to the coverage and quantum of the available surplus. Bonus 
payment already covers a large number of workers coming under the 
Industrial Disputes Act of 1947 who formerly did not have this benefit. 
Also, the available surplus for bonus payment has already been enlarged 
by the recent amendment to the Payment of Bonus Act, 1965. Calcula- 
tions made at the official level indicate that the additional amount dis- 
bursed in bonus as a result of the implementation of the Payment of 
Bonus Act is bout Rs' 16 crorcs and the ‘ai loss about Rs 8 crores 
annually. • 

One of the significant aeWevements during 1971 was an agreement 

brought about between the workers and employers on the question of bo- 
nus for the year 1970. The agreement Mer-aUa prorided for the payment, 
in addition to the statutory minimum bonus, a graded advance ranging 
from I to pCi cent based on the gross pr*fits earned. The advance 
was to be adjusted against future payments of bonus payable subject to 
decisions on the recommendations of the ‘Committee on Bonus’ to be set 
up for the purpose. The setting up of a Tripartite Committee to go 
the whole question of bonus was endorsed at the 27th Session of the 
Indian Labour Conference held in October 1971. The composition and 
terms of reference of the committee arc expected to be announceo 


soon. 

It will now be useful to study the chaages in mo^ 
in recent years for certain categories of workers. The Ta e P 
the indices of money and real earnings of industrial wor ers s>ucc • 
Although a strict year-to-year amparisoa ^cturc 

changes in scope, coverage etc., these figures give a in^iicrTrelate 

of the gains accruing to labour since independence. * _ 
to average annual earnings of employees earning lea • 

month in factories cov-ed under the Payment of Wag« i ^ • 

The money earninp of workers in 
gone up by 71 p;. cent .n 1970 as compare J to 196 - 
rose only by 1 per cent dr ring the same penod. ...mfles of 

data for 1970 shows that in 1970, the real as LoecSely 

those workers had increased by 6-9 P^ c*ut and 7. per 
as compared to the les’cl in »he previous year. 


Coal Miam: A Ions hisloo' of 'o-e' 
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an end with the enforcement of the award of the All-India Industrial 
Tribunals (Collieries). The Coal Tribunals’ award which came into 
effect from about the middle of 1956, recommended increase in the wages 
of different categories of workers. Since then, employers and workers 
have shown considerable wareness of their responsibilities and the 
industry has been working with an improved level of efBciency. A 
Tripartite Wage Board was set up in 1963 to analyse the wage structure 
etc., in coal mining. An interim increase in wages was recommended 
by the Wage Board. An indication of the gain made by the coal mine 
workers since independence can be had from the Table VIII which 
gives the indices of money earnings of workers employed in mines. 

TABLE VII 


Indices of Money Earnings and Real Earnings of Emploi'ces Earnings Us. 200 
Per Month in Factories Covered by the Payment of Wages Act, 1956 (1947=100) 


Year 

Money earnings 

All-India average 
consumer price index 

Real earnings 

1948 

120.0 

111.7 

107.4 

1949 

134.4 

115.0 

116.9 

1950 

132.0 

115.8 

114.0 

1951 

140.9 

120.8 

116.6 

1952 

150.9 

118.3 

127.6 

1953 

151.0 

121.7 

124,7 

1954 

151.8 

115.8 

131.1 

1956 

159.4 

110.0 

144.9 

1956 

162.6 

120.8 

134.6 

1957 

170.2 

127.5 

133.5 

1958 

172-3 

133.3 

129.3 

1959 

178.1 

139.2 

127.9 

1960 

189.4 

142.5 

132,9 

1961 

193.7 

145.0 

138.9 

1962 

204.3 

149.6 

135.6 

1963 

206.0 

154.1 

132.7 

1964 

214.7 

144.8 

. 148.3 

TABLE Vm 

Indices of Money Earnings of Workers Employed in Mines during 

December Each Year on Base; 1947=100 


1947 

100.0 

1955 

132.4 

1948 

105.5 

1956 

173.0 

1949 

109.7 

1957 

192.6 


114.3 

1958 

105.6 

1951 

120.5 

1959 

220-6 

1952 

127.4 

1960 

228.5 

1953 

127.2 

1961 

238.6 

1954 

129.9 

1962 

246.9 


In the mining sector also, the money earnings and real earnings of 
workers had increased by 96 per cent and 16 per cent respectively in 
1969 as compared to 1961. 


Central Government Employees: The pay and service conditions of 
Central Government employees come up for review by the First Pay 
Commission in 1946-47. Prior to this, for about 30 years the basic 
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structure of salaries of Government servants continued to conform to 
the pattern recommended by the Royal Commission on the Public 
Services in India {1912-15). The Royal Commission on the Superior 
Civil Service in India (1923-24) expressed full agreement with the princi- 
ples adopted by the earlier commission. With the passage of time, a 
necessity arose to review the pay and service conditions of Central 
Government employees and accordingly a Second Pay Commission 
was set up in 1957 to: — 

(i) “Examine the principles which should govern the structure ol 
emoluments and conditions of sCTvice of Central Government 


employees” and 

(ii) “Consider and recommend what changes in the structure of 
emoluments and conditions of service of different classw of 
Central Government employees arc desirable and feasible." 

In maldng their recommendations, the Commission was to tal^e into 
account the historical baejeground, the economic conditions in the 
country and the implications and requirements of developmental plac- 
ing. and also the disparities in the standard of remuneration and condi- 
tions of service of the Central Government employees, on the one hand, 
and of the employees of State Governments, local bodies and aided 
institutions, on the other, and all other relevent factors. ^ 

The Commission made detailed recommendations in 1959 m regard 
to the various matters refened to it and those come into effect on July 
1, 1959. The present wage structure and service conditions of Centra 
Government employees are the outcome of those recommen • 
Some State Governments have also followed the Centra over e 
and had the wage structure etc. of their employees examined t>y compc- 

‘'tto GovOTiment announced on April 30. 1970, a 5-ncmb=r ^7 
Commission for Central Government employees. This 
was asked to enquire into and make recommendauons reg» S 
(1) ths prindplK wHch shoald goVMn the structme ef emolimeaB 
and conditions of services of Central Government emp , 

(il) what changes in the structure of emoluments ° ^ 

service of different classes of Central Governmen e p y 
desirable and feasible; _ 


(vii) while inquiring into the level of mmiinum , j 

Commission may examine the Centrrd Governmen ^ 

for a need-based mimmum wage, having regard to a character 

in case the need for ton^dertlion of rcber ’"^'^issior^h" 
arises during the course of the dcUbcnUions o 
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commission con’d consider the demand for relief of an interim character 
and send repori^. 

Under this provision, the Commission did recommend two Interim 
Reliefs till the end of 1972, and the Government accepted the recom- 
mendations. 

Banks: The award of the First Pay Commission had 'ts impact on the 
pay and service conditions of bank empIo 5 'ees who were placed more 
or less in a similar position as the Central Government servants. In 
particular, in the year following independence, the white collar group in 
different industrial and commercial emplojonents started building up its 
own organizations and a number of wage disp_<'es in banks, insurance 
companies and important commercial houses were settlcu directly or 
through the machinery of conciliation and adjudication provided by .he 
Government but by themselve : these did not help in a uniform determina- 
tion of wage leve. in the banking industry. Startwg with the Sen 
Tribunal in 1949, the demands of the bank employees were examined 
by several agencies like the Sastry Tribunal in 1952, the Labour Appellate 
Tribunal in 1954 and the Bank Award Commission in 1955. The 
recommendations of the Commission were embodied by the Govern- 
ment in the Industrial Disputes (Banking Companies Decision) Act, 
1955, which remained in force till March 31, 1959. The Government, 
thereafter, constituted the National Industrial Tribunal (Bank Disputes) 
in 1960 to adjudicate on the dispute between the banks and their em- 
ployees. The Tribunal by its award in June 1962 divided the banks 
into three categories and the country into three areas and recommended 
pay scales for various categories of staff separately for each class of bank 
and the area in which it was located. To compensate for a rise in prices, 
if recommended a system of dearness allowance linked with cost of 
living index with a 100 per cent neutralization for subordinate employees 
and smaller for others. Recommendations were also made about 
provident fund, gratuity, pension, retirement' age and special allowance 
for some categories of workmen. The award was accepted in full by the 
Government. 

Working Journalists: The lack of a standardized wage structure and 
the consequent discontent for working journalists led to the appoint- 
ment of Wage Board for them in 1957. The recommendations of the 
board were set aside by the Supreme Court on the ground that they 
did not take into account the paying capacity of the industry. As a 
result, a committee was set up in 1958 to examine the wage scales. The 
committee’s report was implemented in 1959 with some modifications. 
A Wage Board was appointed in 1963 to examine afresh the structure 
of wages in this industry. 
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Agricultural Workers: The difiScultics in securing minimum wages in 
agricultural occupations is well reco^ized. It has, therefore, been 
considered that a selective approach nughl help in achieving enforcement 
of wage standards. To permit such selection, the Minimum Wages 
Act was amended to enable the State Governments to fix wages for cer- 
tain categories of agricultural workers and in selected areas of each 
State, where the wage level was considered to be abnormally low. 
Several State Governments had already fixed mimmom wages in agri- 
culture on this pattern. The wage rates for persons employed in agri- 
cultural occupations vary from place to place- To obtmn useful informa- 
tion regarding the wages, employment, etc. of agriculture workers, two 
enquiries were conducted, the first in 1950-51 and the other in 1956-57. 
A close scrutiny of the data thrown up by those cnqiuries revealed that 
there was no marked deterioration or improvement in the economic 
conditions of agricultural labour households i.i 1956-57 as compared 
to 1950-51. It would thus appear that the plan objective of improving 
the conditions of the lowest stratum of the community has not been 
achieved during the period covered by the .wo enquiries. 

Among the unorganized groups, agricultural labour is the most jm- 
portant. The benefits of general economic development have cm 
reached this group of workers to any appreciable extent. The draft 
Fourth Plan provides for various programmes for improving the lot of 
agricultural workers. The Deportn.at of Labour and Employmem 
have proposed action programmes fo promoting welfare of apicu turn 
workers through Model Welfare Centres, Mobile Health Units, Shop- 
cum-Cinema Vans, etc., and for setting up an advisory service o'* 
lines of the Factory Advice Service, to undertake work study m the e 
of agriculture to afford facilities of training and assistance to a^cu tur 
labour to attend to the problems o. safety, hy^cne, etc. A oegmmng 
will be made with work on these lines consistent with the funds a 
could be made ." ailable for this purpose. 

Wage Census: On the recommendation of the Second Plan, an occu- 
pational wage survey was conducted during 1958-59. The survey 
throws light on the numerjr»l aspect of employment according to the 
representative occupatonal groups and their employment status, wages 
and earnings, concentration and dispersion according to sex poups, ti^ 
and piece work, job description, wa^ differentials, etc. It is expect 
that the information thus collected would be of immense use to the wage 
fixing authorities and may p »vide the basic material for defining an 
establishing suitable relationships between workers, jobs and groups 
of jobs. The census covered 37 factory industries, three plantations 
and four mining industries. These together represent 
76 per cent of employment in factories, nearly the whole of p an 
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and 85 per cent in mining. The General Surv'ey Report has been publish- 
ed along with reports covering all the 44 industries. 

The second Occupational Wage Survey was conducted during Septem- 
ber 1964 and February 1965 and the data collected by it were scrutinized, 
coded and preliminary tabulations completed. In August 1968, it was 
decided that tabulation of the data in respect of the Survey should be 
done by the Machine Tabulation Unit of the Bureau. Accordingly, 
preparation of the detailed instructions for estimation procedure to be 
adopted for different items of information was started and the major 
portion of this work had been completed by 1970. 

Social Securit}’: The successful working of the social security schemes 
in other countries pro\'ided the necessary impetus and guidance for the 
introduction of social security schemes in India. The earlier measures 
for ensuring social security to workers include legislation providing 
for workmen’s compensation for all workers and maternity benefits for 
women workers. The employer was held responsible for the payment of 
compensation to workers, according to a fixed schedule in cases of 
incapacity, permanent disability and death. The payment of maternity 
benefits to women workers is governed by State enactments. In order 
to bring about uniformity in maternity benefits available under different 
enactments, the Central Government passed the Maternity Benefit Act, 
1961. The Act is applicable, in the first instance, to mines, plantations 
and factories covered by the Employees' State Insurance Act. It in- 
corporates the important progressive measures included in all the then 
existing acts on this subject. 

Employees’ State Insurance: The passing oFthe Employees’ State Insu- 
rance Act, 1948, was another significant step taken towards provision 
of social security measures. The Act enabled the factory worker to 
obtain sickness, maternity, disablement, medical and dependent benefits. 
Provision also exists for availing himself of free consultation, medicines, 
specialist treatment, artificial limbs, dentures, spectacles, etc. The 
scheme, which originally covered workers in some important industrial 
centres like Bombay, Calcutta and Kanpur, has been gradually extended 
as indicated at the end of this Section. 

Under the Employees’ State Insurance Scheme, the total number of 
employees covered was 38.61 lakhs in 333 centres as on December 31, 
1971. There are so far 44 full-fledged Employees’ State Insurance 
Hospitals with 6,666 beds, 20 annexes rath 461 beds; and 137 State 
Insurance Dispensaries functioning in the E.S.I. Corporation buildings. 
Besides, 15 Employees’ State Insurance Dispensaries with 2,463 beds, 
2 annexes ^rith 42 beds, and 18 State Insurance Dispensries were under 
different stages of construction. In all. 10,147 beds are novr available for 



CHAPTER XIX 

PLANS AND PROSPECTS 

I. Objectircs and Strategy 

The Government resolution announcing the setting up of the Planning 
Commission in March 1950 started with a reference to the constitutional 
provisions bearing on the socio-economic objectives of the Constitution. 
The Fundamental Rights and the Directive Principles of the Constitution 
assure every citizen, among olher things, adequate means of livelihood, 
opportunities for employment and a socio-economic order based on justice 
and equality. Thus, the basic objectives of planning were already given in 
the provisions of the Indian Constitution. These were stated in the First 
Five Year Plan in the following words: 

“The urge to economic and social change under present conditions 
comes from the facts of poverty and of inequalities in income, wealth 
and opportunity. The elimination of poverty cannot obviously, be 
achieved merely by redistributing existing wealth. Nor can a pro- 
gramme aiming only at raising production remove existing mequal- 
ties. These two have to be considered together. ....*’ 

This concern for the removal of poverty has been basic to our approach 
and social development all through the last two decades and more. Where 
the bulk of the people live so close to the margin of poverty, the claim of 
social justice, of the right to work and equal opportunity and of a mini- 
mum level of living has obvious urgency. 

The inter-rclatcdncss between growth and socialjustice has been repea- 
tedly emphasized in the Plans. It was also seen to extend to specific objec- 
tives as well. It was realized, for instance, that employment and develop- 
ment cannot be treated as independent of each other. This is how the 
First Plan viewed the problem: “In a country with vast reserves of unuti- 
lised manpower, the problem of employment has two aspects in relation 
to development. There is, in the first place, the need to make the maximum 
use of idle labour for the purpose of development. Here it is not so much 
a question of providing employment at existing or higher real wages but 
rather one of effectively mobilising all the available resources at minimum 
social cost. The second aspect of the problem is that of increase in pro- 
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ductivity of labour so that larger employment can be provided at rising 
levels of real income. This is, obviously, linked with the whole question 
of capital accumulation and technical efficiency.” If productivity of labour 
cannot be increased in the short run, and particularly if the availability of 
basic essentials like foodgrains cannot be increased, a programme of full 
employment, designed primarily to put to work all idle labour, runs the 
risk of breaking down on account of excessive pressure of money incomes 
on available supplies. It was, therefore, the approach of the First Plan 
that in the first few years of development the accent should be on mobili- 
zation of idle manpower with as little increase in money incomes as 
possible rather than on full employment which, to be meaningful, must 
provide higher money as well as real incomes all round. The Plan, there- 
fore, envisaged considerable expansion in irrigation, power, basic indus- 
tries and transport and other services which would provide directly and 
indirectly new avenues of employment. It was foreseen that there would 
be problems of adjustment in the interim period when there would be a 
conflict between the need to reduce the social cost of maintaining unem- 
ployed labour and the need to raise productivity of labour, or the emergence 
of disparities between those classes in whose hands the new purchasing 
power went and those who had fixed incomes. These could be resolved 
only in the process of growth over time. 

The planners were aware that a plan of development in the given 
conditions must in the main rely on domestic resources. There were 
obvious risks in excessive reliance on foreign aid. It was, however, recog- 
nized that there would be certain shortages w’hich would tend to restrain 
the whole pace of development and that external resources were useful in 
meeting them. External assistance was envisaged to ser\'e a two-fold pur- 
pose in this context: it would make available adequate supplies of foreign 
exchange, and, secondly, it would supplement the domestically generated 
investible resources. With a view to restricting the needs of external assis- 
tance to the minimum, the Plans accorded high priority to those lines of 
production which helped to reduce import requirements and increase 
export surpluses. 

Taking into account the different objectives mentioned and taking note 
of the fact that in a given situation, it is necessary to assign certain rela- 
tive priorities for determining an appropriate mode of action, the Plan 
decided to accord the top-most priority to agriculture including irrigation 
and power. This priority ensued partly from considerations of completing 
the schemes already in hand. It was further supported by the consideration 
that, without a substantial increase in the production of food and agricul- 
tural raw materials, it would be impossible to sustain a higher rate of 
industrial growth. The high priority to agriculture and to basic items of 
infrastructure like power and transportation inevitably limited resources 
available for industrial development' in the public sector as well as for 
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expansion of social services. On the whole, the specific accent in 
the Plan on increase in production limited the scope for increase in social 
services. 

The transformation ofthc economy that was envisaged called for an 
expanding and crucial role for the State. While it was appreciated that this 
need not result in wholesale nationalization of the means of production or 
elimination of private agencies in agriculture and industry, it was envisaged 
that there would be a progressive expansion of the public sector and a 
reorientation of the private sector to the changing needs of the economy. 
In the industrial sphere the roles of the two sectors were already defined in 
terms of the Industrial Policy Statement of 1948. The Government’s indus- 
trial policy did not see any conflict between the two sectors. However, it 
underscored that private enterprise should have a social purpose and that 
the two sectors should function as interdependent organs of the national 
economy. 

The analytics of the First Five Year Plan rested on a very simple model 
of growth. This was not explicitly presented; but it was implicit in the 
long-term perspective incorporated m the Plan. Such a model assumed 
that the rate of growth can he progressively stepped up if the proportion 
of the additional income (hat is saved and invested can be made to 
increase over time. It did not considerihe structural dilQculties inherent in 
the process of converting the available savings into investment. The selec- 
tion of projects for Government expenditure seemed to be inspired by the 
ideas of providing (he overhead facilities for promoting further economic 
development. 

At the time of the formulation of the Second Five Year Plan, the 
objective of the socialist paficni of society came to be adopted. For the 
attainment of this goal it was realized that the Slate would have to play 
an increasingly active role even in areas outside infrastructure. It was 
deemed essential to expand public sector in the industrial field not only to 
initiate developments which the private sector was cither unwilling or un- 
able to undertake but also to shape the nature and pattern of investment 
decision in the entire economy througba acquisition of the so called “com- 
manding heights”. The public sector bad also to play a special role in 
the context of acquisition and development of modem sophisticated tech- 
nology. Since this technology required large-scale production and unified 
control and allocation of resources in certain major lines of activity, such 
as exploitation of resources in certain major lines of activity, minerals and 
basic and capital goods industries, it was decided that the State would 
have to bear the responsibility for new developments In these fields. It 
was implicit in this argument that public ownership and public control in 
these areas would present large scale and undesirable concentration of 
economic power. 

These considerations called for a basic revision of the industrial policy 
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initiated in 1948. The new Industrial Policy Resolution of 1956 declared 
that all industries of basic and strategic importance or in the nature of 
public utility ser\'ices would be in the public sector. It also made the 
State responsible for the development of these industries which were 
essential and required investment on a scale which only the State could 
undertake. Thus, the State was expected to assume direct responsibility 
for the future development of industries over wide areas. 

The basic objectives of planned development incorporated in the First 
Five Year Plan were reiterated in the Second Five Year Plan. There was, 
however, a significant departure in that rapid industrialization and diversi- 
fication of the economy was adopted as the core of development. As a 
logical corollary of this, it w’as expected that it w'as essential to provide 
for the development of basic industries and industries which make the 
machines needed for further development. This is how’ the strateg>' of the 
Second Five Year Plan emerged w'hich reflected itself in the programmes 
of substantial expansion in iron and steel, non-ferrous metals, coal, 
cement, heavy' chemicals and other industries of basic importance. 

Though employment was included among the bosic objectives of the 
Plan, it does not seem to have received as much attention as it deserved 
in matter of investment allocation although the ‘draft outline’ prepared 
by the late Professor Mahalanobis sought to take the facts into account 
through proposing special allocations to highly labour intensive activities 
such as the handlooms. To quote the Second Five Year Plan: “The ques- 
tion of increasing employment opportunities cannot be view’ed separately 
from the programmes of investment in the Plan. Employment is implicit 
in and follows investment, and it is, of course, a major consideration in 
determining the pattern of investment.” The Plan, how’ever, further 
stated: “Basically, it has to be remembered, unemployment in an under- 
developed economy is only another aspect of the problem of development. 
The same factors which limit the scale of effort a community can make 
by way of increasing the rate of development limit also the advance in 
the direction of employment.” Thus the Plan to a large extent relied on 
the expansion of employment opportunities to emerge as a fall-out from 
the development process after allowing for possible improvements in pro- 
ductivity. 

While the Second Five Year Plan envisaged a substantial injection of 
purchasing power into the economy, the balance between the supply and 
demand for consumer goods was taken care of through postulating higher 
levels of utilization of the existing skills and equipment. In addition, it 
was assumed that technical improvements in the village and small scale 
industries sector w’ould take place, partly through organizing them on a 
co-operative basis. 

The objective of reduction in inequalities of incomes and w'ealth was 
sought to be achieved through fiscal devices and various institutional 
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changes. Thts was, however, qualified by the observation that in the process 
no damage should occur to the productive system, thus endangering the 
task of development itself or harm the processes of democratic change. 
The main thrust in this respect was in the direction of progressive taxa- 
tion, expansion of social services and institutional changes in the sphere 
of land ownership and management, regulaCion of the private corporate 
sector, including the managing agency system, and extension of co-opera- 
tive enterprise, fn regard to regional disparities, the Plan claimed that 
these were kept in mind while formulating the programmes of develop- 
ment; but (his was not quite explicit in the scheme of resource allocation 
or in the various programmes of development. In regard to indastnal 
location, it was stated that while location of some industries was oriented 
towards raw material in view of the transport costs involved there was a 
certain amount of flexibility in respect of quite a few major industries 
even after allowing far the relevent economic considerations, ff certain 
areas did not seern to qualify for a industry, it was often a reflection of 
the lack of an adequate infrastructure. Spatial planning for industries was 
consequently finked up with wider creation of infrastructuraf facifities. 

It was realized that the magnitude and the pattern of investment in 
the Second Plan >youId involve a heavy strain on foreign exchange resour- 
ces in view of the accent on accelerated industrialization. However, the 
foreign exchange budget presented in the Plan did not go into an explicit 
discussion ofall the implications. 

While the mode! underl)’ing the First Five Year Plan was a simple 
variant of the one-sector growth model currently fashionable in the litera- 
ture on economic development, the Second Five Year Plan was clearly 
based on the two-sector model of Prof. Mahalanobis. This model assumed 
that by increasing the ratio of current investment going into capital goods 
sectors it is possible to achieve a higher rate of saving and hence a higher 
rate of growth. The model also assumed a closed economy in the sense 
that it did not sec the possibility of foreign trade as a source of invcstible 
funds supplementing domestic resources. 

In the course of the Third Five Year Plan, there was considerable 
thought given to the need for ensuring a basic minimum level of consump- 
tion to the poorest sections of the society. The Plan did not adopt this as 
an objective to be achieved over a specified period of time. But it did get 
doHTi from the general objectives of the first two Plans to more specific 
problems of certain sections of people and regions of the country. In an 
under-developed economy failure to provide “full employment” can be 
traced to certain fundamental deficiencies in the economic structure. 
Until the industrial base has been greatly strengihened, and education 
and other social services developed, the economy U unable to achieve a 
rate of growth sufficient to provide work at an adequate level of remune- 
ration to the labour force. Fovxrty fc most acute in areas which have 
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heavy pressure of population or in which, on account of scanty develop- 
ment of local resources, low levels of productivity persist and there is lack 
of continuous work. In such areas it is essential to provide for special 
schemes to meet the minimum needs of the people there. It was for this 
reason that in addition to the programmes of development for large and 
small industries, for agriculture and for economic and social services, the 
Plan provided for a large-scale programme of rural work. 

Social services can be helpful in bringing about a measure of redistri- 
bution of incomes through ensuring a wider provision of certain basic 
necessities. This was the rationale behind the Third Plan approach to the 
problems of the backward areas and the weaker sections. Extension of free 
and universal education at the primary level, grants of scholarships and 
other forms of aids, and improvement in conditions of health, sanitation, 
water supply and housing, came to occupy a central position. Thus, pro- 
grammes for the welfare of scheduled castes and tribes and other backward 
classes, for the provision of minimum amenities in rural areas, for local 
development at the village level and for the housing of industrial workers 
were considered as not merely extensions of social services but as vital 
ingredients in the scheme of economic development. 

The apparent lack of emphasis on raising agricultural output in the 
Second Plan and the high priority accorded to it in the Third Plan 
must be understood in the immediate context of the two Plans. The 
Second Plan started with a relatively comfortable position in respect of 
supplies of agricultural commodities. However, two bad harvests and the 
shift in the pattern of investment in favour of heavy industry as well as 
the scheme of financing involving a significant level of deficit financing, 
generated considerable imbalances in the economy in the course of the 
Second Plan period. The Third Plan, therefore, aimed at a significant 
increase in agricultural output, leading to self-sufficiency in foodgrains. 
Significantly, the Plan laid emphasis on improvement in productivity 
through the Intensive Agricultural Programmes and through greater atten- 
tion to applied research. This proved to be the beginning of the later 
Green Revolution. 

The Plan recognised that inequalities arose mainly from the long estab- 
lished features of a traditional society, such as feudal, rights and tenures 
or privileges and handicaps associated with the social structure. The pro- 
gramme of land reforms with its stress on the abolition of intermediary 
rights, security and rent reduction for tenants, and enforcement of ceilings 
on agricultural holdings was calculated to release the productive forces of 
the rural economy. As for income inequalities, the thinking was that 
though there was scope to limit the higher incomes, the disparities could 
be effectively reduced mainly by providing minimum incomes to the 
people. Ensuring minimum incomes was, however, only a part of the 
programme of meeting the minimum needs of the people. It was impor- 
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lant that the prices of essenrial comtaodities were stabilized and social 
services, especially, education, health and housing were brought within 
easy reach. 

The Third Plan was much more explicit on the goal of self-reliance 
than the Second Plan. To quote the Plan : “Development effort in India 
over the Third and the Fourth Plan has to concentrate on expansion of 
capital goods and machine buildmg industries— together with correspond- 
ing development of mining, power and transport— on a scale that it would 
enable the country to build up in this period sufBcient capacity to 
produce domestically the bulk of the capital goods and machinery that 
it will require in subsequent periods for supporting high levels of invest- 
ment. This is a priority that follows as much from the objective of maxi- 
mising the rate of growth of the economy as from the need to attain a 
viable external accounts position within a forsecabJe future." In other 
words, the objective of the Plan was to reduce substantially the depen- 
dence on assistance from abroad after a period of 10 years or so. After 
this period of 10 or 12 years it was expected that normal inflows of 
foreign capha! would continue but reliance on special forms of external 
assistance had to be reduced progressively and eliminated. Thus, the 
Third Plan represented a crucial stage in the process of attaining self- 
reliance. 

As compared to the Second Plan, the Third Plan showed much greater 
awareness regarding the possibility of foreign trade becoming a bottleneck 
to increasing the rate of investment. As a result, the investment deci- 
sions in the Third Plan were taken with aa explicit attention to the role 
of foreign aid in breaking this bottleaeck and the possible desirability of 
‘using aid to end aid’ and reach self-sustained growth at some foreseeable 
future date. The Third Plan investments which continued the shift to 
heavy industrial sector were taken against the notion that foreign aid 
should enable the economy, by permitting these investments, to cross over 
the hump from the low growth rate equilibrium to a high growth rate 
equilibrium. 

The conflict with Pakistan in 1965, subsequent suspension of foreign 
aid and devaluation of the rupee, and two successive droughts in 1965-66 
and 1966-67 not only obscured the prospects for planned development, 
but called for a drastic review of Plan priorities. In the plans of develop- 
ment for the years 1966 69, as well as in the Fourth Five Year Plan, self- 
re}ianeeJ!7 the seTise of dojjj^aiyjjr with foreign aid in general and food 
aid in particular assumed particular urgency. There was also a dramatic 
change in the political climate of the country when the Fourth Plan 
was being launched. Inevitably the Plan reflected this new mood of the 
nation. 

This is also evident from the fact that the Fourth Plan was quite speci- 
fic in regard to the progress to be made in the attainment of self-reliance. 
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It set the target of doing away with concessional imports of foodgrains 
under P.L. 480 by 1971. It further aimed at the reduction of foreign aid 
net of amortization and interest payments to about half by the end of the 
Fourth Plan compared to the level prevailing on the eve of the Plan. 

It was observed in the Fourth Plan that the most notable lesson to be 
learnt from planning in the past was that the current tempo of economic 
activity was insufficient to provide productive employment to all, to ex- 
tend the base of social services and bring about significant improvement 
in living standards of the people. It also showed an awareness of the 
dilemma which arose in the given phase of our development. It was 
possible to increase employment and income opportunities for people 
employed in traditional industries by restricting the expansion of the 
modem sectors. But in the long run, increase in productivity and income 
of traditional industries required large capital investments for building 
overheads and industries supplying basic raw materials and capital goods. 

The Fourth Plan obser\'ed that in the light of experience it could be 
stated that the basic strategy of Indian planning as defined at the beginn- 
ing of the Second Plan was sound but certain new problems had cropped 
up in the course of further development. These indicated the need for 
firmer policy direction and the use of a number of supplementary measu- 
res and instruments to carry out the necessary adjustments. The most 
important lesson was the need to adopt measures which would maintain 
relatively stable conditions while development proceeded. This was parti- 
cularly true in regard to agricultural production and more so in the case 
of supplies of food. This also related to the need for price stability. 

The high priority given to agricultural production in the Fourth Plan 
may be understood, as observed earlier, in the context of the development 
which preceded the formulation of the Fourth Plan. These developments 
indicated the need for a shift in investment allocation away from the capi- 
tal goods sector to the consumer goods sector (primarily agriculture). 
Two successive droughts during 1965-66 and 1966-67 exposed the inade- 
quate growth of agricultural production in relation to the growth of 
population and income, and the consequent reliance of the country on 
P.L. 480 imports. Moreover, there was a decline in investments in the 
capital goods sector as a result of the fall in the availability of project aid 
for new projects and the slow completion of the old ones. Public invest- 
ments had suffered also on account of these two successive droughts. 

In keeping with the approach of giving particular attention to specific 
problems, the Plan provided for schemes for the correction of regional 
imbalances. The general approach to this problem was in terms of provi- 
ding the necessary infrastructure facilities in the backward areas and cer- 
tain fiscal incentives for attracting industries to these areas. The Third 
Plan had mentioned the need for ensuring a national minimum within the 
foreseeable future. The Fourth Plan further stressed this objective and 
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indicaltd that as a result of derdop/neat in the Fourth Plan and the 
Fifth Plan it should be possilrfe to guarantee a reasonable !e%'cl of average 
per capita income by the end of this decade. The consumption standards 
of the poor would, however, remain unduly low and it was for tackling 
this problem that the Plan suggested a number of special schemes for 
small farmers, landless labourers, and people m backward areas. 

The broad objectives of the Plan could thus be defined as rapid economic 
development accompanied by continuous progress towards equality and 
social justice. It was to bring a balance between growth and justice that 
the Fourth Plan suggested a number of special measures and programmes 
in those areas and for those sections which were comparatively neglected 
in the past. The Plan proposed detailed action through regional and local 
planning to help the very large numbers of the smaller and weaker produ- 
cers and increase minimum employment and future employment potential. 

II. Refiew of Performance 

Progress and performance of economic planning during the last two 
decades and more can be ass^sed in the light of the objectives set out in 
the preceding section and the various targets, qualitative and quantitative, 
set by Indian planners. On this basis, the most obvious conclusion is 
that Indian planning is both a success and a failure. Targets and achieve- 
ments diverged in varying degrees. This was true both of the overall 
rates of growth as well as of the sectors and individual industries and 
commodities. 

The First Plan envisaged that the natiosal iscome, at constant prices, 
would increase by 1 1 per cent during the Flan period as a result of the 
increase in production provided for in the Plan. The planners thought 
that, out of the annual rale of increase of about 2 per cent in national 
income that was projected, it was necessary to plough back into invest- 
ment about one fifth of it every year to achieve the required rate of capi- 
tal formation. The Plan provided for an increase of about 17 per cent 
in the production of foodgrains, 42 per cent in cotton and 63 per cent in 
jute. In the case of industry no rate of growth was explicitly mentioned; 
but some significant developments were expected to take place during the 
Plan period. The development programme in the public sector provided 
for a new iron and slccJ project and a heavy electrical equipment plant. 

Tie pattern of development expenditure envisaged in tie P/an broadly 
underlined the priority given to agriculture. Mire than a quarter of the 
public sector outlay was earmarked for agriculture, community develop- 
ment and irrigation. Further, there was another 13 per cent provided 
for multi-purpose irrigation and power projects. The share of industry 
was a bare 8 per cent. About one-si-xth of the outlay wiis meant for 
social services. As for the priorities in the field of industriw, about 26 
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per cent of the total investment in the public and the private sector was 
expected to go into the metallurgical industries, 20 per cent into petro- 
leum refining, 16 per cent into engineering industries and 8 per cent into 
the manufacture of heavy chemicals, fertilizers and pharmaceuticals. 
Thus, relatively small investments were envisaged in other industries, 
mainly consumer goods. About 80 per cent of the private sector invest- 
ment envisaged in industry was in respect of capital goods and producer 
goods. In the field of health, the priorities centred round preventive 
health care by way of provision of water supply and sanitation and con- 
trol of epidemics like malaria. And in the field of education the highest 
priority was accorded to the Constitutional directive of universal primary 
education. 

The actual performance of the Plan proved to be highly encouraging 
in certain fields while not so in certain others, such as social services. 
National income increased by about 1 8 per cent and per capita income by 
1 1 per cent; foodgrains production went up by 20 per cent and the pro- 
duction of cotton and of jute went up by 45 per cent and 64 per cent 
respectively. The index of industrial production registered an improve- 
ment of 22 per cent. However, the work on the construction of the pub- 
lic sector iron and steel plant and the heavy electrical equipment plant 
could not be started in the Plan period. This was perhaps a serious lapse, 
considering the growing requirements of the economy for steel and elec- 
trical machinery. The rate of investment as a proportion of national 
income rose significantly from 4.9 per cent to 7.3 per cent. This was a 
major breakthrough in an economy which was stagnant for decades 
before. 

In spite of these encouraging developments, the overall problem of 
poverty remained unaltered at the end of the Plan. The investment under- 
taken in these five years was not on a scale sufficient to absorb the esti- 
mated new entrants to the labour market which added to the backlog of 
unemployment and under-employment. 

The principal task as defined by the planners for the Second Five Year 
Plan period was to secure an increase of national income by 25 per cent, 
to enlarge emploj'ment opportunities at a rate sufficient to absorb the in- 
crease in labour force and to take a major stride in the direction of indus- 
trialization. While the Second Five Year Plan was a continuation of the 
development effort initiated by the First Plan, there was a major shift in 
priorities with a larger accent on industrialization, especially on the deve- 
lopment of heavy industries and the necessary infrastructure like transport 
and power. It was expected that by the end of the Plan period investment 
as a per cent of national income would go up from 7.3 per cent to 10.7 
per cent and domestic savings from 7.0 to 9.7 per cent. The crucial role 
that the public sector was expected to play was also clear in that the 
ratio of public- to private investment in the Second Plan was expected to 
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be 61:39 as against the parity postulated in the First Plan. 

Over the Second Plan period foodgrains output was estimated to grow 
by 15 per cent and the overall agricultural production by 18 percent. 
These ratios «ere to be compared with 20 per cent and IS per cent achie- 
ved in the preceding five years. The Second Plan, however, placed more 
emphasis on diversification of production in keeping with the changing 
requirements. With a special priority given to industrial development, it 
was expected that the net output of factory establishments would increase 
by 64 per cent in the Plan period. The emphasis on capital goods indus- 
tries Could be seen from the fact that the net output of these industries 
was expected to increase by 1 50 per cent. However, it must be remembered 
that their base lewl of production was particularly low. 

The change in priorities was entirely reflected in the pattern of outlays 
and mvestmenc envisaged in (he Plan. Of the public sector outlay about 
12 per cent was provided for agriculture and community development as 
against over 15 per cent spent in the preceding five years. On the other 
hand, the provision for industry and mining was as much as IS.S per cent 
as against 7.6 per cent in the First Plan. It must be appreciated that 
the Second Plan ratios related to a total public outlay which svas 
'more than double the outlay In the First Plan. In absolute terms the 
step'Up in the outlay on industries and mining was very large—ncarly 
400 per cent. It may also be observed that the actual outlay under this 
head in the first Plan was less than 50 per cent of the allocation. The 
Plan provided for an increase of oscr IW per cent in the output of iron 
Ore, over 230 per cent in finished steel and aluminium, 300 per cent in 
machine tools (graded) and substantial increases in various types of 
machinery, heavy chemicals and fertilizers. 

The Plan ran into unexpected balance of payment difncuUies from the 
very start and had to be reappraised in 1958. Stringent restrictions had 
to be imposed on less essential imports. As a result, many of (he targets 
of the Plan could not be achieved. There were serious slippages in the 
construction schedules of a number of major industrial projects. The 
increase in national income achieved during the Plan proved to be only 
20 per cent against a target of 25 per cent. There were similar shortfalls 
in the crucial sectors of agriculture and industry. The index number of 
industrial production recorded a cumvlatiw rate of expansion of about 7 
per cent. This was significantly lower than what was envisaged, viz., t i 
per cent; but stiJl quite high ifl rtunparison with the achievements at 
any time in the past. There were large shortfalls in some of -the 
individual industries. Unfortunately, they occurred in areas which were 
of crucial importance for future growth. The actual production of 
finished steel was barely half of the Plan target. The production of nitro- 
genous fertilizers was only about 35 per cent of the target. Tliere were 
similar shortfalls in respect of various categories of industrial machinery 
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and industrial products like heavy chemicals, cement, and newsprint. 
Another important deficiency in the implementation of the Plan was in 
regard to the escalation of cost estimates of many important projects. 

While the rate of capital formation realized in the terminal year of the 
Plan at 1 1.5 per cent of national income was higher than the anticipated 
rate, viz., 10.7 percent, the targeted rate of domestic savings was not 
achieved. It turned out to be only 8.5 per cent of national income against 
the target of 9.7 per cent. This implied a substantial draft on external 
assistance. 

Considering the first ten years of planning, it can be seen that, while there 
were many ups and downs in the economy, the overall progress was quite 
substantial. Agricultural production expanded by about 41 per cent and 
output of foodgrains by 46 per cent. The net output of organized manu- 
facturing industries nearly doubled. There was a significant accretion of 
strength to the public sector in the field of industry. National income in- 
creased by about 42 per cent and per capita income by 1 6 per cent. The 
production of steel ingots went up by 1 50 per cent. There was a major 
break-through in the field of oil and petroleum refining. The total invest- 
ment in the economy exceeded 10,000 crores. The total public outlay on 
agriculture, community development, and irrigation amounted to Rs. 

1 550 crores or close to 25 per cent of the total public outlay. Net area 
irrigated went up from 15.5 million acres in 1950-51 to 70 million acres 
in 1960-61. There was all round development in the field of education. 
The number of students attending schools increased substantially, though 
the target of universal primary' education was still far off. There was also 
considerable success in the provision of health services. Considerable 
success was achieved in regard to the control of communicable diseases. 
The employment situation apparently worsened as even the additions to 
labour force could not be provided jobs out-side agriculture. Some limi- 
ted effort was made in the direction of development of backward areas 
through the location of large Central projects. The location for the three 
new steel plants, riz. Bhilai, Rourkela and Durgapur, the Heavy Machinery 
Plant at Ranchi, the Heavy Electricals Project at Bhopal and the Neyveli 
lignite complex were examples of this approach. 

The Third Five Year Plan aimed at an increase of 5 per cent per 
annum in the national income. For achieving this rate of growth the 
Plan estimated that the rate of investment would have to go up from 
11.5 per cent to 14 per cent at the end of the Plan period. This called for . 
raising the rate of domestic savings from 8.5 per cent to 11.5 per cent. 
The per capita income was in the meanwhile expected to increase from 
330 in 1960-61 to Rs. 385 at the end of the Plan period i.e. by about 17 
per cent. One of the major objectives of the Plan was to achieve self- 
sufficiency in foodgrains. 

The sectoral targets set by the Plan were indicative of relative empha- 
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sis on different objectives of the Plan, The high priority given to agri- 
culture was clear from the fact the agricultural production was expected 
to go up by 30 per cent and foodgrains production by 32 per cent. 
Industrial production was expected to go up by 70 per cent or at the rate 
of 1 1 per cent per annum. Signfficant increases were envisaged in the 
output of steel, aluminium, machine tools, etc. The most significant 
development during the Plan period, as far as the industrial sector was 
concerned, was the rapid growth of machine-building and engineering 
industries. It was estimated that the development programmes in the 
Plan would create additional employment opportunities to the extent of 
about 14 million as against the increase in labour force of 17 million. 
The balance was proposed to be taken care of through large scale rural 
works programme, village and small industries, etc. 

The pattern of investment adopted by the Plan reflected the set of 
priorities discussed abore. The high pnority given to agriculture was 
to be seen Jn the fact that 20 per cent of the total investment was ear- 
marked for agriculture, community development and major and medium 
irrigation as against 18 per cent spent in the Second Plan. Considering 
the substantial step up in the investment proposed in the Third Plan as 
compared with Second, the absolute increase in the provision becomes 
evident. The share of organized industries and minerals in the Third Plan 
at 23 per cent of the total investment was only marginally higher than 
that in the Second Plan at 23 per cent but in the absolute terms the 
provision was higher by over Rs. J,000 crores. 

The actual progress achieved during 1961-66 fell much below the 
targets. In the last year of the Plan there was actually a fall in the 
national income as a result of serious drought and the conflict with 
Pakistan. Except for 1964-65, agricultural production did not show 
any increase and large imports of foodgrains had to be continued. Food 
imports amounted to 25 million tonnes during the five years of the Plan. 
Cotton and jute imports amounted to 3.9 and 1.5 million bales respec- 
tively. The slow rate of growth in agricultural production depressed 
the rate of growth of the entire economy. The production of organized 
industry increased by 8 or 10 per cent during the first 4 years ; but slowed 
down to 5.3 per cent in the last year. Over the Plan period as a whole 
the annual rate of growth turned out to be 8.2 per cent compared to the 
target of li percent. 

These shortfalls in domestic production occurred at the same time as 
total spending in the economy was rising both in the public and the 
private sector. As a result, there was a steep increase in prices especially 
in prices of agricultural commodities. The rate of domestic savings rose 
to 10.5 per cent of national income by the end of the Plan as against the 
ratio of 11.5 per cent anticipated in the beginning. The rale of capital 
formation rose from 11.5 per cent of national income to about 14 per 



1186 


THE GAZETTEER OF INDIA 


cent. The effort at resource mobilization was, however, quite impressive. 
The ratio of ta.x receipts to national income which had increased from 
6.6 per cent in 1950-51 to 9.6 per cent in 1960-61 rose further to 14 per 
cent in 1965-66. However, non-developmental expenditure increased 
much faster eating away resources so mobilized. In addition, there was 
serious pressure on exchange reserves and greater resort to external 
credits for financing capital formation. 

Thus the planning process suffered a serious setback by the events of 
the early sixties. However, certain encouraging long term trends were 
perceptible in the economy. For example, the rate of growth in the 
First Five Year Plan period was 3.4 per cent, in the Second Five Year 
Plan period 4 per cent and in the Third Five Year Plan period, 4.2 per 
cent (excluding 1965-66 which was an abnormal year). These statistics 
belied the thesis of stagnation and lack of growth of the Indian economy. 
This growth must be seen in historical perspective. It must be remem- 
bered that for decades prior to the adoption of planning the rate of 
growth was barely 1 per cent per annum. Even in agriculture, where the 
progress had been unsteady, the compound rate of growth achieved 
between 1950-51 and 1964-65 was 3 per cent as against an average rate of 
less than h per cent per annum in the preceding decades. Thus the Five 
Y ear Plans had certainly broken the stagnation of the economy even 
though the rates of growth were below the targeted levels and would 
appear modest and even unsatisfactory in the light of the actual require- 
ments of the people. It is also to be remembered that the population of 
the country had been increasing at the rate of, over tw'o per cent per 
year neutralizing a large part of the recorded growth. If national income 
registered an increase of 69 per cent during this period, the increase in 
per capita income was only 28 per cent. 

The difficulties created by the drought of 1965-66, the conflict with 
Pakistan, devaluation of the rupee and suspension of foreign aid were 
further multiplied by another drought and the industrial recession that 
followed. While some of the factors responsible for these events w’ere 
beyond the control of the nation, there were a number of lapses which 
could have been avoided. Despite large outlays there -were serious short- 
falls in achieving the Plan targets. Delays in construction, escalation 
of costs and the failure to utilize capacities fully further contributed 
to our difficulties. The three Annual Plans (1966-69) were more in the 
nature of a holding operation. The record harvest of 1967-68 and the 
signs of industrial recovery evident in 1968-69 prepared the ground for 
launching the Fourth Five Year Plan. 

The launching of the Fourth Plan was delayed by three years on 
account of the setback to the economy during the period 1965-66 to 
1968-69. The Plan became operative only when the economy was re- 
stored to satisfactory health comparable to that which it enjoyed towards 
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the end of the Third Plan. There was recover}’ in agricultural production 
starting from 1967-68 and in 1969-70, there was a record production of 
100 million tonnes. The industrial recession of 1966 and 1967 was also 
overcome by the beginning of 1968 and there was an increase of over 6 
per cent in industrial production in 1968-69. The pnce situation also had 
achieved a measure of stability. During 1966*67, which was a drought 
year, wholesale prices increased by 16 per cent. They rose further by 1 1 
per cent next year. Hovvcver, they were relatively stable during 1968-69 
on account of the substantial increase m foodgrains production. Thus 
the conditions augured well for a fresh phase of stable growth. 

The economy was expected to achieve an overall annual increase of 5,5 
per cent in total production during the Fourth Plan. Consistent with this 
overall rate of growth, agricultural production was expected to ri'e at an 
annual average rate of 5 per cent while industrial production at about 9 
per cent. It was estimated that aggregate savings would rise from 8 per 
cent of the national income in 1968-69 to 13.2 per cent in 1973*74. A 
significant increase in public savings was expected. From 1 .4 per cent of 
the national income in 1968-69 they were estimated to rise to 4.5 per cent 
by the end of Plan period, A total outlay of Rs. 24,882 crores was envi- 
saged for the Fourth Plan. Of this Rs. 15,902 crores were in respect of 
the public sector plan and Rs. 8.980 crores for (he private sector. Public 
sector outlay consisted of Rs. 13,655crorcs of investment and Rs. 2,247 
crores of current development outlay. Thus the total investment in the 
economy during the five jears of the Plan was estimated at Rs. 22,635 
crores. The scheme of ffnanclng was envisaged to be non-inflationary 
since the Plan only provided for Rs. 850 crores by way of deficit 
financing. 

The Plan started off on an optimistic note. Against the projected over- 
all rate of growth 5.5 per cent per annum, the economy experienced a rate 
of growth of 5.2 per cent in 1969*70. Soon, however, the deceleration set 
in. The growth rate fell to 4.2 per cent in 1970-71 and plummctled to 
1.7 per cent in 1971-72 and 0.6 per cent in 1972-73. The year 1970-71. 
however, recorded the highest ever production of foodgrains of 1 08 million 
tonnes hut the rate of growth was depressed because of the poor showing 
in mining and manufacturing and transport sectors. In 197J-72, on the 
other hand, the rate of growth of industrial production picked up but 
was offset to soirts extent by a sharp setback and overatf dechne in agri- 
cultural output. This trend was further reinforced in 1972-73 while the 
industry showed a further modest improvement. 

Agriculture had a very bad year on acrount of widespread drought. It 
is estimated that the rate of growth recorded during 1973-74 was around 
4 per cent which was mainly accounted for a revival of agricultural pro- 
duction. The improvement in agricultural production in the terminal year 
of the Plan must, however, be viewed in the context of two bad years. 
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In fact, the level of output in 1973-74 did not even reach the level attained 
in 1970-71. 

In respect of savings and investments also, the tempo does not seem 
to have been sustained after the initial recovery registered during the early 
years. Both savings and investment in the economy seem to have rea- 
ched their peak levels in 1965-66. After that the savings ratio tended to 
decline in 1 969-70 when it picked up again and is estimated to have rea- 
ched the level of 11 per cent in 1971-72. Probably there was some further 
increase in the ratio in 1 972-73. The ratio of net investment to net do- 
mestic product at market prices reached 14.7 per cent in 1965-66. There- 
after, it declined to 10.8 per cent in first year of the Plan. The fall in the 
investment ratio during this period was steeper than the fall in the savings 
ratio because of the simultaneous decline in net inflow of foreign resources. 
There was, however, an increase in the investment ratio after 1969-70 and 
it reached the level of 12.2 per cent in 1970-71. It is estimated to have 
remained stable at this level in 1972-73. It is unlikely that it would have 
improved in 1973-74. 

It can be observed from the annexed Table that there were serious 
shortfalls in the Fourth Plan in regard to the achievement of the various 
targets. In spite of the improvement in agricultural production in 1973-74 
the output levels in most cases were not significantly different from the 
corresponding levels in 1970-71. This constitutes a cause for serious 
concern. It has been obseiv'cd that while the growth of productivity in 
the case of wheat has slowed down, there has been no acceleration in the 
productivity of other foodgrains. The new high yielding varieties of seeds 
have not so far made any significant impact on the production of rice 
and coarse grains. There has also been no breakthrough in the produc- 
tion of oil seeds and pulses. 

In the industrial sector, performance in certain critical areas such as 
steel, power and fertilizers was particularly unsatisfactory. Apart from 
normal factors like inadequate availability of raw materials, transport 
bottle-necks, labour unrest and low level of industrial investment and 
management problems which have restrained industrial activity in the 
recent past, there has been widespread shortage of power dming 1973-74. 
Inadequate maintenance and insufiicient attention to operational efficiency 
in generation and transmission of power have been the major causes of 
fall in power production. 

These crucial shortfalls combined with large non-developmental 
expenditure which the Government had to incur on account of Bangla 
Desh and famine relief exerted continuous strain on prices. While prices 
rose on an average by 7.8 per cent in 1972 the wholesale price index went 
up by as much as 19.2 per cent in 1973. The rise in prices during 1973 
was led by the prices of food articles and industrial raw materials, but in 
the middle of 1973 prices of manufactured goods emerged as a more im- 
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portant factor in price inflation. Wees of both intermediate products 
and finished products increased substantialJy during the period. Tie 
prices of intermediate products increased partly because of a steep increase 
in international prices of non-fenrous metals as well as due to a substan- 
tial increase in the prices of iron and steel. The energy crisis leading to 
sharp increase in imported oil prices added a fresh and substantial dimen- 
sion to the price problem. 

On the balance of payments front the performance of the Plan presen- 
ted once again a mixed picture. A bright spot in the picture was provided 
by buoyan<y in our exports wifuessed during the second half of the Plan 
period. Exports increased by about 22 per cent in 1972-73 and by about 
24 per cent in 1973-74 as against the increase ofonly 4.8 per cent in 1971-72. 
So far the year 1974-75 points in the same direction. There is no doubt 
that certain special factors have played their part in what would appear 
to be a piece of very impressive performance on the export front. It can- 
not, therefore, be taken for granted that a break-through has been 
achieved on the export front. However, as a result of current world in- 
flation and consequent increase in wage levels in developed countries, our 
competitive strength in a number of maoufaetured commodities has in- 
creased. 

The imports fell by 1 .5 per cent in 1972-73, but there was a spectacular 
rise of over 45-0 per cent in 1973-74 mainly because of the very sharp 
rise in prices of such items as crude oil, soo-ferrous metals and food- 
grains. As a result, the balance of payments position is under considera- 
ble pressure. 

Recent developments in the interoational economy have to be viewed 
alongside with a sharp increase in (he domestic price levci. There is no 
doubt that the economy is at present under severe strain. The improve- 
ment in agricultural production has followed two successive lean years. 
The rising trend in our exports is certainly an encouraging factor in the 
situation but by itself may not be adequate to cope up with the balance 
of payments problem. We need a sharp increase in production to tide 
over the present difhculty. An encouraging factor is the improvement in 
the working of some of the major public sector undertakings. However, 
there is still considerable unuti}»ed capacity in some major public sector 
undertakings such as steel and Jcrtiliaers. These represent important 
potentialities that need to be tapped eflcclively. 

As a result of the uncertainly created by the unfavourable developments 
mentioned above, finalization of the Fifth Plan has so far been held up. 
Draft Plan-has been formally inaugurated and is being implemented 
through Annual Plans. Decision relating to the finalization of the Fifth 
Plan will have to be taken fairly soon. There is little justification for any 
talk about a plan holiday. Those who argue in favour of withholding 
the Fifth Plan till such time as normal conditions are restored may be 
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taking an unduly short-sighted view of the planning process, while there is 
no doubt that no effective planning is possible unless a certain measure of 
economic stabih'zation has been achieved. 

A balanced view will need to be taken which will combine the short 
term imperatives of the situation with the requirements of medium and 
long term growth as worked out in the Draft Plan. 

HL An Assessment 

In the light of the review of performance of development Plans so far, 
an overall balance sheet of successes and failures may now be attempted. 
On the success side one can point out that India has recorded substantial 
increases in the production of foodgrains. The rate of growth in the out- 
put of foodgrains in the last 20 5'ears has far exceeded the compound rate 
experienced in the preceding half centurj'. Similarly an enormous degree 
of diversification of the industrial base has been achieved during these 
years. Coupled with this there has been considerable expansion of infra- 
structure in terms of transport, general education as well as in technical 
education. In spite of all these achievements, it has to be admitted that 
improvement in the living standards of the general population leaves a 
great deal to be desired. This is particularly true with respect to produc- 
tion of essential commodities that sustain life for the vast masses of the 
people as well as their ability to appropriate to themselves a significant 
share of the incremental output. 

Many of the failures of Indian planning are ascribed by some to the 
wrong strategy and priorities adopted by the planners. It may, however, 
be pointed out that the basic strategy' of planning in this country has 
stood the test of time. If an impression still persists that these failures 
have been due to wrong objectives or strategj', it is mainly because of 
misunderstanding of certain essential problems inherent in the business of 
Plan formulation and implementation in a developing economy which has 
accepted the political framework of democratic planning. 

It is, for instance, argued by some that Indian planning was concerned 
more with growth than with the redistributive aspect with the result that 
the latter has suffered grievously in the process. It has been made abun- 
dantly clear in the foregoing discussion that the Five-Year Plans w'ere 
never designed to achieve the maximum rate of growth of national 
income nor were they fashioned in such a way that one could expect a 
radical transformation of the societj' in terms of property relationship 
within a specified time range. Indian planning has always had a variety 
of objectives before it, which included things such as a rapid rise in the 
level of national income, deconcentration of economic powder, balanced 
regional development and wider diffusion of social services, such as educa- 
tion and health. 
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It Will be, therefore, appropriate to review the progress of planninj 
in India with reference to these various objectives. While any pro 
position involving th?; rate of growth over a long period of time is bese 
with many diCRculcics, e[tnte apart firam the fact that no single rate o; 
growth in itself can measure the production performance of an economy, 
the Indian Planning has been only a modest success m terms of the 
recorded rate of growth. The rate of growth over the planning period as 
a whole has been below 4 per cent. Judged by the fact that population 
has been growing at a rate somewhat above 2 per cent it is quite clear 
that per capita income has increased at very modest rate. It is only when 
one takes into account significant increases in the industrial potential 
created by the large scale investment in strategic sectors that one can say 
that a basis has been told for sustained growth in the future. Similarly 
in agriculture the rate of growth has been subject to considerable vicissi- 
tudes and the compound rate of growth on a long term basis has not 
exceeded 3 per cent. Moreover, there have been distinct phases in the 
growth experience of the country. Income from agriculture and allied 
activities increased at an annual rate of 2,S per cent where as industry 
including construction, electricity, etc., increased at a rate of 6.5 per cent 
over the period 1950-71. Within the category of industry, Urge scale 
manufacturing increased at (he rate of 7.4 per cent whereas electricity 
grew at the rate of 12.6 per cent. Gross production levels for the indus- 
trial sector naturally increased at faster rates. From 1965-66 onwards 
the growth process has been subject to considerable fluctuations in terms 
of the rate of growth and, in the case of agriculture, in terms of absolute 
levels as a whole. These fluctuations can be seen for a few major sectors 
from the following Table : 


TABLE 1 

Income by Industrial Origin 

(Rs. Crores at 1960-61 prices) 


1964-65 

1965-66 

1966-67 

i967.6« 

1968-69 

1969-70 /970-7I 

(i) 

(2) 

(3) 

( 4 ) 

(5) 

(6) 

(7) 

(8) 

1. Agrioiiture 

2. Minins and mano- 

7747 

669S 

6675 

7791 

7803 

S195 

863J 

facturing 

3. Electricity, gas and 

3!»{> 

3058 

3136 

3210 

3342 

3SM 

3656 

water supply 

14e 

161 

175 

195 

221 

242 

261 

4. Coosirucrion 

777 

744 

771 

846 

820 

875 

927 


It is interesting to analyse the trends in sectoral productions, as 
revealed in the above Table. Rrst, change in agricultural production in a 
downward direction have influenced artivities In other sectors to a great 
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extent. Secondly, revival in agriculture has not had as much of a trigger 
effect on the rest of the economy as one would have predicted. Thirdly, 
economic policy has not been able to offset the outside disturbances 
which have been fairly pronounced over this period. And lastly the 
average rate of growth of agricultural output as a whole has not been 
significantly different during the last 7 or 8 years as compared with the 
earlier decade and a half. 

The stor>' of savings and investment is no different. There has been 
a retrogression from 1964-65 onwards in the rate of savings and invest- 
ment. Leaving out the year 1965-66, which was somewhat unusual, net 
domestic saving as a percentage of net domestic product was 9.8 per cent 
in 1964-65 whereas in 1970-71 it was only 8.6 per cent. It is clear from 
these figures that the revival of national income in recent years has been 
accompanied by a falling saving-income ratio. 

What are the reasons for this complex situation ? Analysing the eco- 
nomic factors, the major factors in the situation appear to be the shift in 
the distribution of income from urban to rural areas, growth in public 
consumption and failure of the fiscal system to mop up the extra incomes 
generated. There are critics who are. inclined to put the blame on the 
strategy for industrialization that was adopted at the time of the Second 
Plan. There is no clear and comprehensive study by the critics which 
show that a different strategy for industrialization would have served our 
needs better. It is not clear that the planners had chosen an inappro- 
priate product for the economy. The argument that there has been 
a relative neglect of agriculture is not borne out by statistical evidence that 
we have at out disposal. 

It has been observed earlier that agriculture enjoyed increasingly high 
priority in the First Three Plans. In recent years the urgency to increase 
agricultural production has further increased and the importance of this 
has been recognized by the planners in as much as the farmer is guaran- 
teed of minimum prices, high yielding seeds, adequate fertilizers, and irri- 
gation facilities. A break-through has been achieved in wheat cultivation 
with the introduction of the high yielding varieties. This has removed 
the limitations set by the existing crop varieties to the package program- 
me introduced in the early sixties. The new strategy in agriculture is 
concerned not only with higher jdeld, but with greater intensity of crop- 
ping. Entirely new crop relations have been made possible by the deve- 
lopment of short duration varieties of paddy, maize, jowar and bajra. 
The new multi-cropping programme was introduced in 1967-68 and has 
been strengthened from year to year. Agricultural technology as a major 
input of agriculture production has received special emphasis. During 
1951-69 the total public expenditure on agriculture and allied services 
amounted to Rs. 4930 crores out of a- total of Rs. 21,892 crores. In 
addition, there was sizeable private investment. The significant expansion 
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in agriculture inputs during the last two decades is evident from the 
following Table: 

TABLE It 


Progress in Use of Agriraltursl lopots 



1950-SI 

1960-6] 

1968-69 

1973-74 

1. Nrtrosenous fN) *000 tonnes 

S5 

210 

1208 

1835 

2, Phosphatic P,Oi „ 

»eg 

70 

3S2 

634 

3. Potassic K,0 

ni] 

26 

170 

314 

4. PJant protection *000 hectares 

aa. 

6400 

27800 

60594 

5. Tractors *000 nOS. 

g.6 

31.0 

91 0 

203 0 

6. Power tillers „ 

oil 

nil 

60 

100 

7. Pump sets (electticl 

18.7 

191 9 

1088 7 

2439 0 

8. Pump sets (Diesel) „ 

65*8 

230 0 

837.0 

ISIO.O 

9. Short and medium 

term loan Rs erores 

22.9 

203 

5W 

750 

10 Long-term loan 

I.J3 

12 

148 

200 


As a result, significant improvements in production and productivity 
have been achieved during the last two decades. The improvements in 
production and productivity are brought out in the following Table: 


TABLE III 

Atl'Todta Compoand Rates of Crontbef Acrictitniral ProdDcttoo, Area natferOops 
and Agrlcalniral Produclr*ttr daring ]949'50 to 1968*69 


Cper cent per annem) 


Crop 

0) 

ProIaeUon 

(2) 

Area 

(3) 

Productivity 

(4) 

1. Rice 

soz 

t.22 

1.78 

2. Wheat 

4-20 

2 26 

i 90 

3. Cereals 

300 

1.17 

1.82 

4. Pulses 

1.16 

1,26 

(-) 0 10 

5.' Foodgrains 

2.79 

1. 19 

1.65 

6. Oilseeds 

2-86 

2 31 

0 53 

7. Cotton 

393 

1.91 

1 93 

8. lute 

2.19 

2.03 

0 27 

9 Fibres 

349 

1.94 

1.52 

10. Hoa-foodgntins 

318 

219 

0 97 


It can be seen that aggregate agricultural production rose at an 
average of 2.92 per cent per annum, foodgrains at 2.79 per cent and non- 
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foodgrain crops at 3.18 per cent. Over half of the increase in total crop 
production was derived from higher yields per hectare. The remainder 
represents the contribution of area growth estimated at about 1.37 per 
cent per annum. Judging by the relative movement of area and produc- 
tion in the last few years there would appear to be a marked deceleration 
in area growth. As regards yield rates, there seems to be a significant diffe- 
rence between food and non-food crops. Even among the foodgrains 
the output of pulses has increased onlj' about less than half as fast as 
that of cereals. What is more disturbing is the decline in the average 
output of pulses per hectare. 

Critics have also found fault with the policy of import substitution 
vis-a-vis export promotion. The import substitution pattern of develop- 
ment, where the growth of so-called heavj’ industries has played an 
important part, has been criticized as being especially expensive. It is 
argued that if the same amount of investment had been used for develop- 
ing industries with high potential for exports, the resulting allocation would 
have proved much more beneficial for the economy. On the abstract plane, 
such an argument is maintainable if it could be assumed that the basic 
aim of the Indian planners was maximization of current level of consump- 
tion. However, given the fact that Indian planning had a multiplicity of 
objectives before it, which included among other things, a desire for self- 
reliance with a need for a structural transformation of the technological 
base, the purely abstract argument does not clinch the issue. 

If the progress towards self-reliance appears tardy and insubstantial, 
the reason does not seem to be that the basic strategy' in this regard was 
faulty. This must be attributed to three factors : (1) misdirected invest- 
ments in the private sector; (2) failure of public sector projects to materia- 
lize as planned; and (3) changing needs of the economy, particularly in 
respect of sophisticated equipment and materials, and inadequate progress 
in catching up with advancing technology. It was expected that the 
country’s capability of meeting its investment requirements through import 
substitution, internal surpluses and export earnings would be adequately 
developed to eliminate or substantially reduce the balance of pay'ments 
deficit. However, today we have on hand substantial unutilized capacity 
in the heavy investment sector. Failure to adopt proper maintenance 
practices; disturbed labour relations and lack of co-ordinated development 
in different sectors have been responsible for tliis phenomenon. As a 
result, the economy is facing serious shortages of steel, power, fertilizers, 
cement and non-ferrous metals which have enlarged the balance of pay- 
ments gap beyond the unavoidable level. The encouraging spurt in non- 
traditional exports has received a setback because export availabilities 
have been reduced by scarcity of key raw materials which were expected 
to be produced by the core sectors. 

With regard to the problems of balanced regional development. 
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it must be admitted that the Indian planners did not operate on 
the basis of a well-formulated strategy in this regard. The absence of 
a strategy has been partkuIsrJy cons^caous with respect to the location 
of industrial projects and the highly selective nature of the growth process 
initiated in agriculture. There is no doubt that the existing disparities 
with which the era of planning began have been changed in the course of 
the planning process. Whether this has led to an accentuation of the 
index of regional inequality compared with the base level, is not, however, 
clear. Even then, it is necessary to be extremely careful in this respect, 
from a long range of point of view. It can be seen from the following 
Table that more recently certain States have grown much faster than the 
others, a process which does not appear to have been reversed even 
according to the latest indications. 


TABLE IV 

Zlisparhtes in P^r Capita Inc«m« in Different States 

{Rs. current prices] 



1964-6S 

1969-70 

Punjab 

S75 

1002 

Mabarashtrs 

S 26 

756 

Gujarat 

523 

740 

Haryana 

504 

902 

West Bengal 

495 

706 

Assam 

441 

SS6 

Andhra Pradesh 

435 

544 

Tamil Nadu 

454 

S91 

KamauKa 

420 

571 

Kerala 

393 

643 

Uttar Pradesh 

216 

497 

Madhya Pradesh 

373 

495 

Rajasthan 

336 

478 

Orissa 

347 

545 

Jammu and Kashmir 

14( 

503 

Bihar 

229 

402 


It is difficult to assess objectively the performance of the economy with 
regard to the objectives of reducing concentration of income, wealth and. 


has been considerably reduced. lo regard to the tenancy legislation, tne 
net gain for the under-privileged sections does not seem to be significant. 
Much of the tenancy has gone underground. Two types of tenancy changes 
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have been observed, one from the ‘big’. Usually the poor have gained 
much less than the rich in the process of leasing out land. In the wake of the 
Green Revolution, insecurity of tenancy seems to have increased resulting 
in a considerable number of cases of eviction. There has been some in- 
crease in capitalist farming, though its nature and scope would appear 
to be limited. The relatively slow growth of non-agricultural economy 
has only further led to the pressure on land, increase in gross sown area 
has not led to any reduction in the numbers seeking jobs on the farms 
since the benefits of irrigation facilities, especially irrigation water availa- 
ble from private sources, have mostly gone to the richer farmers. The 
initial beginning in the direction of mechanization of agriculture has fur- 
ther accentuated the problem of pressure on land. 

Summing up, one can say that though there have been some significant 
structural changes resulting in a considerable increase in agricultural pro- 
duction, there does not seem to have been any material change in the 
distribution of incomes or wealth in rural India. Probably this observa- 
tion might have to be modified with reference to different periods. For 
instance, in the initial decade of planning, with the abolition of interme- 
diary tenures and a step-up in public investment in agriculture, there was 
some improvement in the distribution of income and wealth in favour of 
the poorer sections. From the middle sixties, however, there has been 
considerable private investment supported by liberal Government credit 
to the more well-to-do sections of the rural society. This seems to have 
resulted in the accentuation of economic inequality. 

In regard to the, distributional issues connected with the industrial 
sector, there are several inter-related problems. There has been conside- 
rable public discussion about the increasing economic power of the large 
business houses. Several commissions and committees have looked into 
this matter in some detail. One factor contributing to this phenomenon 
of the big becoming bigger, it is stated, is that in the very process of 
planning there is an accentuation of disparities. It is quite clear that the 
system of industrial licensing that has been operated 'has proved neither 
particularly efficient nor egalitarian. However, in carrying out a complete 
assessment of this situation it is very important to keep in mind a few 
related phenomena. First of all, one should remember that the whole 
structure of institutional finance has altered in the course of the last two 
decades of planning. This indicates significant possibilities for achieving 
reduction in concentration of economic power. Secondly, the scope of 
the public sector has expanded considerably. With better management 
and an improved framework for decision making in public enterpsises, 
the public sector can play an important role in the economy which it has 
not done so far. Thirdly, if the. rate of growth of output in the core 
sectors in the economy can be stepped up, small scale sector can play a 
very important role in generating additional income and employment to a 
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larger number of people. 

In the field of education we now have a pool of well qualified and 
technically trained personnel. In recent years certain categories of skilled 
manpower have had great difficulties in securing jobs. Some others have 
placed the blame for this on faulty planning in this sector. However, a 
large part of this criticism would appear to be misplaced. The emergence 
of unempJo>Tnent in this area is very closely co-reJated with the slowing 
down of the rate of growth of industrial production. Mistakes m demand 
forecast can be largely explained by a series of decisions taken in sectors 
which lie outside the educational s>’slem. There arc, however, some very 
glaring failures in the field of education. The Constitutional Directive 
regarding universal elementary education has not been fulfilled, even after 
25 years of independence. The rate of growth of literacy has been lower 
than the rate of growth of population with the result that there is an in- 
creasing number of illiterates in the country. The rate of growth of 
enrolments at higher levels of education has exceeded the rale of growth 
at lower levels which has affected the structure of the educational climate 
adversely, given the fact that higher education is meaningful only if sufficient 
quality is maintained. There is a large degree of wastage and stagnation 
in the educational system. And, finally, the whole process of educational 
expansion has been marked by an indiscriminate use of subsidies much of 
which has accrued to the more affluent sections of the community. The 
total result of this has been that the contribution of tbc educational sector 
towards tbc equalization of economic and social opportunities has been 
very modest. It is, howe\cr, necessary to recognize one significant change 
brought about by the educational expansion. The closely-knit largely 
Anglo-Brahminic elite of the pre-independence era has now been replaced 
by a somewbat wider elite which includes more affluent sections of our 
rural society. 

Howoer, it is also quite clear that despite this wider coverage of the 
education system vast masses of our population have so far remained 
untouched. 

Some of the significant achievements and major changes affected by last 
two decades’ planning may now be summed up. While there has been 
a long shadow between plans and performance, there have been basic 
changes in our economy and in the social structure which have been 
brought about by planning. New production relationships have emerged 
coupled with the emergence of new skills and new focal points of power. 
There is also no doubt that the Indian economy today has a structural 
composition which can in principle lead to better performance in the 
future. In spite of this, if our surs'ey indicates that Indian planning has 
met with only limited success, it is necessary to discover the reasons for 
it. There are two possible inferences that can be drawn- One is that 
Indian planners have been unrealistic in setting the targets and the other 
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is that Indian planners hav'c not been able to devise a set of instruments 
which would be adequate to meet these targets. These two explanations 
are by no means exclusive. In fact, it may be more reasonable to argue 
that deficiencies of the Indian planning process have arisen from the joint 
operation of both these factors. It would, however, appear that the 
deficiencies would appear to be more due to the failure to develop appro- 
priate instruments than to the inherent infeasibility of the targets. 

On the side of target setting, Indian planning has suffered from two 
basic defects. Given the multiplicity of objectives, there has been no 
clear ranking of these objectives, which has resulted in somewhat contra- 
dictory set of policies being attempted at least on occasions during the 
planning period. As a result, concessions and compromises have been 
made without any compensatory advantages. Moreover, there has been 
frequent failure to distinguish between targets and instruments within a 
given context of decision-making. 

As regards the choice of instruments, Indian planm'ng seems to have 
largely relied on certain financial allocations sector-wise, fortified by a 
mass of administrative decisions. These are fairly blunt instruments if 
one would consider the nature of the job that was being attempted. 
Certain studies dealing with the magnitudes of low-end poverty in the 
country have helped us to realize how inadequate our instruments have 
been when it came to having any impact on the conditions of living of 
the people. Some people have drawn the conclusion from these studies 
that the investment allocations ratios adopted in the course of the diffe- 
rent Plans have been basically misconceived. This does not seem to be 
the case. What appears to be the position is that for carrying out ade- 
quate planning in a mixed economy we have hardly developed mecha- 
nisms to influence the production and distribution decisions within the 
private sector so that they conform to the national priorities. This failure 
is very serious considering the crucial role the private sector plays in the 
national economy. 

The failure of the planners to devise appropriate instruments may be 
ascribed to their inability to identify the levers of change in terms of an 
appropriate set of institutions. Given the nature and magnitude of the 
job that has been attempted, it is rather remarkable to observe the very 
cursory analysis that Indian planners and policy makers have carried out 
in appraising the suitability of alternative institutional arrangements. 
This would be true whether one talks of education or fiscal policy or the 
management of public enterprises. 

IV. The Prospects 

The Fifth Five-Year Plan, 1974-79 : . Our analysis in the preceding sec- 
tions has shown that despite some growth and considerable diversification 
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in the structure of production, living standards have not risen commensu- 
ratcly. Part of the explanation no doubt lies in the acceleration of popu- 
hlion growth. But in part this has been due to the aefopfron of the 
aggregative approach in terms of growth rates. The Draft Fifth Plan has 
tried to evolve a somewhat more disaggregative approach by proposing a 
simulatenous attack on undcr-devetopment and inequality. The latter 
aspect is as important as the first one as the perspective Plan contained 
in the Fourth Plan document made quite clear. It was estimated at that 
time that if gross national product during the Fourth Plan grew at a 
compound rate of 5.5 per cent ro))owcd by a compound rate of growth 
of 6.2 per cent over the period 1974-75 to 1980-81, the per capita con- 
sumption of the second poorest decile of the population would rise to Rs. 
27 per month (at 1968-69 prices) by the end of the period. Thus even 
a fairly high rate of growth sustained over a dozen years would not lift 
this section above what was described by an earlier committee as the 
"poverty line". It would, therefore, follow that if poverty is to be 
removed in any significant way, measures promoting equality have to be 
undertaken and intermeshed with the growth process itself. 

On the growth side, emphasis has been laid on a step up in (he rate of 
growth of agricultural production, in power generation, and in produc- 
tion of steel and non-ferrous metals. Mass consumer goods industries 
have been envisaged to expand with a view to securing a better balance 
between demand and supply. To promote self-reliance in the energy 
sector, a very sharp increase in the level of coal production has been 
envisaged. 

On the distribution side, a three-pronged attack has been contempla- 
ted involving the generation of incomes, accrual of incomes and the 
channelization of a mobilized part of additional incomes into savings, 
more especially into public savings. From the point of view of genera- 
tion of incomes, it is quite clear that no substantial improvement in the 
level of living of the poorest 30 per cent of ibc population is possible 
unless the strategy for increasing agricultural production is so conceived 
as to benefit the small farmen and agricultural labourers. 

Specific schemes have been worked out in the agriculture plans to 
bring about (he desired increase in the income levels. These include 
schemes for drought prone areas, schemes for development of animal 
husbandry and fisheries, schemes for sericulture and schemes for small 
farmers and marginal farmers which would help in substantially increasing 
the income levels of 26 million households in rural areas. All these sche- 
mes emphasize the fact that without an increase in the production base 
of small and marginal farmers, it is not possible to increase their income. 
Accordingly, these schemes are not to be viewed as so many programmes 
of social welfare but should be viewed as an integrated attempt to increase 
(he volume and the share of output of these categories of population 
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through planned provision of necessary credit infrastructure and other 
organizational facilities. 

Land reforms can help the cause of income distribution to great extent 
not merely through improving the share of the cultivators in total produce 
but also through increasing the total produce itself. For this purpose 
land reforms should be conceived as integral to programmes embracing 
measures relating'to credit flows, marketing of produce and distribution 
of essential inputs. Modern agricultural technology can be adopted 
regardless of the size of the operational holding and, provided credit and^ 
other facilities are made available, a small farmer can be enabled to im- 
prove his productivity considerably. Improvement of tenurial conditions 
is another important instrument leading to both higher output and better 
distribution of the gains of such output. While efforts have been made 
in this respect in the past, there is sufficient scope for further action. 

Larger employment and income to the poorer sections of the popula- 
tion will not be enough to ensure them a minimum standard of consump- 
tion. It will, therefore, be necessary to supplement these programmes 
by providing social consumption, at least upto a minimum standard, in 
the form of education, health, nutrition, drinking water, housing, com- 
munications and electricity. This is how, then, emerges the rationale of 
the National Programme for Minimum Needs. 

While employment programmes and land reforms are likely to genera- 
te a more balanced distribution of incomes by different size classes, fiscal 
policy assigned an important role in checking concentration of incomes at 
the accrual stage. In addition, public distribution of essential commodi- 
ties has been visualized to prevent the possibility that real consumption 
of the poorer sections can fall as a result of failure of production to come 
up to the requisite level. Special measures have been contemplated which 
make savings more attractive on the margin than consumption. 

Inflow of net aid has steadily declined during recent years. The objec- 
tive of self-reliance will be carried a step further during the Fifth Plan by 
reducing further the economy’s dependence on foreign aid. This would be 
in keeping with the objective of dispensing with gross concessional aid 
altogether. 

The maintenance import requirements of the economy have been stea- 
dily increasing over the years. The major items in this regard are ferti- 
lizer and fertilizer materials, chemicals, non-ferrous metals, special varieties 
of steel, components and spare parts of machinery. It is estimated that 
of the estimated imports during the Fifth Plan period about 80 per cent 
will be on account of maintenance needs of the economy. Import substi- 
tution, thus, becomes a crucial factor in the speedy realization of the goal 
of self-reliance. It, therefore, becomes of supreme importance that the 
production targets in agriculture and mineral and industrial sectors are 
achieved according to schedule. Non-essential imports must be cut down 
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to the minimum. 

, By developing domestic production, it may be possible to altogether 
avoid Imports in some cases, such as, most categories of mild steel, nitro- 
genous and phosphatic finsihed fertilizers and many items of plant and 
equipment and reduce and restrain them in other cases like non-ferrous 
metals. There would also be cases where the requirements can be met by 
domestically produced substitutes, as for example, coal and hydro-power 
may be substituted for imported liquid fuels and aluminium for imported 
copper. Restructuring of the energy base of the economy has become 
extremely urgent in view of the energy crisis. All opportunities, for eco- 
nomy, and import substitution must be availed of if the balance of pay- 
ment problem is to be kept manageable. This would be a major thrust 
of policy during the coming decade. 

Given the size and diversity of our resource endowment, import substi- 
tution and export promotion can be rcgirded as complementary objec- 
tives. In fact, certain major areas, such as steel and aluminium are prime 
examples of the complementary nature of these two objectives. It makes 
considerable economic sense to argue that India should concentrate its 
efforts on e.xportmg finished steel rather than Iron ore. In fact, in the 
growth profile of the Fifth Plan as well as in the perspective Plan such a 
possibility has been visualized. 

The import substitution contemplated in the Fifth Plan is selective and 
not indiscriminate. In the past, the cost of domestic manufacture has 
sometimes been inordinately high compared to the landed cost of similar 
items. In such cases, import substitution may lose much of its signifi- 
cance, if the cost level cannot be brought down quickly. In the Fifth 
Plan, the main thrust for import substitution has to be in the fields in 
which the country is favourably placed for production at reasonable cost. 
In the past, in several cases, an industry initially nurtured through the 

policy of import substitution, has in due course acquired a level of efii- 

cicncy that enabled it to grow into an export industry. Import substitu- 
tion policies for the Fifth Plan will have this perspective. This means 
that cost and quality must be given as much attention as the quantity of 
production. 

It has been found that a lower rate of growth docs not involve com- 
mensurate relief on the balance of payments account. This is because the 
impact of a lower rate of growth falls more than proportionately on cer- 
tain basic industries when the degree of manoeuvreability on the balance 
of payments front is very limited because of the heavy debt service obliga- 
tions and the needs for maintenance imports which arc crucial for the 
economy. Import substitution through fuller utilization of existing capa- 
cities and creation of necessary capacities therefore assumes great impor- 
tance. 

While import substitution is going to remain an essential ingredient of 
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our policy, it is quite clear in view of the increased costs of liquid fuels 
and other essential inputs such as fertilizers, export promotion must be 
given a very prominent place in the strategy for self-reliance. 

What is urgently called for is a comprehensive review of export policies 
and potential so as to impart the necessary dynamism to our export 
effort. Industries producing luxury goods constitute sizeable constraints 
on our foreign exchange and domestic resources. However, the existing 
capacities in these industries cannot be scrapped without causing un- 
employment at least during the transition period. Effort, therefore, must 
be made to utilize them for export purposes as far as possible. 

The rate and pattern of growth for the Fifth Plan follows from the 
objectives and strategy of the Plan. After trying out several variants, 
the Planning Commission has adopted jhe one providing for a 5.5 per cent 
average annual rate of growth. The composition of growth has been 
worked out on the supply side by postulating a reduction in the inequality 
of consumption. The extent to which the reduced inequality level will 
be realized depends not only on our ability to produce the needed 
quantities on the margin but also, as mentioned earlier, in generating 
additional incomes in the hands of the poorer sections of the community. 

The Plan takes note of some special problems and makes provision to 
tackle them. The backward and hill areas present in essence a problem 
in area development and call for an area approach. It will be our effort 
in the Fifth Plan to formulate integrated development programmes for 
these areas. The National Programme for Minimum Needs will have to 
be integrated with the overall programme. Institutional arrangements for 
integrated development programmes for backward areas as well as their 
mode of financing are being worked out. Since the primary responsi- 
bility for developing the backward areas lies with the States, they are 
taking steps to strengthen the machinery required for undertaking this 
responsibility. 

The Fifth Plan will seek to intensify the efforts for the development 
of the backward classes. It will lay emphasis on the role of the “general 
sector” in providing major development programmes for these classes. 
Priority will be accorded to these classes in the implementation of the 
National Programme for Minimum Needs. The Plan will provide for 
integrated child care services to the most needy families. There will also 
be programmes to improve the competitive capability of talented students. 
The working and living conditions of those engaged in unclean occupa- 
tions would receive priority. Areas with concentration of tribal popula- 
tion will receive special attention. 

There is need to attain and maintain a reasonable balance as between 
wages, prices and incomes. With this in view, the scheme of financing 
seems to avoid generating excess demand. The provision for deficit 
financing would be restricted to a level only where money supply would 
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not exceed the requirements of the economy arising from growth in real 
terms. As mentioned already, an adequate public procurement and 
distribution system for assured supplies of essential consumption goods, 
at least for the poorer sections, at reasonably stable prices is envisaged. 

A sensitive area in regard to the problem of stabilization of prices is 
the one relating to agricultural production, particularly food. It has 
been our experience in the past that even a marginal surplus or deficit 
may make all the difference between adequacy and scarcity. The reasons 
for this are not far to seek. Nearly 60 per cent of total household 
consumption and 85 per cent of the commodity consumption of house- 
holds is comprised of agricultural products or manufactures based on 
agricultural raw materials. Data from the N.S.S. suggest that the overall 
elasticity of demand for food products is quite high. The prospect of 
achieving the projected growth in incomes under conditions of stability 
is almost entirely the function of the prospects of growth of agricultural 
production and the skillful management of the available surpluses. 

While agriculture has enjoyed a high priority m our Plans, the impor- 
tance and need of continued emphasis on agriculture in the coming years 
is only too obvious. In the meanwhile, however, the problem of manage- 
ment of food and other agricultural surpluses becomes extremely impor- 
tant. We must build up effective procurement and distribution system 
for the foodgraios. It will be necessary to give adequate attention to the 
difficulties of feeding the distribution system even in a lean year. 

It will be necessary to ensure that rises in wages, unrelated to 
improvement in productivity, will not be allowed. It will be necessary 
to evolve an equitable national wage structure covering the public and 
private sectors. It will be necessary to enforce proper discipline on those 
who draw their income from properly and enterprises, particularly with a 
view to checking conspicuous and inessential consumption. The prices- 
wages-fneome policy has to be viewed as a consistent whofe. 

Indian planners have recognized from the beginning that science and 
technology have a major role to play in the transformation of the 
economy. Development is a process of utilizing more and more effecti- 
vely resources of the community in the achievement of the socio-economic 
objectives. These resources arc partly given by nature, but they have to 
be transformed by the application of new skills and technical know-how. 
fn a sense these skilfs and know-how are more imporraaf than even 
capital formation proper. A continuous and progressive increase in the 
conditions of living of the people presupposes not only more effective 
utilization of known resources and belter application ofknown techniques, 
hut it also calls for increasing search for discovery of new resources and 
adoption or development of new productive techniques. 

Some economists, notably Kuzneis, have maintained that the most 
important single factor contributing to economic development is the 
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community’s readiness to develop and apply modern technology to 
processes of production. Advances in this field are taking place rapidly 
and they are of direct significance not only to the organization of produc- 
tion, transport and other economic activities but also to the wider 
issues relating to economic and social organization. Under-employment 
is from one point of view a consequence of insuflScient technological 
progress and adaptation. Countries which start late in industrial develop- 
ment have this advantage in that they have to tap, so to say, the techno- 
logy already developed in the advanced countries, but there is need for 
keeping abreast of the latest developments and for continuous innovation 
to adapt the technology to the needs and conditions of developing coun- 
tries of today. 

Investment in scientific research, therefore, becomes an important pre- 
requisite for ensuring speedy development. That is why the successive 
Five Year Plans made steadily increasing allotments for scientific research 
and development of technology. Through improvement in agriculture, 
medical and health facilities, techniques of locating and processing raw 
materials, providing substitutes and evolving new materials, appliances 
and techniques for industry, transport, power communications and other 
essential utilities, investment in research yields a return many times more. 
This has been abundantly proved by the results of research in high yield- 
ing varieties of crops. It will be only through a technological break- 
through in rice production and techniques of dry farming that a real 
agricultural revolution can be achieved in the Indian economy. 

In the context of the urgency to achieve the objectives of self-reliance 
and social justice, the need for rapid strides in science and technology is 
only too obvious. Although scientific research has been a part of national 
planning during the last two decades, the efforts so far have been. rather 
limited. The goals of Research & Development programmes and projects 
have often not been derived directly from the technological needs of 
development projects, /.t the same time, the scope of science planning has 
not covered the whole of the ‘innovation chain’. As a result, successful 
research results at the laboratory level have often failed to be linked to 
such elements as pilot plan work, design engineering, plant erection and 
commissioning and marketing which are essential if a nation is to secure 
real and substantial benefits from science and technology. 

It is for this reason that in the Fifth Plan for the first time a compre- 
hensive science and technology plan covering the entire economy has been 
prepared as an integral part of the Plan. The National Committee on 
Science and Technology was set up to undertake the task of formulating 
the programme content for such a Plan, as also advising Government on 
the policy framework, organizational and managerial structure and other 
measures needed for its implementation. The science plan is not a plan 
merely for education and research but a plan to harness science and 
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technology for achieving the goals and programmes of the Fifth Plan. 
The basic objective of the science and technology plan is to support the 
drive for self-reliance in the core sector of the economy such as, agricul- 
ture, energy, ro'ming, ajetaJlurgy, heavy engineering and cbemicsts ; to 
make further progress in areas such as atomic energy, space and electro- 
nics and to contribute to meeting the basic needs of the people such as 
housing, health and education. 

Great stress will be laid on pfop«- and effective implementation of 
plan programmes and policies. \Vc have to improve the performance of 
the administrative apparatus, to avoid delays and to cut out waste and to 
stop leakages. Spec/al attention will have to be given to project formu- 
lation. Lack of ;veil formulated projects has been one of (he serious 
handicaps in the fulfilment of the Fourth Plan production targets. There 
has to be a greater utilization of capacity and urgent steps will have to be 
taken to correct the persisting imbalances and inter-scctoral distortion in 
the economy and for better maintenance of piaqt and equipment. The 
delays and inefficiency have been found to be due to inadequacies of 
management and lack of harmony in industrial relations. This is true of 
both the public and private sectors and their operation calls for marked 
improvemeot. 

The objectives and strategy for the Fifth Plan call for considerable 
work towards evolution of a policy-frame for the successful implementa- 
tion of the development programmes. A detailed policy-frame covering 
agricultural policy, policy for resource mobilization and for achieving 
regional balance in development is being worked out. 

The Long-Term Perspective : 15174-86. The Fifth Plan has been for- 
mulated in the background ofa long-term perspective extending to 1985-86, 
The perspective plan envisages a rate of growth of 5.5 per cent in the Fifth 
plan, 6 per cent in the Sixth Plan and 6.2 per cent in the first two years 
of the Seventh Plan. The sectoral rates of growth have been worked out 
keeping in view, the priorities of sectoral outputs in final demand and the 
feasibility of domestic production at economical costs which in turn de- 
pend upon resources endowment and the market conditions. As a result 
of the differential sectoral growth rates, there would be a structural 
change, even if on a modest scale. The share of mining and manufactur- 
ing in the gross domestic product k expected to improve from 15.39 per 
cent in 1973-74 to 19.98 per cent in 1985-86; of electricity from 1. 13 per 
cent to 1.79 percent; of construction, from 5.62 percent to 7.75 per «nt; of 
transport from 4.42 per cent to 4.56 percent, and of services, from 27.70 per 
cent to 30.39 per cent. As it should happen in the course of development, 

• the share of agriculture and allied sectors would decline from 45.76 in 
1973-74 to 35.73 per cent in 1985.86. This is fully in line with the 
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experience of the developed countries in comparable stages of the develop* 
ment. 

The population growth is one of the most crucial variables influencing 
the rate of growth in per capita income. On certain assumptions in regard 
to the success of the family planning programmes which will require sub- 
stantial organizational efforts in themselves, the total population has been 
estimated to increase from 547 million in 1971 to 581 million in 1974 and 
705 million in 1986, The increase in population in the 12 year perspective 
period has thus been estimated to go down from 35.57 per thousand during 
1971-76 to 29.57 during 1976-81 and further to 24.82 during 1981-86. As 
a result of the expanding public health programmes and improvement in 
the standard of living of the people, the death rate is also expected to go 
down from 15.23 per thousand during 1971-76 to 12.8 during 1976-81 
and 11.14 during 1981-86. As a result of the comparatively steep fall in 
the birth rate, the growth rate of population is, however, expected to dec- 
line from 2.03 per cent per annum during the first period to 1.68 during 
the second and finally to 1.37 per cent in 1981-86. 

As a result of the decline in the birth rate, there will be an improve- 
ment in the age structure of population. The progressive decline in the 
share of 0-14 age group from 41.4 per cent of the population in 1971 to 
33.3 per cent in 1986 will mean a welcome reduction in the dependency 
ratio which will have a beneficial impact on the living standards and 
capacity to save. The age group 5-14 representing the school going chil- 
dren will go down in its share from 25.6 per cent in 1971 to 22.7 percent 
in 1986. This is expected to facilitate the achievement of the target of 
universal, elementary and middle school education. The fall in the rate 
of growth of population will affect the labour force with a time lag of 
about 15 years. The higher rate of growth of population during the last 
15 years will, therefore, reflect itself in the increased size of labour force 
during the next 12 years. It is estimated that the participation rate would 
increase from about 31 per cent in 1971 to 32.6 per cent in 1979, 34.4 
per cent in 1984 and the end of the Sixth Plan and 35.2 per cent tw'o years 
later. The participation rate would, however, still be low'er than in the 
advanced countries. The addition to labour force would thus be 65 million 
or more than 3^ times the present level of emplo 3 'ment in the entire orga- 
nized sector, both public and private. Considered along with the huge 
backlog of unemployment and under-employment, providing jobs to the 
growing labour force is going to present the single most important pro- 
blems in the years to come. 

This makes the problem of removal of poverty particularly diflicult as 
poverty has been the result of unemployment and under-employment on a 
large scale. As a result of the shortfalls in the growth rates postulated in 
the Fourth Plan, it has been necessary to lower our sights in the Fifth, 
Sixth and the Seventh Plan. At the projected rates of growth the object 
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of letnoval of poverty can be realized only if there is considerable reduc- 
tion in the inequalities of conanmptioQ. The share of the bottom 30 per 
cent of the population has been estimated at present at 13.46 per cent of 
total private consumption. If this share remains unchanged, the average 
per capita consumption of this section would rise from Rs. 25 per month 
(at 1972 prices) in 1973-74 to Rs. 29 in 1978-79 to Rs. 35 in 1983-84 and 
to Rs. 38 in 1985-86. Thus even by the middle of the Seventh Plan per 
capita consumption of the poorest 30 per cent would be below the mini- 
mum desirable level of consumption of Rs. 40.6 per month at 1972-73 
prices. Such a state of affairs caoaot, of course, be tolerated. The 
Fifth Plan exercises show that if the private consumption norm in 
respect of the poorest 30 per cent has to be met by 1978-79, their share 
in total private consumption will have to be raised from the present 13.46 
per cent to 18.85 per cent. If, on the other hand, the objective has to be 
reached by 1983-84, that is the end of theSixth Plan, their share will have 
to go up to 15.64 per cent and, if the deadline is extended to 1985-86, 
there will have to be only a marginal upward change to 14.44 per cent. 
This gives an idea of the order of tedisiributive effort that is required for 
achievement of the goal of removal of poverty. The growth strategy in 
our perspective must, therefore, mean not only a higher rate of growth 
than in the past but also progressive redistribution of incomes and con- 
sumption. It will not only be the rate but also the content of growth that 
win be crucial in this connection as has been already mentioned. The 
pattern of production must lay emphasis on articles of mass consumption. 
There will have to be employmeat creation on a fairly increased scale. It 
will also be necessary to increase social consumption and Investment with 
a view to maximizing the efRcicncy and productivity of vast numbers to 
improve the quality of their lives. The institutional reform and the fiscal 
policy must be oriented to reduce the iuequality along with increased pro- 
ductivity, The backward regions and classes have a higher incidence of 
poverty. Their development must receive priority. 

Keeping the above consideration and the inherent constraints in view 
the perspective of development for the next 12 years provides for a struc- 
ture of production consistent with the emerging requirements. The basic 
objectives of self-reliance and removal of poverty call for restructuring of 
output in favour of goods and services that go into investment, exports and 
essential private and public consumption or serve as crucial intermediate 
inputs for final production. Ibis will be clear from Table V which sets 
out the selected output projections for the period 1973-74 to 1985-86. 
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TABLE V. 

Selected Output Projections 


Item 

(1) 

Unit 

(2) 

1973-74 

(3) 

1978-79 

(4) 

1983-84 

(5) 

1985-86 

(6) 

1. Foograins million tonnes 

114 

140 

162 

170 

2. Coal 

mill, tonnes 

79 

135 

203 

238 

3. Iron ore 

mill, tonnes 

37 

58 

75 

83 , 

4. Crude petroleum 

mill, tonnes 

7.7 

12 

15 

15.5 

5. Sugar 

mill, tonnes 

4.3 

5.7 

7.4 

8.2 

6. Cotton cloth 

mill, metres 

7800 

10000 

12750 

14100 

7. Petroleum products 

mill, tonnes 

21.5 

34.6 

48.0 

55.2 

8. Nitrogenous 
fertiliezrs (N) 

’000 tonnes 

1162 

4000 

6300 

7000 

9. Phosphatic fertilizers 
(PsOs) 

’000 tonnes 

350 

1250 

2600 

3000 

10. Sulphuric acid 

’000 toimes 

1400 

3200 

7800 

9500 

11. Caustic soda 

’000 tonnes 

450 

785 

1250 

1500 

12. Soda ash 

’000 tonnes 

500 

880 

1350 

1650 

13. Drugs and pharma- 
ceuticals 

Rs. crores 

300 

500 

800 

950 

14. Cement 

mill, tonnes 

16 

25 

38 

44.7 

15. Mild steel (finished) 

mill, tonnes 

5.44 

9.4 

17.1 

20.5 

16. Aluminium 

’000 tonnes 

190 

370 

600 

740 

17. Copper 

’000 tonnes 

18 

45 

90 

95 

18. Agricultural tractots 

’000 nos. 

40 

80 

110 

140 

19. Machine tools 

Rs. crores 

65 

137 

230 

271 

20. Hydro turbines 

mill. kw. 

0.53 

1.4 

2.0 

2.3 

21. Thermal turbines 

mill. kw. 

1.7 

2.2 

3.0 

3.2 

22. Power boilers 

mill. kw. 

1.1 

2.5 

3.0 

3.2 

23. Electric transformers 

mill. kva. 

12.5 

20 

35 

40 

24. Electric motors 

mill. H.P. 

3.6 

5.8 

9.5 

11.5 

25. Electricity generation 

GWH 

72 

120 

200 

245 


The projections beyond 1978-79 are in their very nature much more 
tentative and would undergo revision and improvement as more data be- 
come available and further studies are undertaken. But as long as the 
basic objectives of development remain the same, it is unlikely that there 
will be any significant change in the broad profile of the sectoral growth 
indicated in the Fifth Plan perspective. 

It wiU be necessary to ensure that the structure of demand harmonizes 
with the pattern of output envisaged in the perspective. The structure of 
demand will have to change keeping in view the need of rapid growth. 
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reduced inequality and progressive self-reliance. In other words, it] will 
have to change in favour of investment and social consumption and in 
the direction of reduction in dependence on foreign aid. This implies a 
progressive decline in the share of private consumption. It is projected 
that private consumption as a percentage of gross national expenditure 
would decline from 75.9 per cent in 1973-74 to 67.5 per cent in 1985-86. 
Public consumption will go up marginally from 11.9 per cent to 12.5 per 
cent over the same period. Capital formation is, however, estimated to 
rise from 13.7 per cent to 19,7 percent. As the rate of capital formation 
approaches 20 per cent, the economy will be in a position to substain a 
rate of growth of 6.5 per cent per annum, thus, doubling its G.N.P. every 
1 1 years. 

The improvement in the rate of capital formation will be accompanied 
by progressive reduction of inflow of external assistance. Cross foreign 
aid is estimated to decline from Rs. 783 crorcs in 1978-79 to Rs. 100 crores 
in 1983-84 and altogether disappear in 1985-86. This would call 
for a vigorous and substained export drive. With its enormous reserves of 
high grade iron, the country has a good potential for production and 
export of iron and steel. Among the non-ferrous metals, aluminium has 
substaintia! export potential. Engineering goods is another area with a 
very large export potential. In recent years there has been a rapid expan- 
sion in the export of pearls and precious stones, jewellery and handicrafts. 
We have great advantage of skill and abundant manpower in this field. 
We have also great potential In marine products. The varied resource 
endowment of the county and the size of the internal market make it 
possible to produce economically a large number of items which will effect 
substantial import substitution. The object of self-reliance requires that 
all such opportunities for import substitution are exploited. This would 
be a major thrust of policy during the next two Plans. 

The ^owth in public consumption is needed and justified in view of 
the need for further expansion of social services. It is also envisaged that 
the growing public consumption and investment will have to be supported 
by progressive expansion of public savings. The policy of reliance on 
public savings has a sound lope. Public savings is not only very necessary 
but also a very desirable means of stepping up domestic savings. If the 
resources at the disposal of the Government can be increased by reducing 
the disposable incomes of the well-to-do, this will' be very desirable in it- 
self. Moreover, higher private savings means higher capital formation by 
the better off sections of the people and this would lead to further inequa- 


of securing growth with social Justice. 

The projected improvement ia the rate of savings implies a marginal 
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rate of saving of over 26 per cent in the Fifth Plan and about 28 per cent 
thereafter. For the entire perspective period, the marginal rate of saving 
works to 27.3 per cent. This is doubtless a rate which exceeds our past 
record in this area but given the proper political will, it is not beyond the 
capacity of the economy to achieve, 

. Thus, at the end of the perspective period, there will be a distinct pro- 
gress in the realization of our basic objectives of removal of poverty and 
self-reliance. But, as postulated above, realization of the above perspective 
depends upon a number of conditions being fulfilled. The rate of 
savings and investment in the economy must be substantially raised and 
a growing proportion of this will have to be channeled into the public 
sector. This constitutes a serious challange in as much as the rate of , 
savings and capital formation in the economy as a whole and particularly 
in the public sector has been not only stagnant but decelerating. The pro- 
duction targets must be achieved as scheduled. Or else, the dispropor- 
tionalities between the changing requirements of the society and the 
emerging pattern of production will get further accentuated, defeating the 
twin piupiose of reducing inequality and attaining self-reliance through 
import substitution and export promotion. Population growth is another 
crucial parameter in the growth process and its control depends very 
much on the success of the family planning programmes which are being 
envisaged. 

To sum up, one may say that the tasks outlined in the perspective plan 
for development are not merely very urgent but also quite formidable. 
Yet it must be clearly understood that we are engaged, in a race against 
time. Any delay in getting over the basic disproportionalities in the 
economy which have arisen largely from inadequate development in sectors 
such as food and fuel will compound our difficulties further. This is all 
the more true because of the rapid increase in population levels which has 
been experienced in the past. Partly as a result of “demographic inertia” 
and partly because of continued population growth at fairly substantial 
rates though on a gradually diminishing basis, the land-man ratio is 
getting increasingly unfavourable. If this growing demographic pressure 
is not counteracted by an increase in capital stock per head as well as in 
energy consumption per capita, we are likely to remain caught in a low 
level equilibrium trap. It should also be borne in mind that this low-level 
equilibrium is not a stable configuration either. Hence, danger of slippage 
is a very great. 

To carry out the structural changes in the economy, far-reaching 
changes in the social sphere will be needed. There are a very large number 
of complex issues involved. But changes in attitudes as well as in methods 
of economic organization are going to prove very crucial if India has to , 
develop an egalitarian economy accompanied by progressively higher 
levels of social and economic welfare. 
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ANNE?aJRe 

Serected Output Tare^t/Projectiocs and Acbieremenls 



Unit 

Fnanh Plan Target 
Projection 

1973-74 estimated 
actual 

(1) 

(2) 

(3) 

(4) 

2. Foodgrains 

mill, tonnes 

129.0 

103.6 

2. Pulses 

mill tonnes 

15.0 

9.7 

3. Oilseeds 

4. Sugarcane (in terms 

miU tonnes 

10.5 

87 

of gur) 

mill tonnes 

ISO 

14 0 

5. Cotton (unit) 

null bales * 

8.0 

5.8 

6. Jute 

mill, bales 

74 

6.2 

7. Coal 

null, tonnes 

93.5 

81.2 

S. Iron ore 

mill, tonnes 

51.4 

34.4 

$■ Crude petroleum 

mill tonnes 

8.5 

7.2 

10. Sugar 

null, tonnes 

47 

37.7 

11. Vanaspatl 

thou, tonnes 

625 

450 

12. Cotton yarn 

13. Cotton cloth 

mill. kgs. 
milt, metres 

nso 

970 

14. Kfill'macle 

mid. metres 

51001 

7770 

15. DesentratUed 

mill, metres 

4250j 

16 Jute manufactures 

17. Paper and paper 

thou, tonnes 

1400 

1074 

board 

thou, tonnes 

850 


IS. Newsprint 

thou, tonnes 

150 

49 5 

19. Leather footwear 

tcull. pairs 

25 0 

14.5 

20. Automobile tyres 

mid. nos. 

60 

4.6 

2J. Bicycle tyres 

22. Petroleum products 

mill. DOS. 

35.0 

194 - 

(incl. lubricants) 

23. Nitrogenous 

mill, tonnes 

26 0 

19.9 

fertiUzen (N) 

24. Phosphatic ferti- 

thou, tonnes 

25000 

1062 

lizers (P*0») 

thou, tonnes 

9000 


25. Sulphnjtic add 

thou, tonnes 

2500 0 

1212 

26. Caustic soda 

thou, tonnes 

5000 

467 

27. Soda ash 

28. Drugs and pharma- 

thou, tonnes 

55ao 

478 


Rs. crores 




mill, tonnes 

18 0 

14 6 

30. Mild steel 

31. Too], alloy and 

mild steel 

8.1 


specbl steel 

thou, tonnes 



32. Aluminium (ingots) 

thou, tonnes 



33. Copper (ingots) 

thou, tonnes 



34. Steel castings 

thou, tonnes 


68 

35. Steel forgings 

thou, tonnes 




•Bale— 180 kg. 
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ANNEXURE fCondJ 

Selected Output Target/Projections and Acliievements 


Item 

Unit 

Fourth Plan Target] 
Projection 

1913-74 estimated 
actual 

(1) 

(2) 

(3) 

(4) 

36. Agricultural 




tractors 

thou. no. 

50.0 

24.2 

37. Machine tools* 

Rs. crores 

65.0 

llA 

38. Metallurgical and 




heavy equip. 

thou, tonnes 

75.0 

30.0 

39. Cotton textile 




machinery 

Rs. crores 

45.0 

35.0 

40. Cement machinery 

Rs. crores 

19.0 

6.3 

41. Sugar machinery 

Rs. crores 

21.0 

20.4 

42. Printing machinery 

Rs. crores 

8.0 

0.9 

43. Rubber machinery 

Rs. crores 

12.0 

1.5 

44. Paper and pulp 




machinery 

Rs. crores 

13.5 

4.7 

45. Coal and other 




mining machinery 

Rs. crores 

13.0 

6.9 

46. Hydro turbines 

mill. KW 

1.65 

0.7 

47. Thermal turbines 

mill. KW 

1.30 

1.4 

48. Power boilers 

mill. KW 

1-30 

0.8 

49. Electric transformers 

mill. KVA 



50. Above 33 kva 

mill. KVA 

6.4 T 

11.7 

51. 25 kva and below 

mill. KVA 

5.5 J 

52. Electric motors 1 

mill. h.p. 

0.68 T 


53. Above 200 h.p. > 

mill. h.p. 

2.9 

54. 200 h.p. and below J 

mill. h.p. 

2.72 J 


55. Dry batteries 

mill. no. 

600.0 

602.0 

56. Storage batteries* 

thou. nos. 

1800.0 

1272 

57. Commercial vehicles 

thou. nos. 

85.0 

42.7 

58. Motor cycles, scooters 



mopped and 3-wheeIers 

thou. nos. 

210 

162 

59. Diesel locomotives 

nos. 

1985 

60. Railway coaches 

nos. 

— 


61. Railway vehicles 

thou. nos. 

21.5 


62. Bicycles* 

thou. nos. 

3200. 


63. Electricity generation 

GWH 

86.0 

66.4 


Organized sector only. 



EPILOGUE 

In the foregoing chapters an exhaustive account has been given of 
different sectors of the economy and diffe/eni aspects of activity in each 
sector. These chapters have dealt in each case with historical trends of 
the past, the present status, and also future prospects. We have, thus, 
had a view of each aspect or sector considered separately. In the course 
of this discussion we have bad an adequate idea of the ioter-relationsbips 
of each aspect or sector of the economy with closely related aspects and 
sectors. Even so, it should be useful to compose these parts into awhole 
for a broad overall perspective of the status, the state, and the prospects 
of the Indian economy. We propose, thus, to focus attention on the over- 
all position of the Indian economy as it is today. We would not. there- 
fore, unduly dilate upon the current problems which are of transitory 
nature. We attempt here to take stock of the basic strength and the 
weaknesses of the economy as an on-going and functioning entity. In 
doing so, we first consider the present status of the Indian economy by 
directing attention to its comparative position among the countries of the 
world. Next, we consider the stage of the economy reached today in the 
course of its evolution since independence. Thereafter, we proceed to 
examine the nature of development effort that has been going on since 
then, directing attention to the strategies that have been evolved to nurse 
this process. We finally indicate the course which the economy is likely 
to pursue in future, thanks to the direction that is being given through 
centralized planning. 

Let us first identify the economy in terms of its extent, its size and 
broad structure. The economy must be considered as co-extensive with 
the nation, or the country, as a whole. Its geographical extent is nearly 
3.3 million sq. kilometres inhabited at present by some 600 million 
people. WitUn the populous vastness of the economy, there no doubt 
obtains considerable diversity of resource endowment and in socio-cul- 
tural milieu. The economic actmty of this mass of people yields an 
annual per capita income of around Rs. 600 (at current prices). The 
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distribution of the income, however, is very skewed and a substantial 
proportion of the population live, in abject poverty, in dire want of basic 
necessities of life. The second interesting feature which should be men- 
tioned here is that more than two-thirds of the population depend on 
agriculture for their livelihood. This predominance of agriculture is 
also reflected in the composition of what has been called the gross domes- 
tic product, which represents the aggregate outcome of the economic 
activity of the population as a whole. Agriculture accounts for nearly 
half of this aggregate; industry, including mining and construction, for 
about one-fifth; trade and commerce for about one-tenth; and services, 
including both public and private, for the remaining about one-fifth. 
This nature of composition of the gross domestic product reflects the large 
scope for development effort which remains to be undertaken in this eco- 
nomy which has been developing for over two decades now at a significantly 
higher pace than before. The effort of these decades represents in effect 
only the first steps on the path of development leading to the emergence 
of a viable modem economic structure based on ‘optimum’ utilization of 
our resource endo\vments. 


I 

For an idea of the present status of the Indian economy in the world 
context we must confine attention to selected variables indicating the 
size of the economy. The variable which we have chosen for this com- 
parison are area, population and national income or gross national 
product. We will also refer to per capita national income and the compo- 
sition of gross domestic product for indicating differences in the character 
of economic activity among these countries. 

For the purpose of this comparison, it is not necessary to consider 
the entire list of over 200 countries for which the United Nations com- 
piles statistics in their annual publications. We have taken from this list 
all countries which have a population of more than 10 million. Applying 
this criteria, we get a list of 51 countries.* It may be noted, however, 
that taken together these 51 countries account for nearly nine-tenths of 
the world’s population. 

In terms of area, India is the seventh largest country in the world. 
The largest country is, of course, the U.S.S.R. which occupies about one- 
sixth of the aggregate area of all nations of the world. India accounts 
for only around 0.5 per cent of the world aggregate. The geographical 
extent of our country is less than a tenth of that of U.S.S.R. and about 
one-third of that of Canada, China or U.S.A. Among the countries 
occupying positions adjacent to India in this order, Brazil extends over 


‘All data for international comparison are taken from the latest United Nations' 
Statistical Year Book, 1973 : Tables 18, 143, 178 and 182. 
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8.5 million, Australia over 7.7 million, and Afghanistan over 2.8 million 
sq. kilometres, as compared to 3.3 sq. kilometres of India. The smallest 
amongst these 51 countries is the Netherlands spread over only 41,000 sq, 
kilometres, which measures just over I pee cent of the Indian areal extent. 
Similar is the comparative position of India with reference to the neigh- 
bouring Sri Lanka, which is almost as small as the Netherlands. 

In population, India occupies the second position m the world, prece- 
ded in that order only by China. If is also notable that the U.S.S.R. with 
third position in the order, has a population measuring only 40 per cent 
of that of India. The U.S.A. with around 210 million people closely 
follows U.S.S.R. in that order. It is striking that each of the countries 
with a larger geographical e;ttea£ has a much smaller population than 
India, with the only exception of China. It must be mentioned, however, 
that the difference between India and China is much greater in area than 
in population, with the result that in terms of density China is much 
lower down in the scale; Chinahas 83 persons per sq. kilometre as against 
172 persons per sq. kilometre in India. Among the 10 largest countries 
of the world we have also Indonesia, Japan, Brazil, West Germany, 
Nigeria, Bangla Desh, and Pakistan. As compared to the first three of 
these countries India's population is more than 5 times as large, while 
when compared to the latter four it is around 10 times as large. 

' Ignoring the differences In the level of development, we may compare 
these countries in terms of population density representing a very crude 
measure of the relative pressure of population on land. lo the descending 
order arranging these countries according to density, Bangla Desh evidently 
occupies the top position; from the available figures for 1965 it is shorvn 
that Bangla Desh then bad a density of around 370 persons per sq. kilometre 
Notable among the countries with densities much higher than India arc 
the Netherlands, South Korea, United Kingdom, Sri Larika and Italy. 
India occupies the ninth position in (h« order with a density of about a 
half of that of Bangla Desh, South Korea or the Netherlands. Leaving 
aside the countries in the North and Latin America, Middle East and 
Africa, where densities are very low, it is notable that India's density 
is much higher even as compared to some of the European countries 
like Czechoslovakia, France, Hungary, Poland, Romania, Spain and 
Yugoslavia. 

With regard to gross national products (G.N.P.) we do not have figures 
for several of these countries, inclnding Argentina, China and U.S.S.R. 
Arranging the remaining 38 countries, India is found to occupy the eighth 
place among them. This order is led by *1** U.S. A. whose G.N.P. is 23 times 
as large as that of India. Canada precedes India in this order in the seventh 
place with a G.N P. as much as twice that of India. Spain follows India 
in the ninth place with a G.N.P. smaUer than that of India by only about 
8 per cent. The smallest G.N.P. amongst these countries, that of Nepal, is 
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only a fraction of that of India. 

An interesting feature of India’s position in the world is that while 
manufacturing activity accounts fora comparatively much smaller propor- 
tion of the G.N.P. as will be shown later, in absolute terms manufacturing 
output of India is larger than that of most countries of the world 
barring some of the leading industrial countries like the U.S.A., Japan, 
the U.K., West Germany and France. This comparative position is reflect- 
ed in manufacturing employment in the organized sector which is around 
five million in India. This measures less than a third of the corresponding 
figure of the U.S.A., less than a half of that in Japan and much less 
than three-fourh of that of Germany or the U.K. But it is compara- 
tively much larger than that of other countries like Poland, Italy, East 
Germany, Spain, Brazil, Argentina and Canada. India can be included in 
effect amongst the leading producers of manufactured goods. 

It seems clear thus that the Indian economy commands a position of 
relative importance in the world in terms of its geographical extent, its 
population, size, its gross national product, and the size of its manpower 
engaged in organized manufacturing sector. 

But once we turn to per capita national income, the position is drasti- 
cally reversed. The per capita income of India amounts to only about 90 
dollars per annum. Among the 39 countries for which the requisite compa- 
rable data are available, India occupies thirty-fifth position. It takes pre- 
cedence, by a sizable margin, over Nepal, Ethiopia, Afghanistan and 
Nigeria. It is in turn preceded, by a small margin, by such countries as 
Zaire, Tanzania, Sudan, Indonesia, and by a sigm’ficantly larger margin by 
Uganda, Sri Lanka, Kenya, Thailand, South Vietnam and Egypt. At the 
other end of the scale we have the well-known prosperous nations of the 
world, including Australia, Canada, West Germany, France, Japan, the 
Netherlands, the U.K. and the U.S.A. The Indian per capita national 
income of around 20 dollars per annum measures 1.8 per cent of that of 
the U,S.A., 2.1 per cent of that of Canada, 2.4 per cent of that of West 
Germany, 2.6 per cent of that of France, 2,8 per cent of that of the 
Netherlands, 3.1 per cent of that of Australia, 3.5 per cent of that of the 
U.K., and 3.6 per cent of that of Japan. This comparison is not adequate 
as corresponding figures of major countries like U.S.S.R, and China are not 
available. Even so, all available indications suggest that the Indian per 
capita national income is below that of China and very much lower than 
that of the U.S.S.R. 

The indication of the great extent of relative under-development of the 
Indian economy provided by comparative meagreness of its per capita 
national income is equally reflected in the structure of its economic 
activity. The share of agriculture in gross domestic product in the case 
of India is 45 per cent. This compares favourably with the correspond- 
ing figures for a few of the other under-developed countries. This propor- 
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fioQ is bigber than ia India only in Uganda, Ethiopia and Nqjal. In 
contrast it is much lower in most of the so-called developed countries. 
Agriculture accounts for only 3 per cent of the G.N.P. in the U.S.A., the 
U.K. and West Germany, 4 per cent in Canada, 6 per cent in Australia, 
France and Japan, and .7 per cent in the Netherlands and Venezuela. 

If we consider in contrast the proportion of G.N.P. derived from manu- 
facturing, mining and construction activities, India’s position is sharply 
different. Only 19 per cent of our G.N.P. is derived from such manufac- 
turing activity. This proportion is a little higher than the corresponding 
proportions shown by Tanzania, Uganda, Sudan, Sri Lanka, Nepal, Kenya 
and Ethiopia. The corresponding proportion of several other countries 
are very large. The share of this sector in G.N.P. is 32 per cent in Canada, 
34 per cent in the U.S.A., 35 per cent in Argentina, 37 per cent in the U.K. 
and 41 per cent in Japan. It is even higher for several countries of 
Eastern Europe; here it measures 62 percent of Ike G.N.P. in Poland, 63 
per cent in the U.S.S.R. and 73 per cent in Czechoslovakia. 

Wc may also refer to the relative position of the Indian economy in 
the world market. For this purpose, wc will refer separately to its posi- 
tion in the export market for commodities and the corresponding import 
market. Here again our comparison is limited to countries for which 
relevant data are available from United Nations’ sources. According to 
these statistics, India does not figure among the leading countries in either 
of these markets. The value of either exports or imports measures only 
about 5 per cent of the G.N.P. The ratio of the aggregate value of foreign 
commodity trade (exports plus imports) to O.N.P. is very much smaller for 
India when compared to most countries of the world. This ratio amounts 
to 10 per cent for India and also the U.S.A. It represents a small fraction 
of the corresponding ratios for industrialized countries like West Germany, 
France, the United Kingdom, Japan and also Canada on the one hand, 
and of the corresponding values of the developing coimtries like Iran, 
Iraq, Morocco, Nigeria, Tanzania, Venezuela and Zaire, on the Other- 

Arranging these countries in a descending order of importance accord- 
ing to the Value of annual exports, wc find India placed at almost the cad 
of the order. The value of its annual commodity exports measures less 
than 5 per cent of that of the U-S.A. or West Germany, and less than 7 
per cent of that of Japan, France or the U.K. The comparative position of 
India as an importer is similar. On \be 'wbcAe, it is cleat that this large 
economy of ours commands little importance in the international trade. 

The comparatively low level of development of the Indian economy is 
even more strikingly reflected in the level of consumption of certain key 
commodities. From a large list of these consumption items, we need 
refer in per capita terms to only three selected ones, namely, energy and 
steel, reflecting the degree of industrialization and sugar, reflecting the 
level of people’s living. Among the 51 countries of our list, India 
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occupies thirty-seventh position in the descending order of per capita 
energy consumption. Our annual consumption of all types of energy 
amounts to only 186 kilograms of coal equivalent. This is somewhat 
larger than the corresponding amount of Kenya, Pakistan, Sri Lanka, 
North Vietnam, Indonesia or Sudan, and very much larger than that of 
Zaire, Tanzania, Uganda, Nigeria, Afghanistan, Ethiopia or Nepal. Even 
so, it represents only a small fraction of the corresponding amounts of the 
countries at the top of the order. Our per capita energy consumption 
measures only 1.6 per cent of that of the U.S.A., 1.8 per cent of that of 
Canada, 3.1 per cent of that of Czechoslovakia and between 4 to 5 per 
cent of that of the Netherlands, Australia, the United Kingdom, West 
Germany, the U.S.S.R., Poland, France or Japan. 

Our per capita consumption of steel is about 16 kilograms per annum. 
Our comparative position in the order is about the same, the same coun- 
tries taking here precedence over us as in respect of the consumption of 
energy. Our lead over Kenya here is marginal, but it is substantial when 
compared to several other countries including Pakistan, Indonesia and Sri 
Lanka. The insignificance of our per capita steel consumption is again 
indicated by the fact that it measures only around 2.5 per cent of that of 
the U.S.A., Czechoslovakia, West Germany, Japan or Australia. Thus, 
while we may claim some importance in the industrial world on the basis 
of the size of employment in organized manufacturing activity, the level 
or degree of our industrialization is shown to be of little significance in 
terms of per capita consumption of basic items of energy and steel. 

Similar is the comparative position of our level of living as shown by 
our per capita consumption of sugar. It amounts to only 7 kilograms 
per annum and this is amongest the lowest in the world. Among the 
fourty countries of our list for which comparable figures are available, 
our consumption is higher than that of only China and North Korea. 
The highest sugar consumption, recorded here for the N.K., amounts to 
52.3 kilograms. It is followed by 50.3 kilograms of the U.S.A., 47.0 
kilograms of Canada, 46.4 kilograms of Australia and 44.2 kilograms of 
Hungary. Included among the other countries whose annual per capita 
sugar consumption is five times or more than that of India are Poland, 
Czechoslovakia, Argentina, the U.S.S.R., Venezuela, Brazil, East Germany, 
South Africa and Mexico. 

Thus, we may conclude that the Indian economy in terms of both area 
and population is one of the- largest in size among the economies of the 
world but it is nonetheless one of the most under-developed among them 
as shown by the level of its per capita national income and by per capita 
consumption of key items like energy, steel and sugar or by the relative 
preponderance of primary, particularly the agricultural activity in the 
structure of its production. 
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U. 

Today, the Indian economy is decidedly on the march. For a better 
appreciation of its new dynamism it is necessary to recall briefly the his- 
torical context in which the process of infusing it into the economy was 
launched soon after independence. In the course of history stretching 
back over about two hundred years from that date, the western nations 
had achieved, through industrial revolution and technological progress, 
their transformation into highly developed modern economics of affluence. 
During the same period, it was India’s lot to endure colonial status with- 
in the British Empire and subserve interests other than her own. The 
lifting of the British rule in 1947 removed at one stretch the basic all- 
pervasive constraint on our potential for economic growth. It was, how- 
ever, accompanied by the partition of the country which disrupted beyond 
repair the economic structure that bad emerged during the era of British 
imperialism in India. 

That era was one of economic transition induced by our contact with 
the West. The first phase of this long drawn out process of transition 
lasted up to the middle of the nineteenth century. Its focus was on exter- 
nal commerce which grew rapidly on account of the discovery of new sea 
routes and progress of maritime transportation. It was, at the same time, 
a period in which the British virtually eliminated the rival colonial powen, 
the French and the Portuguese, and progressively extended their political 
rule and influence over the entire sub-continent. Those who came to trade 
with us became thus our rulers. 

The next was the phase of consolidation of the colonial rule. It extended 
upto the First World War. In the course of this period, a viable adminis- 
trative, judicial and fiscal superstructure was imposed all over the country 
for achieving a semblance of political unification and for preserving law 
and order. Internal peace and security were apparently maintained all 
through this period. 

The prime motivation of the rulers then was to render utmost help to 
the progress of their country towards industrial supremacy in the world. 
This was eminently fulfilled by operating a set of colonial policies which, 
on the one hand, invoked laissezfaire in a manner involving not merely 
neglect of indigenous needs and interests but also a large scale decay and 
destruction of native crafts, skills and enterprise and, on the other, vigor- 
ous promotion of British capital, know-how and enterprise in the opening 
up of the country through an extensive network of railways and roads, 
and the ‘mining’ of the colony through trade, commerce and finance. 
British capital established the tea and colfee plantations and the jute in- 
dustry to supply the needs of their expanding empire and also pre-empted 
a sizable part of the growth of the premier cotton textile industry to 
which the nascent indigenous enterprise was attracted by the opportunities 
of catering to domestic demand created by the.changing conditions of the 
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international market after the Civil War in America. There did thus 
appear during this phase rudiments of modern industry oriented over- 
whelmingly to the needs of Great Britain in particular and of the western 
nations in general. 

There was correspondingly a great expansion of foreign trade of India. 
This came to reflect her changed role as a primary' producer, sending out 
agricultural produce and other raw materials and taking in manufactures 
fabricated outside, often from her own raw material exports. The result- 
ing decline in traditional industry increasingly threw craftsmen and artisans 
out of employ to swell the ranks of pauperized peasantry. 

But agriculture had kept on groaning under the new dispensation of 
revenue and judicial procedures which served only to facilitate the oppres- 
sion of the peasantry by landlords, moneylenders, middlemen and the like 
parasites. Apart from the emergence of cash crops, like cotton, in a few 
places, there was nowhere, in the vastness of India’s agriculture, any sign 
of change in the traditional low productive subsistence agrarian structure. 
On the whole, this phase was marked by' steady deterioration of agricultural 
condiiions and indeed in the general economic position of the country. 

The third and final phase of the transition under the British began 
with the First World War and ended with the end of their rule after the 
Second. This period is more remarkable for the rise of Indian nationa- 
lism and for its political progress that culminated in independence in 
1947 than for any significant advancement in the economic field. How- 
ever, we must note that some progress was made by the process of 
industrialization on account of the two wars and the grudging adoption 
and practice of ‘discriminating protection’ by the colonial Government in 
the inter-war years. The wars, the second much more than the first, 
witnessed heightened econoim’c and industrial activity but their success in 
promoting industrial growth was counter-balanced by the dilapidation of 
the basic infra-structure of overhead facilities and services coupled with a 
great accumulation of industrial wear, tear and obsolesence. The dis- 
criminating protection had succeeded, however, in promoting the growth, 
especially during the period of the great depression, of some of the major 
industries of pre-independence India including the iron and steel, sugar, 
cement and paper industries. There was also noleable growth of mining 
particularly of coal and iron ore during this period. Some progress was 
concurrently witnessed in internal and external trade, banking, insurance 
etc. But in the preponderant agricultural sector, no redeeming signs had 
as yet appeared. New cash crops .had emerged, market economy had 
made further inroads, co-operative credit had made a beginning, and 
research, extension and demonstration "were given some attention. But 
aU these proved much too inadequate to stem the continuing secular 
deterioration of agrarian conditions all over the country. Pressure of 
population had kept on increasing to damage the viability of outmoded 
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traditional structure, while the great depression bad added to the roiscry 
of the peasantry. Before the end of the phase, it became clear that Indian 
agriculture which had traditionaljygenerated surpluses of grain for export 
could not be relied upon to meet the domestic requirements in full. 

On the whole, achie^'ements of the British rule in the economic sphere 
were not at all impressive. As one of the most charitable assessments of 
the British impact on the Indian economy concludes, “In 1939, after a 
hundred years of British investments, peace, order and modem comraer* 
cial law, after nearly a century of modeni railways, after eighty years of 
Indian enterprise in a vast internal market of 300 million souls, India still 
had an industrial establishment of only 2 million workers, a steel output 
of less than a million tonnes and a population which still depended for as 
much as 80 per cent of its livelihood on a static, over-crowded, agrarian 
economy. Not by any stretch of imagination can this be called a record 
of dynamic growth. It is simply the first sketch of a first beginning.”* 

It is this economy that was called upon to contribute its utmost to the 
mobilization of men and materials in favour of Great Britain and her 
allies in the Second World War. The relentless pursuit of this overriding 
purpose resulted to wholesale dilapidation and obsolcseace of the econo* 
mic structure, including its agricultural component which failed to prevent 
the forgotton scourge of famine which afilicated populous Bengal in 1943. 

Before anything could be done about this general dilapidation of the 
• . * • • • disrupt it 

. . • * • ’t disrupted 

merged to 

serve undivided India as a unified whole. A significant part of internal 
trade became external with a clear possibility of its diversion away from 
India. There was considerable aggravation of the balance of payments 
position. 

More fundamental nere the sudden dislocation of the transport and 
communication systems, the disruption of the bigger industries like jute 
and cotton textiles involving separation of the manufacturing processes in 
India from important sources of raw materials left in Pakistan. Similar 
wasthelossofccrtainminefalsIiJcegypsum, salt and sulphur. Indian 
consumer industries suffered also the loss of sizable consumer markets in 
the provinces now constituting Pakistan. 

Indian agriculture was likewise disrupted on account especially of 
disproportionate loss ofarea under irrigation. India’s share in the pro- 
duction of food and commercial crops too was comparatively smaller. 
India became comparatively poorw also in the quality of its livestock. 

In any case; India was burdened with a larger proportion of popula- 
tion as compared to its share in total area and a larger proportion also 


•Ward, Barbara, Indlaandthe lf'at,Uamsb Hemifton, London, 196t,p. IJt. 
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of urban population. In addition, there were the immediate problems 
associated with the exchange of population on a mass scale, which in 
quantum and quality was unfavourable to India, 

Immediately, the new Government of India had thus to address them- 
selves to the gigantic tasks of rehabilitating nearly 20 million displaced 
persons and reorganizing its economic and industrial structures on a nar- 
rower base. These were accomplished to a large measure in the imme- 
diate post-independence years, during which the Government successfully 
ushered in the new policy based on a constitution providing for a liberal 
democratic rule. It proceeded further to institutionalize Central planning 
for economic and social dei'elopment, which had to begin almost from a 
scratch. 


m 

Planning for comprehensive social and economic development began 
thus in 1951. It has been continuously pursued since then on the basis 
mainly of quinquennial Plans. The first three Plans were successively 
undertaken. At the end of the Third Plan, however, the situation war- 
ranted postponement of the introduction of the fourth quinquennial Plan 
by 3 years, during which the process had continued on the basis of Annal 
Plans. The Fourth Plan was consequently undertaken from 1969 to 1974 
and the Fifth Plan is now at the close of its stage of formulation. 

The Plans represent a conserted effort undertaken by the Government 
on a massive scale. The outcome of this effort can be easily, seen by 
comparing the position of the economy in 1951 with that of the latest 
year for which relevant data are available. We will take for our compari- 
son here the period of two decades from 1950-51 to 1970-71. In the 
course of this period, national income, as measured in constant 1960-61 
prices, increased at an annual average rate of 3.6 per cent, from 
Rs. 92,420 million to Rs. 1,87,550 million. It had thus more than doub- 
led over the period. But the population too had increased during the 
same period at an annual average rate of 2.1 per cent, from 358 million 
to 540 million. Consequently, per capita income at constant prices 
increased at a rate of only 1.5 per cent, which is much less than half the 
rate of grovrth in the national income. 

To indicate the structural change that accompanied this expansion of 
the economy we may refer to the sectoral distribution of the gross domes- 
tic product at factor cost measured in constant in 1960-61 prices. The 
relevant figures are given in Appendix, Table II. It may be noted that the 
figures for 1950-51 are not strictly comparable as they do not distinguish 
between the shares of commerce, transport and communications. Ade- 
quate idea, however, is given by the comparison between 1955-56 and 
1970-71. The structural change indicated by this comparison is one of 
significant decrease in the relative contribution of agriculture to rgoss 
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domestic product. The corre^onding increase has been shared by all the 
remaining sectors. The different of 11.4 points representing the decrease 
in the share of agriculture is corresponded by an increase of 3.6 points in 
the share of manufacture, 3.4 points in tl« share of other services, includ* 
ing communications, and 1.6 points ia that of construction. Substantial 
gains appear to have accrued also to the transport sector and to the com- 
bination of public utilities represeotiag electricity, gas and water supply. 
To take a broader view of this broad structural change in the economy, it 
may be said that the share of primary production, including agriculture, 
mining and quarrying, was reduced by 11.2 points, while the secondary 
sector recorded a gain of 7.8 points and the tertiary sector, of the remain- 
ing 3.4 points. 

A closer view indicates that the pace of growth differed cosiderably 
between different constituents of each sector in the economy. The output 
of agriculture increased at an annual rate of 3.3 per cent but within agri- 
culture production of foodgrains recorded a rale of 3.5 per cent. A part 
of the increase in foodgrains production accrued significantly from impro- 
vement in productivity; foodgraios production per hectare increased 
during tie period by 1.9 per cent per annum. Jn the industrial sector, 
the output of capital goods increased at a rale of 1 0.6 per cent per annum, 
as against the overall rate of 6.5 per cent. 

Detailed figures of physical output for tie leminal years of the period 
indicate a significant process of diversification of the domestic product. 
Growth has been the characteristic of almost all types of industries and 
mining. But major gains have been in the field of basic development. 
Irrigation potential, for example, has nearly doubled during the period 
and it is now estimated that nearly a half of the ultimate irrigation poten- 
tial has already been harnessed. In mining, the production of coal increased 
from 33 million tonnes to nearly 75 million tonnes and of iron ore from 
3 milliaa tonnes to 23 aiUUon tonaes. Jo melaUarg'ica} intSastr'm the 
production increases recorded by different items over the period were 
from 1 .7 million tonnes of 7.0 million tonnes of pig iron, from 1.5 million 

. ■ ■ ■ - the 

, . . • ■ ‘S to 

167 inilljon tonnes- 

A variety ofengiwwinp indiwtries have come up during this period. 
Machinery and tools of ail kinds arc now produced within the country. 
For example, the new lines are sugar nulls and cement plants; their com- 
bined production increased in terms of value from Rs. 6 million to Rs. , 
ISO million. Railway uugons, aa^mobiks incladiag the new lines of 
motcr-cixlcs and scooters, power driven pumps, diesel engines, bicycles 
and swing machines ha^c recorded manifold increases. 

Power generation has multiplied several times and considerable pro- 
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gress has been made in enveloping the entire country by a unified electric 
grid system. Electrical engineering industries have, therefore, received a 
considerable boost. Production of power transformers increased from 
179 thousand kva to 886 thousand kva and of electrical motors from 
99 thousand h. p. to 2721 thousand h. p. Production of electric fans and 
lamps and a variety of electronic products, including radio receivers and 
television sets, has tremendously increased. 

In the field of chemical and allied industries, the fertilizers have led 
the pace. In 1950-51, the production of nitrogen fertilizers amounted 
only about 9 thousand tonnes of Neplha and that of phosphatic fertili- 
zers, 2 thousand tonnes of P^Oo. In 1970-71 the production of the former 
was 830 thousand tonnes of Neptha and of the latter 229 thousand tonnes 
of PgOs. 

Within textiles the traditional jute industry recorded a nominal pro- 
gress. But the cotton textiles have witnessed significant expansion. Here, 
rayon yarn and other synthetic fabrics have grown much more rapidly; 
production of rayon yarn increased, for example, from about 2 thousand 
tonnes in 1950-51 to 98 thousand tonnes in 1970-71. 

It would appear, thus, that one of the basic initial weaknesses of the 
economy, namely, lack of basic development, that is, the absence of capital 
goods industries supplying the needs of immediate and final consumer 
goods industries, has been overcome to a significant extent. Today, the 
Indian economy is much more balanced. Its production base has been 
greatly diversified. The scale of its activity is correspondingly larger and 
its content much more elaborate and complex. Its external relations too 
have enlarged in scale and they are different in character and in 
direction. 

All these represent considerable achievements of Indian planning, though 
it is true that economic development has as yet failed to acquire self- 
sustaining momentum. Overall rate of 3.5 per cent economic growth can- 
not indeed be viewed as quite satisfactory from the point of view of the 
needs of the people. Even so, it appears very remarkable in the light of 
the odds that the process had to face in the initial stages and in compari- 
son to what happened during the preceding period of agrarian stagnation 
coupled with sluggishness of industrial growth under the British rule. It 
is remarkable also for the fact that the effort has been pursued by the 
Government within the framework of a liberal democratic polity. 


IV. 

Even so, it is readily admitted that these achievements fell below the 
targets set by planning. For example, the First Plan was conceived as a 
first step towards the doubling of per capita income in real terms at the 
end of 25 years of continual planning in 1976. By 1971, however, per 
capita real income had risen only about 33 per cent and the date of its 
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doubling seems lo have receded far into the future. The cxplanatloo of 
this grievous shortfall does not lie in the fact of population growth alone; 
it must extend to recurring acts of omissions and commissions on the 
part of ruling Governments wilfully committed at times in the larger inte- 
rests of the nation and to pre-existing and newly emerging factors beyond 
their control. 

What is beyond any doubt is the firm commitment of the Government 
to undertake the development effort on a continuing basis and on an ever- 
enlarging scale. This is adequately reflected in the investment outlays of 
the different Plans given below: 


TAtal Plan OnUaj 


Plm 


Rs. Million 

First Five Year Plan 

(1951*56) 

38,600 

Second Five Year Plan 

(1956-61) 

79,720 

Ttiird Five Year Plan 

(l96f-€6) 

129,765 

Three annual plans combiaed: 

(1966-69) 

103,467 

Fourth Five Year Plan 

(1969-74) 

257,540 

Fifth Five Year Plan (Draft) 

(1974*79) 

534,110 


These outlays are expressed in current prices. A part of the rise in 
outlays represents inevitably the impact of price changes which have con- 
sistently maintained upward direction during the period in question. But 
the successive enlargements in outlays are so very sizable as to clearly 
indicate a progressive intensification of the development effort in real 
terms. 

Mobilization of financial resources on such an increasing scale called 
for generating savings tram wUbia the economy that was characterized by 
generally very low levels of consumption. This was attempted from year to 
year with varying success. Domestic savings measured somewhat less than 
5 per cent of thenational income at the beginning of planning. This propor- 
tion rose to 8 percent by 1955 and IZpcrcent by 1964. Thereafter, it fell 
back 8 per cent in the dilBcuIt years of 1967 and 1968 to rise again to W 
per cent in 1971. This was supplemented by inflow of capital from out- 
side in order to increase net iavestmeat as a proporiha of natiossl in- 
come to 8.5 per cent in 1955, 14.9 per cent in 1964, 11.6 per cent in 1967, 
11.1 per cent in 1968 and also in 1971. Inflow of foreign capital into the 
economy had increased during the sixties to a level of 3.6 per cent of 
national income in 1967 but its relative importance has progressively de- 
creased all through the subsequent years. It is in any case clear that a 
high level of capital fonnation was maintained all through planning 
period. This is to be admitted even while conceding that a higher rate 
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was indeed necessary to avoid recurring needs, difficulties and bottlenecks 
in the progress of development. 

The manner in which the task of channelizing investment in conformity 
with the goals of development was handled by planning is reflected broadly 
in the sectoral distribution of aggregate outlays noted above. The 
relevant figures are given in Appendix, Table V. It must be noted in this 
connection that a distinguishing feature of Indian planning has been the 
limitation of the direct responsibility of the Government to basic develop- 
ment, including the infra-structure of overhead facilities and services, 
heavy and basic capital intensive industries and also key industries invol- 
ving defence and security considerations, in the public sector. For the 
rest, their job evidently was one of promoting, guiding and monitoring 
growth and development in the private sector. The share of public sector 
in the aggregate Plan outlays has progressively increased for the very 
reason that basic development attracted priority even from the point of 
view of facilitating growth in the private sector. Even so, it is clear that 
the quantum of private sector outlays has consistently increased from less 
than Rs. 15 billion in the first to nearly Rs. 90 billion in the Fourth Plan 
and further to the proposed outlay of Rs. 162 billion in the Draft Fifth 
Five Year Plan. 

The sectoral distribution of outlays for each successive Plans rested on 
the assessment of objective conditions under which the planning goals of 
income growth, employment generation and social justice had to be 
sought. In the first Plan the urgency of rehabilitating the economy, and 
strengthening in particular the base of food production, led to an emphasis 
on the agricultural sector. It was essentially a rehabilitation plan and as 
such it was quite successful. Thereafter, the main focus of concentration 
has been on industrialization and on the supporting infra-structure, where 
emphasis was increasingly placed on power development. Agriculture 
reasserted to claim high priority after especially the Third Plan when a 
succession of draughts had suddenly exposed its vulnerability. On the 
whole, it is clear that Plan priorities and the derivative sectoral distribu- 
tion of investment outlays reflected a concern mere with growth of gross 
national product than with either employment or social justice, in other 
words, a concern more with the size of national income than with its 
equitable distribution. 

The course of planning so pursued has not, in any case, been an easy 
one. The Second Plan’s concentration on the promotion of industrial 
sector, particularly on the rapid increase in steel making capacity, was 
quite sound and logical but it met with frustration in the foreign exchange 
crisis to which it had contributed. It was during the more difficult later 
half of this Plan that the easier course of the deficit financing of develop- 
ment process was adopted. Then followed the border war with China in 
the beginning of the Third Plan and the war with Pakistan towards its 



end- The end of that Plan coincided with the draught in Bihar and there 
followed a succession of poor harvests. The worsening of the situation 
in the agricultural sector led fo a partial industrial recession in a period 
of inflationary pressures induced by the jwrsistence with deficit financing. 
Recovery of agriculture and the success of the new agricultural strategy 
in initialing the Green Revolution in parts favoured vijth irrigation facili- 
ties helped to launch the Fourth Plan in an atmosphere of considerable 
optimism. Once again, however, an unanticipated influx of refugees on 
a mass scale into West Bengal led fo the second more successful war with 
Pakistan, leading inevitably to aggravation of the inflationary pressures 
which have continued to cbaracteriz«i the present economic situation. 

The succession of disturbing events beyond contro} of planning need 
not excuse all the shortfalls in the achievement. Planning was taken up 
in a spirit of adventure and it tended to raise anticipations much above 
the potenlialities that could, to fad, be baroessed. It is also evident that 
the liberal democratic political frame under which it was consistently 
pursued, not only left considerable scope for uncertainty but also invoked 
a spirit of compromise in permitting extra-economic political considera- 
tions to influence the Plan decision-making processes. 

It reveals also a number of dcGcieoces that characterized the develop- 
ment effort. Most of these deficiencies relate implementation of Plans 
and programmes of development. U can be said, for example, that it 
should have been possible to operates much better co-ordination bettveen 
industrial growth and agricultural development. Further, it should have 
been possible to evolve a strategy of resource mobilization through more 
iioaginative uses of fiscal, monelaty, banking and financial policies in a 
manner that would have provided greater encouragement to generation of 
savings and avoided tax evasion and diversion of resources into unhealthy 
speculative and iion-economic channels. 

Criticism can be made with justification of the host of controls and 
regulations that were introduced for the purpose of channelizing the 
growth in the private sector on appropriate lines. Further, it can be 
deplored that adequate attention was not paid to the creation of technical 
and scientific capabilities within the country for handling the tasks of 
management in general and of project formulation and appraisal in parti- 
cular. It can also be said that there was lack of co-ordination between 
policies of exports and imports and that in general the performance of 
foreign trade and exchange controls was not consistently up to the mark. 

Concern with economic growth perse and the manner in which it was 
pursued appear to have resulted also in unequal sharing of the gains of 
development between different sections of the community. lathe Indus-' 
trial sphere, concentratian of power coujd not be entirely avoided, while 
in agriculture the gains have been tmeqaally shared between different 
regions and within each region between different classes. In general, the 
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relatively more prosperous]"sections of the community were able to 
pre-empt the gains of development. 


V 

Democratic planning remains in India a ‘going concern’, displaying a 
large measure of resilience in meeting the demands of changing times. It 
has shown remarkable flexibility in its approaches and strategies and has 
taken from time to time corrective action in the light both of its own 
experience and of critical public opinion which has all along been unspa- 
ring in debating the role of the Government in the process of develop- 
ment. Such a process of rethinking began with the experience of agricul- 
tural adversity in the middle sixties and was carried forward during the 
years of stagflation, when the performance of planning was viewed to be 
at its lowest ebb. The succeeding Green Revolution further revealed the 
possibility of development leading to accentuation of social inequalities. 
It was apparent that planning had not made any dent on the deteriorating 
employment situation and on the widespread incidence of mass poverty. 

This reconsideration went beyond the functional aspects of planning 
to the need of reformulating the basic goals of development. This is well 
reflected in the preparation of the Draft Fifth Five-Year Plan. This 
Draft suggests an endeavour to highlight the goals of employment and 
social justice and to reduce the over-emphasis on economic growth per je. 
This document seeks to redirect the development cfibrt in the light of an 
assessment of the course that the inhibiting growth of population may 
take. It enunciates removal of poverty and attainment of economic self- 
reliance as the two strategic goals of development. It spells out a long- 
term perspective of development up to 1986 in the light of these considera- 
tions and proposes a policy-frame for implementation, which planning 
has hitherto been lacking. With this, it displays its determination to 
consolidate the gains that have so far accrued and a sense of realism in 
dealing with the problems faced in administration, execution and imple- 
mentation of the programmes of development. 

The Draft Plan in defining its ‘long-term perspective’ suggests that in 
1986 our population would be of the order of 705 million as compared 
to 547 million in 1971, Its structure would be somewhat difierent; pro- 
portion of infants, or of persons below 4, would decrease between these 
two dates from 16 to 11 per cent and that of children of 5 to 14 years in 
age would decrease from 26 to 23 per cent, while the corresponding inc- 
rease would be from 53 to 60 per cent in the adult population and from 
5 to 6 per cent in the old age group of persons above,60. It is anticipated 
that the proportion of the urban in the total population will advance over 
the period from nearly 20 to 24 per cent. With regard to employment, 
the perspective envisages the growth of labour force to operate during the 
period at a higher pace; the numerical strength of the labour force is 
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anticipated to increase from 170 miUion in 1971 and 183 million in 1974 
to 248 millioQ in 1986. The tasks of supplying the needs of 705 raiHion 
persons at improved levels of living and of gainfully employing 248 
million of them call for undertaking development on a scale substantially 
higher than the scale it has ever attained in the course of planning so far. 

And at ihe same time, planning must realize the strategic goal of self- 
reliance. This goal has been emphasized ever since it was concretized by 
the Third Plan which said, “The aim must be to make the economy 
more and more self-reliant, so that it is able to support within a period 
of 10 to 12 years an adequate scale of investment from its own produc- 
tion and savings. Normal flow of capital may continue but reliance on 
special forms of external assistance has to be reduced progressively and 
eliminated.” The Draft Plan envisages to achieve this aim over the next 
12 years by 1986 and emphasizes that what It seeks “is a dynamic self- 
reliance where the rate of growth is accelerated, while, at the same time, 
developing the capability to sustain it essentially from our own resources. 
It is thus envisaged that by 1985-86 economic growth would be basically 
self-sustaining at a rate of 6.2 per cent per annum, which would be the 
highest ever attained by the economy on a sustained basis.” 

On the other strategic goal of removal of poverty, which too magnifies 
the size of development effort, the Draft Plan is equally emphatic. “The 
existence of poverty,” it says, ”is incompatible with the vision of an 
advanced, prosperous, democratic, egalitarian and just society implied in 
the concept of a socialist pattern of development. In fact, it holds a 
potential threat to the unity, integrity and independence of the country. 
Elimination of poverty must, therefore, have the highest priority.” 
Elaborating its approach to the problem of poverty, the Draft Plan enun- 
ciates its development strategy as follows : 

“Our professed goal of removal of poverty requires that the growth 
strategy must seek not only a higher rale of growth than observed in 
the past but also reduced inequality in the distribution of income 
and consmnption. The composition of growth must be such as fav- 
ours the rural and urban poor. This calls for efforts in several direc- 
tions. The pattern of production must lay emphasis on food and 
other articles of mass consumption. There must be massive employ- 
ment generation which will sustain and will be sustained by greater 
availability of wage goods. It is also essential to augment social 
consumption and investment with a view to maximizing the efficiency 
and productivity of vast numbers as well as to improve the quality 
of their life. The institutional reform and the fiscal policy roust be 
oriented to reduced inequality alongside increased productivity. The 
backward regions and classes have a high incidence of poverty. Their 
development must receive high priority. Every effort must be under- 
taken to carry family plarming to the strata who need it most. 
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“In India, poverty is too big and complex, a problem to be overcome 
within the span of a single Five-Year Plan. But the compulsions of 
the present situation dictate that the Fifth Plan should be so orien- 
ted as to speed up the process of removing poverty and fulfilling 
people’s expectations. In situations involving massive under-utiliza- 
tion of human resources, a higher growth rate and in increased 
equality in terms of consumption are mutually compatible objectives 
if planning and implementation are conceived along appropriate lines. 
The postulated rate and pattern of growth, the concern for freeing 
the development process from dependence on foreign aid, the stress 
on a more effective and integrated population policy, the emphasis 
on employment opportunities, the provision for a National Progr- 
amme of Minimum Needs, the accent on uplift of backward classes 
and development of backward regions, and the envisaged public pro- 
curement and distribution system to ensure availability of essential 
goods to the poorer sections of the population at reasonably stable 
prices have all been conceived as mutually reinforcing instrument of 
policy. Removal of poverty over a reasonable period of time is 
thus a key task which the country must accomplish well within the 
perspective period.” 


VI 

The Fifth Plan is conceived as the first definitive phase of progress on 
the path of ushering in a self-reliant poverty-free economy by the end of 
the perspective period terminating in 1986. The Plan’s target is to secure 
during the next five years a rate of growth of five and a half per cent, 
which is higher than the rate at which the economy has grown over the 
Fourth Plan. 

The Draft duely recognizes that the absence of a policy-frame indicat- 
ing co-ordination between instruments and targets had resulted in the past 
in “less-than-full achievements in the targets and, devises a policy frame 
presumably as an integrated part of the Plan, The need for this policy- 
frame derives justification from two specific anomalies of the prevailing 
situation, namely, the growing incidence of structural disproportionalities 
on the production side and the existence of a highly skewed distribution 
of property rights. Accordingly, it takes into account both the long-term 
objectives of development and the short-terms needs of dealing with a 
host of problems like the accentuation of the inflationary spiral and 
under-utilization of productive capacities occasioned especially by paucity 
of external finance required for procuring inventories. Specifying the 
natme of policy actions required the Draft Plan notes : 

“Instruments of economic policy must consequently cover a wider 
ground. They fall into four major categories: (a) appropriate alloca- 
tions of investment outlays to different heads of development in the 



plans drawn up for the various public agencies; (b) a package of mea- 
sures consisting of incentives and disincentives designed to direct the 
flow of private investment into preferred uses and away from areas 
of low social profitability; (c) institutional reforms which will release 
productive forces which uoutd otherwise lie dormant, leading to 
higher levels of production, and a more equal distribution of the 
benefits of extra production, and (d) finafly, a set of measures which 
may be described as fiscal and monetary in character which can help 
the process of development to be carried out in a non-inflationary 
manner while minimizing the need for administrative actions, where- 
ver they may tend to create unintended distortions in the resource 
allocation process." 

This enuQciation of policy measures may be taken to reflect a sense 
of realism which planning has begun to display in taking note of the 
needs of the broad masses of people. It remains to hope that this sense 
of realism will lead to more effective and efficient implementation of 
development programmes and (hat shortfalls in the achievement of targets 
will not recur so frequently as in the past. It is possible that confidence 
Is replacing mere enthusiasm in India’s endeavour to develop. 
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APPENDIX 
TABLE I 

Selecled Economic Indicators for Different Countries of (he World 


G.N.P. Per Capita 
Area Population $ (U.S. million National In- 

('000 km) million Dollar) come (at 

market prices 
U.S. S) 



(1) 

(2) 

(3) 

(4) 

]. Afghanistan 

647 

18 

1425 

83 

2. Algeria 

2382 

15 

3597 

259 

3. Argentina 

2777 

24 

— 

1171 

4. Australia 

7687 

13 

37162 

2919 

5. Bangla Desh 

143 

— 

— 

— 

6. Brazil 

8612 

99 

40839 

422 

7. Canade 

9976 

22 

92452 

4231 

8. China 

9597 

801 

— 

— 

9. Columbia 

1139 

22 

9573 

426 

10. Czechoslovakia 

11. Democratic Peoples' 

128 

14 

" — 

— 

Republic of Korea 

12. Democratic Republic 

121 

15 

— 

— 

of Vietnam 

159 

22 

3266 

174 

13. Egypt 

1001 

35 

6722 

202 

14. Ethiopia 

15. Federal Republic 

1222 

26 

— 

75 

of Germany 

249 

62 

230612 

3739' 

16. France 

17. German Democratic 

547 

52 

175918 

3403 

Republic 

108 

17 



18. Hungary 

93 

10 


__ 

19. India 

3280 

563 

46219 

88 

20. Indonesia 

1492 

122 

13655 

112 

21. Iran 

165 

31 

10927 

367 

22. Iraq 

435 

10 

2547 

278 

23. Italy 

301 

54 

109971 

1987 

24. Japan 

372 

107 

260890 

2462 

2S. Kenya 

583 

12 

1823 

151 

26, Mexico 

1973 

53 

34362 . 


27. Morocco 

447 

16 

3963 

250 

28. Nepal 

141 

11 

5 

74 

29. Netherlands 

41' 

13 

42109 

3159 

30. Nigeria 

924 

58 

3925 

85 

31. Pakistan 

804 

56 

11207 

205 

32. Peru 

1285 

14 

4424 

316 
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% Share in Cross Domestie 
Product 

Foreign Trade 
(ut U^. million $) 

Per Capita Consumption 

(in kg ) 

Jgricul- Manufac- 
ture taring & 
construc- 
tion 

Others 

Exports 

Imports 

Energy 
coal eijiii- 
vaUni 

Steel 

Sugar 

(5) 

(6) 

(7) 

(8) 

(9) 

(10) 

Ol) 

(12) 


— 


99 

166 

38 

1 


— 

— 

— 

852 

mi 

533 

48 

167 

11 

35 

54 

1941 

1905 

1728 

154 

44.0 

6 

39 

55 

6302 

4555 

5701 

621 

46.4 

15 

23 

64 

3990 

4723 

532 

77 

417 

4 

32 

64 

20178 

18354 

10757 

588 

47 

— 

— 

— 

— 

— 

567 

33 

45 

ZT 

2S 

45 

743 

837 

6I0 

30 

27 B 

11 

73 

16 

4915 

4662 

6844 

663 

44 

- 

- 

- 

- 

- 

827 

57 

€.7 

31 

8 

61 

13 

707 

140 

5 


25 

25 

50 

825 

899 

324 

30 

15.7 

51 

15 

34 

167 

189 

35 

2 

- 

3 

54 

43 

46203 

8976} 

5396 

648 

_ 

6 

4S 

48 

2584S 

26715 

4153 

456 


12 

71 

17 

56H 

5227 

5995 

507 

41 

17 

55 

28 

3292 

3154 

3279 

314 

44.8 

45 

19 

36 

2404 

2220 

186 

16 

7.0 

41 

22 

37 

1534 

1438 

133 

6 

7.4 

19 

42 

39 

2964 

2410 

954 

59 

28.5 

18 


39 

1184 

713 

642 

47 

33.3 

8 


51 

1854$ 

19282 

2796 

379 

— 

6 


50 

28591 

2»7] 

2351 

644 

304 

31 

18 

51 

267 

497 

J65 

15 

J66 

11 

34 

55 

1825 

2900 

1318 

83 

40.1 

31 

23 

41 

634 

768 

223 

21 

29 

69 

12 

19 

— 

— 

15 

— 

— 

7 

39 

54 

16784 

16918 

5711 

370 

— 

45 

19 

36 

2180 

1505 

66 

10 

— 

34 

19 

47 

698 

682 

158 

7 

108 

IS 

35 

46 

M3 

791 

622 

3J 

31.7 
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TABLE I (Cond.) 

Selected Economic Indicators for Different Countries of the World 



Area 
('000 km) 

Population $ 
million 

G.N.P. 
(U.S. million 
Dollar) 

Per Capita 
National In- 
come ( at 
market prices 
U.S. s; 


(I) 

(2) 

(3) 

(4) 

33. Phillippines 

300 

39 

9914 

254 

34. Poland 

313 

33 

— 

— 

35. Republic of Korea 

98 

32 

9092 

281 

36. Republic of Vietnam 

174 

— 

— 

— 

37. Romania 

238 

21 

— 

— 

38. South Africa 

1221 

23 

17358 

743 

39. Spain 

505 

34 

42725 

1239 

40. Sri Lanka 

66 

13 

2082 

164 

41. Sudan 

2506 

16 

1714 

109 

42. Thailand 

514 

36 

7003 ' 

193 

43. Turkey 

781 

37 

12091 

335 

44. Uganda 

236 

10 

1358 

134 

45. U.S.S.R. 

22402 

247 

— 

— 

46. United Kingdom 

47. United Republic of 

244 

56 

139658 

2503 

Tenzania 

48. United States of 

945 

14 

1339 

106 

America 

9363 

209 

1040190 

4981 

49. Venezuela 

912 

11 

11905 

1085 

50. Yugoslavia 

256 

21 

— 

— 

51. Zaire 

2347 

23 

2326 

102 
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% Share in Gross Domestic 
Product 

Foreign Trade 
(In U.S.minion$) 

Per Capita Consumption 
(in kg ) 

Agricul- 

ture 

Manufac- 
turing & 
construe- 
lion 

Others 

Export 

/nywr/f 

Energy 

coal equi- Steel 
valent 

Sugar 

(5) 

(Q 

(7) 

(8) 

(9) 

(10) 

(11) 

(12) 

29 

20 

51 

1159 

1485 

311 

20 

19.2 

19 

62 

19 

4932 

5335 

4556 

422 

44 6 

29 

29 

42 

1624 

2522 

2161 

105 

12.3 

31 

8 

61 


— 

287 

10 

12 J 

22 

— 


2599 

2616 

3150 

374 

27.9 

10 

40 

50 

— 

— 

2770 

190 

40.2 

12 

33 

55 

3830 

6755 

1765 

276 

29.2 

32 

17 

51 

3IS 

337 

146 

3 

18.6 

35 

16 

49 

360 

353 

m 

5 

17.6 

30 

25 

45 

1081 

1484 

305 

23 

9.2 

26 

29 

45 

885 

15(» 

564 

55 

21.0 

48 

11 

41 

261 

114 

66 

2 

14.8 

19 

63 

18 

15361 

I6(M7 

4767 

490 

43.4 

3 

37 

60 

24344 

27860 

5398 

406 

52.3 

36 

16 

48 

319 

364 

72 

5 

- 

3 

34 

63 

48999 

55310 

11611 

663 

50.3 

7 

43 

50 

3797 

2277 

2473 

184 

42.1 

18 

50 

32 

2237 

3233 

1610 

187 

29.3 

8 

51 

41 

781 

533 

86 

6 

— 
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TABLE II 

Percentage Distribution of Gross Domestic Product at Factor Cost by Industry 
of Origin at Constant Prices 

(At 1960-61 Prices) 



1950-51 

1955-56 

1960-61 

1965-66 

1968-69 

1970-71 

]. Agriculture 

48.8 

54.0 

49.7 

41.4 

42.4 

42.6 

2. Mining & Quarrying 

0.9 

0.9 

1.1 

1.4 

1.3 

1.1 

3. Manufacturing 

14.6 

13.0 

14.1 

17.5 

16.8 

16.6 

4. Electricity, Gas and 
Water Supply 

• 

0.4 

0.6 

1.0 

1.2 

1.3 

5. Construction 

2.0 

3.8 

4.5 

4.6 

4.5 

5.4 

6. Transport 

— 

3.4 

4.3 

5.1 

5.1 

5.1 

1 Railways 

18.1” 

1.7 

Z.1 

2.5 

2.3 

2.2 

2 Other Transport 

— 

1.7 

2.2 

2.6 

2.8 

2.9 

7. Other Services including 
Communications 

15.6 

24.5 

25.7 

29.0 

28.7 

27.9 

8. Gross Domestic 

Product 

100.0 

100,0 

100.0 

100.0 

100.0 

100.0 


’Included in Item 7 (i.e., other services) 

**This includes Commerce, Transport and Communications. 
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table in 

Selected Statistical Indicators of CroTtlh 



I950.SI 

1954-55 

1964-65 

1970-71 

1. National Income at 

Rs imllion 

92.420 

109,170 

159,170 

1,87^550 

2. Population 

million 

Rs. 

358 

258 

397.8* 

274 

488.7* 

336 

540 

1960-61 prices 


Rs. ffutlion 


58,990 

75,170 

Sector at 1960-61 prices 

— 

83,372 

5. 4 as per cent of 1 

6. Income from Mining 



55.8 

44.2 

44 0 

and Manufacturing 
at 1960-61 prices 

Rs. imllion 

— 

7,890 

17,230 

20,740 

7. 6 as per cent of 1 

8. Saving as per cent of 1 

9. Net Capital inoflw as 

0.7 

-0.1 

75 

8.0 

05 

10.8 

10.7 

3.3 

11.0 

10.1 

i.i 


per cent of 1 


10. Investment as percent of 1 


56 

8.5 

14.0 

11.1 

11. Index of Agriculture Output 

1949-50=100 

95.6 

116.8 

1SS.4 

182.2 

12. Index of Foodgrains Output 


905 

1153 

150.2 

182.7 

13. Index of Foodgrains Output 

per hactare* 

92.4 

103 0 

126.3 

1293* 

14. Index of Industrial Output 

1960=100 

1960=100 

54.8' 

72.7 

150.9 

180.8* 

Capital Goods 


— 

— 

224.6 

16. Index Output of 

Basle Metal Industries 

1960=100 

46.5* 

53 3 

1800 

221.7 

17. Imports— Foodgrains 

Rs. million 

996 

685 

2821 

2030 

18. Imports— Others 

Rs. million 

5506 

5878 

10669 

14222 

19. Imports — All 

Rs milUoo 

6502 

6563 

13490 

16252 

20. Exports- Traditional 

Rs. million 

4566 

4840 

5200 

6748 

21. Exports— Nan-traditloaal 

Rs, milltoD 

1440 

1080 

2960 

8601 

22. Exports— Ail 

23. Per Capita Output of 

Rs. million 

6006* 

143* 

5920 

8160 

1 5352 

Foodgrains 

kg. 

— 

— 


24. Education— Primary 






School Enrolment 

millions 

19.2 

232 

48.2 

60.7 

25. Education— Middle 






School Enrolment 

millions 

3-1 

40 

98 

14.6 

26. Education- Secondary 






School Enrolment 

njillions 

1.3 

23 

5.4 

7.8 

27. Education— University 






Enrolment 

millions 

0.3 

03 

0.9 

2.1 

28. Higher Technical Education 





Admission Capacity ; Diploma No. 

6216 

— 

_ 

47.000 


Degree No. 

4788 

— 

— 

25,000* 

29. Health Doctors No. 

56000 

— 

— 

109,000 

30. Hospital Beds 

No. 

113.000* 

— 

— 

266,200 

31. Primacy Health Centres 

No. 

725 

— 



5.183 

32. Medical Colleges 

... No. 

29 

— 

_ 

96 

33. Life Expectation at Birth Years 

33 

— 

— 

53 

31. Literacy Rate 

Per Cent 

17 

— 

— 

29 


*1956 and 1966; *1968-69; *1951 and I970J *1969, ‘J955-56; *1951-52, 
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TABLE IV 

Variation in Output of Selected Commodities behreen 1950-51 & 1972-73 


Sector & Item 


1950-51 1955-56 1964-65 1970-71 1972-13 


Agriculture 


A. Foodgrains million tonnes 

54.92 

69.22 

89.00 

108.42 

95.20 

(a) Cereals „ 

45.74 

57.53 

76.56 

96.60 

85.71 

Rice ,, 

22 07 

28.67 

39.03 

42.23 

38.63 

IVheat }, 

6.83 

8.87 

9.86 

23.83 

24.92 

Jowar ,, 

6.25 

6.73 

9.13 

8.10 

6.44 

Bajra „ 

2.67 

3.46 

3.73 

8.03 

3.80 

Others ,, 

7.92' 

9.80 

10.58 

14.42 

11.92 

(b) Pulses : 

9.18 

11.69 

12.44 

11.82 

9.49 

of which Gram : „ 

3.82 

5.40 

5.79 

5.20 

4.47 

B. Noii-Foodgrains 

(a) Oilseeds; ,, 

5.09 

5.63 

8.46 

9.26 

6.71 

of which Groundnuts ” 

3.43 

3.81 

5.89 

6.11 

3.92 

Rapeseed & Mustard 

0.77 

0.86 

1.47 

1.98 

1.85 

(b) Sugarcane fin terms of Gttr) 

6.92 

7.29 

12.03 

12.98 

12.64 

(c) Cotton million bales 

2.90 

4.03 

5.66 

4.50 

5.49 

(d) Jute „ 

3.51 

4.48 

6.02 

4.94 

4.87 

fe) Mesta „ 

0.67 

I.I7 

1.58 

1.26 

1.16 

Mining 

1. Coal million tonnes 

32.8 

39.0 

64.4 

74.3 

79.3 

2. Iron Ore „ 

3.0 

4.3 

15.2 

22.5 

. 24.0 

Metallurgical Industries 

3. Pig Iron million tonnes 

1.69 

1.95 

6.67 

6.99 

7.50 

4. Steel Ignots „ 

1.47 

1.74 

6.14 

6.14 

6.82 

'5. Finished Steel „ 

1.04 

1.30 

4.43 

4.48 

S.OS 

, 6. Steel Casting „ 

— 

15 

55 

62 

56 

7. AluminiumfVirgin metal) ,, 

4.0 

7.4 

55.1 

166.8 

174.8 

8. Copper ( „ ) 

7.1 

7.6 

9.4 

9.3 

12.6 

Mech. Engg. Industries 

9. Machine-tools Rs. million 

3 

8 

257 

430 

626 

10. Cotton Textile Mech. ,, 

N.A. 

40 

216 

303 

. 64 

11. Sugar Mill Machinery ,, 

— 

2 

89 

139 

45 

12. Cement Machinery „ 

— 

4 

21 

42.0 

39 

13. Paper Mill Machinery „ 

— 

— 

15 



14. Railway Wagons (’000) 

2.9 

15.3 

23.7 

11.1 

10.8 

15. Automobiles (Total) „ 

16.5 

25.3 

70.9 

87.9 

89.6 

(i) Commercial Vehicles ,, 

8.6 

9.9 

36.9 

41.2 

39.3 

(ii) Passenger Cars „ 

7.9 

15.4 

34.0 

46.7 

50.3 

16. Motorrcycles and Scooters ,, 

— 

0.9 

37.4 

97.0 

115.7 

17. power Driven Pumps ,, 

35 

37 

188 

159 

287 

18. Diesel Engines (Stationary) ,, 

5.5 

10.4 

74.1 

65.7 

93.5 

19. Diesel Engines (Vehicular) „ 

— 

— 

8.2 

3.2 

2.2 

20. Bicycles 

99 

513 

1422 

2042 

2383 

21. Sewing Machines ,, 

33 

111 

338 

235 

340 

Elect. Engg. Industries 

22. Power Transformer ’000 kva 

179 

625 

3593 

8086 

9440 
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TABLE IV iCond.) 

Variation in Output o( SelKted Commaiftties beftreen 19S0-SI & 1972-73 
Sector & Hem J950-S1 1955-56 1964-65 1970.71 1972 J3 

23. Electric Motors ’OOOhp. 99 272 1430 2721 2/89 

24. Electric Fans ’000 199 287 1272 1716 2434 

25. Electric Lamps million 140 250 680 1193 150.6 

26. Radio Receiver '000 54 102 Jri 1794 1827 

27. Electric Cables & Wires : 

(i) Aluminium Con- 
ductors *000 tonnes 1.7 9 4 48.8 64 2 78.1 

(li) Bare Copper 

Conductors 5 0 8 7 S.3 0 7 1.0 

Chemical and Allied Indnstrles 

28. Nitrogenous Fertilizers 

’000 tonnes of N 9 80 234 830 1059 

29 Phosphafic Fertilizers 

’000 tonnes ofprfts 9 12 132 229 325 

30 Sulphuric Acid '000 tonnes lOl 167 695 1053 1206 

31. Soda Ash „ 45 82 287 449 486 

32. Caustic Soda 12 36 192 371 397 

33. Paper and Paperboard „ 116 190 493 755 733 

34. Rubber Tyres and Tubes : 

(1) Automobile Tyres nutiion — 0 90 2.16 3.79 4.34 

(ii) Automobile Tubes — 080 2.19 3.45 4.29 

(lii) Bicycle Tyres .. — 5.80 16 45 19.20 19.63 

(iv) Bicycle Tubes — 5.69 I6 06 13.81 13 69 

3J. Cement miflioci tonnes 2.73 4.67 j.yg 14.4 15,5 

36. Refractories '000 tonnes 237 293 702 683 773 

37. Refined Petroleum 

Products n^llioo tonnes 0.2 3.4 E.5 17.1 17.8 

Textile Indnstiies 

38. Jute Textiles ’000 toones 837 1071 1292 958 1074 

39. Cotton Yam million kg. 534 744 968 929 972 

40. CottonCIoth(Toial)milHonii»etcr$ 4215 6260 7744 7596 7924 

(i) Mill Sector .. 3401 4665 4675 4055 4224 

(ii) Decentralized Sector 814 1595 3069 3541 3700 

41. Rayon Yam 'OOOtonnes 2.1 135 71.8 98 1 1130 

42. Art Silk Fabrics million tonnes 287 331 839 947 918 

43. Woollen Manufactures : 

(i) Woollen Worsted 

Yam million kg 4.7 4.5 4.2 — — 

(ii) Woollen Worsted Fabric 

(wearable) million metres 2.4 23 3 0 — •— 

Food Industries 

44. Sugar '000 tonnes — — — 3740 — 

45. Tea million kg 92 163 164 421 453 

46. Coffee 'OOOtonnes 241 9.1 7.4 72.7 73.2 

47. Vnnoipatl ’OOOtonnes 104 97 80 558 581 

Electric Enersy Generated ; 

billion kwb 7.8 


80 


8 8 55 8 


63.6 
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TABLE V 

Sectoral Distribution of Plan Investment Outlays* 

(Rs. in million) 


First 


Third 

Annual 

Fourth 

Fifth 

Plan 

B 

Plan 

Plans 

Flan 

Plan 

1. Plan outlay— public 






sector 19,600 

46,720 

85,765 

66,167 

167,740 

372,500 

Agriculture and 

Irrigation 7,240 

9,790 

17,536 

14,414 

34,660 

74,110 

Power 1 ,488 

4,520 

12,523 

12,099 

24,480 

61,900 

Mining and Manu- 
facturing 968 

11,250 

19,671 

16,365 

37,290 

89,390 

Transport and 
Communication 5,178 

12,610 

21,117 

12,223 

38,870 

71,150 

Education, Health, 
other Social Services, 
and Miscellaneous 4,726 

8,550 

14,918 

11,066 

32,440 

75,950 

2. Total investment 33,600 

67,500 

1,04,000 

93,360 

— 

4,75.610 

Public Sector 14,600 

34,500 

63,000 

56,060 

— 

3,14,000 

Private sector 19,000 

33,000 

41,000 

37,300 

89,800 - 

1,61,610 


*Fifth Plan outlays are gross, while rest are net. 
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XIV of 1856, 803; Act 

XVIII of 1837, 803; Agri- 
cultural Produce Markets Act, 
302; Africulurists Loans Act of 
1884, 159; Banking Companies 
Act of 1949, 872; Banking 
Companies (Acquisition and 
Transfer of Undertakings) Act 
1970, 875; Banking Laws 
(Amendment) Act, 1968, 874; 
Bombay Money Lenders Act, 
888; Bombay Securities Contract 
Control Act 1925, 893; Bombay 
Tenancy Act 1948, 255; Com- 
panies Act 1949, 541, 907; Com- 
panies Act 1956, 551-554, 764; 
Cooperative Credit Societies Act 
1904, 160; Currency Act of 
1927, 899; English Merchant 
Shipping Act 1924, 761; Finance 
Acts of 1964 and 1965, 516; 
Gold and Silver Coinage Act of 
1835, 895; Government of India 
Act 1919, 730; Government ©f 
India Act 1935. 1, 98, 732, 737, 
858; Indian Aircraft Act I9ll, 
782; Indian Airship Rules 1913, 
782; Indian Aircraft Act and 
Rules, 787; Indian Life Insurance 
Companies Act, 867; Indian 
Motor Vehicles Act 1914, 736; 
Indian Railways Act 1948, 720; 
Industries (Development Regula- 
tion) Act. 1961, 16-17, 31, 493- 
495, 517, 524; Inquiry Act 1952, 
579; Merchant Shipping Act 


1958, 767; Minimum Wages Act, 
1948, 310; Motor Vehicles Aa 
of 1939, 737; Motor Vehicles 
(Amendment) Act of 1956, 739; 
Mysore Money Lenders Act, 888 ; 
National Highways Act 1956, 
733; Paper Currency Act of 
1861, 895; Plantations Labour 
Act, 311-312; Postal Act 1854, 
804; Reserve Bank of India Act 
1954, 869, 872; Reserve Bank of 
India Act of 1947, 913; Reserve 
Bank of India Act of 1956, 
899; Reserve Bank of India Act 
of 1957, 899; Road Transport 
Corporation Act of 1950, 738; 
Securities Contracts (Regula- 
tion) Act 1956, 892-893; State 
Bank of India Act 1959, 872; 
State Finance Corporation Act 
1951, 627; Tariff Commission 
Act of 1951. 851; U.P. Tenancy 
Act of 1939, 248; Zamindan 
Abolition Acts, 250 

Administration: All-India Services, 
creation of, 31; district, change 
in, 31; Economic (Advisory) 
Service, 31; Ministries, coordi- 
nation of interconnected acti- 
vities in, 31; Paul Appleby 
Report (1953 and 1956), 31; 
reforms of, 31 ; Statistical Service, 
31; V.T. Krishnamachari Report 
on (1962), 31 

Africa, locust menace I'n, 291 

Agricultural classes, classification 
of. 198 

Agricultural commodities, imports 
and exports of, 197, 200-203 

Agricultural credit, features (f, 
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295; need for an institutional 
Credit agency, 295-299; corpora- 
tion, setting up of, 294, 297 
Agricultural implements: clod- 

crushers, 292; harrow, 292: hoe, 
292; ploughs, 292; power-tillers, 
293; power-paddy tlmeshers, 293- 
294; riders, 292; rollers. 293; 
seed-drills, 292; tractors, 293 
Agricultural labour: 198, 249, 304- 
305; Agricultural Labour En- 
quiry (1950-51), 307, (1956-57), 
307-308, findings of, 310-311 ; All- 
India Seminar on, recommenda- 
tions of, 311-312; character and 
problems of, 308-310; coloniza- 
tion of, 31 ; Committee on Labour 
Welfare (1969), recommendations 
of, 308; Coordination Commit- 
tee, recommendations of, 311- 
312; definition of, 307-308: 
improvement in living conditions 
of, 312-315; Marginal Farmers’ 
Scheme, 313; population of, 
305-306; problem of identification 
of, 307-308; Royal Commission, 
recommendations of, 309; Second 
Plan (1956-61) viewed the pro- 
blems of, 310 

Agricultural land, total area of, 46 
Agricultural practices, and techni- 
ques, 270 

Agricultural Prices, decline in, 529 
Agricultural Production: Agri- 
cultural Production Board, 318; 
allocation in the Plans, 26-2S, 
347-348; evaluation of the pro- 
gramme of, 324; Agriculture 
(1956-66) and (1966-67), failure 
of, 169; (1967-68), improvement 
of, 527-528; food production, 
in (1950-51), 334, (1966 and 
1967), faU of, 318, in (1969-70), 


98; in (1970-71), 98, reasons for 
deficits in, 348; recommenda- 
tions of the Nutritional Advisory 
Committee, 348-349; recovery in, 
30; setback in. 33; statistics on, 
325-326 

Agricultural Refinance Corpora- 
tion. 226, 238, 297-299, 358, 361, 
366 

Agricultural Research, 20; Indian 
Agricultural Research Institute, 
218. 271, 289 

Agriculture: Agricultural Exten- 

sion Service, 270; consumption 
expenditure on, 203; cropping 
pattern of, 329; dependence on, 
41; environment factors for 
assessment of, 203-210; favour- 
able climate for, 44; First Plan, 
priority to, 495-496; Food Cor- 
poration of India, 180, 301, 304; 
Ford Foundation Team (1951). 
recommendations of, 315-316; 
Grow More Food Committee, 
190, 268, 270, criticism of, 315; 
Import policy in, 200; India’s 
Policy Committee on, 164; Indo- 
German Agricultural Project, 
Mandi, 316; Intensive Agri- 
cultural District Programme 
(lADP), 247, 313, 315-318, 

success of, 316; National Agri- 
cultural Credit (Long-term opera- 
tions) Fund, 871, 878; National 
Sample Surv^ej', 203; new stra- 
tegy, 318; occupation pattern of, 
198; Package Programme sec 
Intensive Agricultural District 
Programme, Pilot Projects, 323; 
problems of. 50-61 ; Reserve 
Bank's role in, 878; Royal 
Commission on (1927-28), 163. 
203-204, 276, 302, 309, 315; 
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scientific management for, 323- 
324; self-sufficiency in, 347-348 
Agro-Industries Corporation, sett- 
ing Up of, 172, 294 
All-India Rural Credit Review 
Committee, 168, 339, 871; re- 
commendations on crop loan 
system, 173-175 

All-India Rural Credit Survey, 187, 
300; report of the Committee of 
Direction of, 160 
All-India Rural Debt and Insest- 
raent Survey, 176 
Aluminium Industry, expansion of, 
439; in Tamil Nadu, 455; pro- 
blems of manufacturing of, 60; 
production of, 439 
Ambar CharKha, 537, 570 
Andhra Pradesh: Agricultural Re- 
finance Corporation in, 176; area 
under high-yielding varieties in, 
279; asbestos in, 437; black and 
red soils in, 207-208; coal fields 
in 56; concentration of hand- 
looms in. 538; consumption of 
nitrogen from 1965-66 to 1970-71, 
283; cotton crop in, 231; copper 
deposits in, 60; crop diseases, in 
289; distilleries in, 506-507; fish 
production in, 369; gas turbine, 
115; important crop mixing, 273; 
irrigation works in, 83; land 
ceilings in, 258; landless labour- 
ers in, 305; progress of con- 
solidation of holdings in, 266, 
rainfall in (1970-71), 220; rice 
growing in, 231, 331 ; Scheduled 
Tribes Cooperatise Finance and 
Development Corporation, 398; 
sugar-cane in, 231 
Arabian Sea Islands, rainfall in 
1970-71, 220 

Arable land, per capita of, 46 


Archaeological Survey of India, 
219 

Argentina, land utihzation m, 217; 

livestock population in, 353 
Aryan civilization, location of, 75 
Assam: agricultural workers in, 
306; area under bigh-yieldmg 
varieties in, 279, coal produc- 
tion in, 105; concentration of 
hydro-power at, 112; consump- 
tion of nitrogen during (1965-66 
to 1970-71), 283; discovery of 
oil in, 433; forestry soils in 
209; gas reserves in, 115; hydro- 
electric potential, 59; hydro- 
electric project, 111; important 
ctop mixture, 273; internal 
waterways system in, 744; land 
ceiling in, 258; land management 
legislation in. 261; laterite soils 
in. 208; lignite deposits in, 56; 
oil and natural gas discoseries 
m, 43; oil resources, 58; power 
station under construction at, 
114; progress of consolidation 
of holdings, 266; rerolling mills 
in, 507; resumption of land for 
personal cultivation in, 255; 
river systems in, 76; tea industry 
in, 742; variety of forests in, 61 
Assyria, civilizations of, 240 
Atlantic Charter (August 1941), 6 
Atomic Energy, departments of, 
415; zninerals for, 444 
Australia, land utilization in, 214; 

livestock population in, 353 
Automobiles industry, rise of, 478 
Auxiliary Industries, employment 
given by, 535; groups of, 535- 
536; growth of, 535; total invest- 
ment in, 1535 

Babylonia, civilizations of, 240 
Bagasse, better use of, 56 
Balance of pa>ments (First Plan), 
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deficit in, 26 

Bamboo, demand for, 56; use for 
paper pulp, 62 

Banking: after the Second World 
War, 868; Banking Commission 
Report (1972), 874, 889; Banking 
Regulation Act (1969), 598; 

Bill Market Scheme, 883, 907- 
908; Central Banking Enquiry 
Committee, recommendations of, 
549, 591, 595, 870; Central Co- 
operative Banks, 226; commer- 
cial, 226, role in the financing of 
agricultural development, 298- 
299; crisis (1913-18), 542;degree 
of cohesiveness to the money 
and credit situation, 868; de- 
velopment of joint stock banks, 
867; failure of the Lakshmi and 
Palai Central Bank (1960), 872; 
financial aspects of, 877-878; 
foreign, assets and liabilities, 885, 
financing of, 884-885, total de- 
posits, 885; growth of, 868, 
886; habit, spread of, 30-31; 
Plilton Commission on, 868, 869; 
history of, 598-599; Imperial 
Bank of India, functions of, 867; 
Indigenous, 866, Chettiars, 866, 
868, decline in urban areas, 875, 
functions of, 875, Gujarati 
Shroffs, 887-888, Multani Shroffs, 
866; Multams,.Zm, 868; Land 
Development Banks, 226; legis- 
lation, 100, 869-875, Banking 
Companies Act 1949, 872, Bank- 
ing Enquiry Committee, 871, 
Banking Laws (Amendment) Act 
1968, 874, Banking Law (Appfi- 
cation to Cooperative Societies) 
Act 1965, 873, Banking Law 
(Miscellaneous Provisions) Act, 
873, Reserve Bank of India Act 
1934, 869, 872, scheme of social 


control, 874, State Bank of India 
Act, 872; nationalization of 
banks (1969), 30, 168, 875, 

objectives of, 599; nationaliza- 
tion of the Imperial Bank (1955), 
30, 165, 500, 871; number of 
commercial banks and exchange 
banks, 868; number of money 
lenders, 868; origin of, 866; 
pace of, 867; Post-Office Saving 
Bank, 867; rate, 517, 876-877; 
reforms, 30; Report of the 
Indian Central Banking Inquiry 
Committee, 868; Reserve Bank 
of India, advances to agriculture 
and other rural activities, 878, 
control on credit, 872-874, 
foreign exchange control, 877, 
issue of notes by, 870, 875-876, 
promotional and development 
agency, 872, 878-879, monetary 
policy, 876-877, nationafization 
of, 30, 500, role of, 16, 30-31, 
164,170-171,1000; Rural Bank- 
ing Enquiry Committee (1949- 
50), 164; Scheduled commercial 
banks, functions of, 880-884; 
scope of, 868; State Bank of 
India, assets and liabilities of, 
879-880, branches of 879, deposits 
of, 879, loan to priority sectors, 
879-880, role, 21, 31, 165 
system, 869, 874; use of Hwuli, 
866, 888 

Baroda, Industrial development in 
(I860), 464 

Bauxite, deposits of, 60; survey 
for, 44 

Bay of Bengal, 76 

Bhadravati (Karnataka), cliarcoal 
blast furnace in (1923), 407 
Bhilai, sintering plants, 429 

Bhoodan movement, 257; aim of, 
314; progress of, 259-260; types 
of, 259 
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Buddhidan (donation of mental 
abilities), 259 

Big Business Houses, assets, 583; 
concentration of economic power, 
578-585; Sarkar Commission on, 
590-591 

Bihar; alluvial soils in, 205; area 
under high-yielding varieties in, 
279; bauxite deposits in, 60;coal- 
helds in, 56, 421 ; coking coal in, 
57; copper deposits in, 60; 
growth and development of the 
Indigo Industry, 742; important 
crop mixture, 273; iron ore de- 
posits in, 60; irrigation works in, 
83; Jharia coal-fields in, 422; 
land ceiling in, 258; land tenure 
legislation in, 254; landless culti- 
vators in, 305; mica deposits in. 
60; potato disease (1950-51 
and 1957-58) in. 288; pro- 
gress of consolidation of hold- 
ings, 266; prospects of alumi- 

, nium production in, 60; pyrites 
deposit in, 61; rainfall in 1970- 
71, '220; red and yellow sand- 
stone deposits in, 61; rerolling 
nulls in, 507; rice growing in, 
331; sugar-cane, 233; Toofaa 
Gram Dan in, 259; uranium 
deposits in, 118; uranium re- 
serves in, 59; weed infestations 
in, 51 

Bijapur, capital of a flourishing 
kingdom, 240 

Bombay, auxilliary units in, 535; 
Sarvodaya Scheme at, 54-55, 160; 
setting up of refineries at, 434; 
water supply problem, 54-55 

Bombay Plan (1944), 479; objec- 
tives of, 4-5 

Brahmaputra Vallei’, 76; alluvial 
soils in, 205; flood control 
organization for, 93; water re- 


sources of, 78 

Building stones, deposit of, 61 
Burma, land utilization in, 217; 

separation of, 407, 409 
Cadastral surveys, 42 
Canada, land utilization in, 214, 
216 

Canal; Buckingham, history and 
role of, 751-753, economic im- 
portance of, 752; Damodar, 
749; Godavari, Eastern and 
Western. 750; Gohri, 750; Hijii 
Tidal, 749; Kendrapara, 750; 
Kumool-Cuddappah, 751 ; Mina- 
pur, 749; Rajasthan, 323, 756; 
Tungafahadra, 751 ; Vedarannt- 
yam, 753 

Cash Crops. 339; all-India produc- 
tion, 346; coarse grains, 231, 
337, cotton. 23J, 339-340; jute, 
340; oilseeds, 341; pulses, 336- 
337; rice, 231, 336; sugar-cane, 
231, 343; wheat, 334-335 
Census of (1931), 471, of (1951). 
198; of (1961), 16. 198, 305, 539; 
of (1971), 305, 343 
Cement Industry, protection denial 
to, 469-470; glut in, 472 
Central plateau, river systems in. 76 
Centre-State relations, 165 
Centra! Water and Power Com- 
mission, 43, 58; Flood Control 
Wing in. 94 

Cereals, high-yielding varieties of, 
41, 44, 46. 49 

Ceylon, land utilization in, 217 
Chano Rikba (North Karanpura), 
coking coaf in, 42f 
Chemicals Industry, protection to, 
469; production in 1939, 476- 
477 

Chile, land utilization in. 217 
China (Taiwan), land utilization in. 

217 
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Civil Aviation; aerodromes, 796; 
Air India International, 745. 
composition of. 802, financial 
statistics of, 800, traffic and 
operating statistics on, 801 ; Air 
Transport Enquiry Committee's 
recommendations on, 791-792; 
aircraft manufacturing pro- 
grammes of, 796-797 ; companies. 
Air India, 788, Deccan Airways, 
788-789, Indian National Air- 
ways, 788, Tata Sons Ltd., 788; 
department and facilities, 796; 
(Air Transport), early liistory of, 
782-784; Empire Mail Scheme 
(1938), introduction of, 784-785; 
financial problems of, 789-790; 
Hindustan Aircraft Ltd., Banga- 
lore, merger with the Aero- 
nautics India Ltd., 797; Indian 
Air Board’s recommendations, 
787; Indian Airlines Corpora- 
tion, composition and progress 
of, 793-794, operating results of, 
798, traffic and operating, statis- 
tics on, 799; nationalization of, 
792; non-scheduled operations 
of, 795-796; operation of night 
services, 790; post-war develop- 
ments, 786-787; progress of, 
785-786; progress under the Five 
' Year Plans, 797-798; role of, 789; 
v/ar-time developments, 785-786 
Coal;55-57, 105; assistance and 
collaboration with foreign coun- 
tries, 423; Bengal-Bihar coal- 
fields, coal production in, 105; 
Calcutta, first power station com- 
missioned (1899) at, 107; Coal 
Council of India, 106; Coal 
Transport Committee, Calcutta, 
488; coking coal, 20, require- 
ments of, 422, production during 
the Plans, 106, qualitj' of, 57; 


consumption of, 106-107; con- 
servation measures, 57; National 
Coal Development Corporation 
(NCDC) (1956), setting up of, 
105; potential benefit, 58; 
price (1911). 407; production 
shortfalls in, 422, in 1950 and 
1970, 404-405, during the Second 
World War, 105, 476; reserves 
of, 106, 157; waslung of, 423, 
programme of, 106 
Coal Mines; annual output of, 419; 
average price of Bengal coal, 409; 
centres, Barkar. Damodar and 
Kali Pahari, 418; coal bearing 
areas (Acquisition and Develop- 
ment Act 1957), 421 ; Coal Mines 
Safety (Stowing) Act of 1939, 
409; Gondwana coals, quality 
of 418, tertiary', 418-419; Five 
Year Plans, 420-422; lustory' of, 
419; Jharia coal-field, 106, 406, 
419; National Coal Development 
Corporation, 417, 421; produc- 
tion, decline of, 409; Raniganj, 
106, 406, 419; reserves of, 422- 
423; Singareni collieries, produc- 
tion of, 421 ; size and pattern of, 
production of, 420; Talchair 
coal-field, 422; trends in the use 
of machinery', 419 
Colombo Plan, 14 
Commodities, types of, movement 
of, 828; number of wagons 
loaded by', 829 

Community Development, Balwant 
Rai Mehta Study Report on, 
191; concept of, 190; pro- 
grammes and progress of, 191- 
199; purpose and method of, 
189-191; roots of, 160 
Companies; Company Law Ad- 
ministration, 555; controlfing of 
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Twenty Groups of Public 
Companies 571, 576; data on 
shareholding in (1951 and 1958), 
571; Government's investment, 
568-569; management pattern 
of, 577; occupational diversifica- 
tion of, 569; ownership and con- 
trol of, 567-568, cotton mill 
(1927), 572, jute and coal, 573; 
pattern of ownership of, 70, 
574-575; proliferation of, 569- 
570; reforms law, 9; total share 
of capital of private and foreign, 
568 

Concentration of economic power, 
578-579; company-wise, 583, 585: 
Das Gupta Committee report on. 
521, 578-579; Mahalaoobis In- 
quiry Commission, observations 
on 520-521 j production-wise, 581- 

^ 583 

Consolidation of holdings, 250; 
average size of, 264-267; Bombay 
Prevention of Fragmentation and 
Consolidation of Holdings Act 
1947, 268; Central Provinces 
Consolidation of Holdings Act 
1928, 267; decline of, 264; esti- 
mated number of fragments per 
holding, 265; expenditure on, 
268; legislation on, 267-269; 
objectives of, 268; problems of. 
267; programme of, 268; pro- 
gress of, 264-269; Uttar Pradesh 
Consolidation of Holdings Act 
1953. 268 

Constituent Assembly, 5-7; 
Jawaharlal Nehru’s speech in, 
7-8; preamble, 7-8 

Constitution of India, 31; Articles, 
(39), (39-a), (39-b). (39-c) (39-d), 
and(39-c), 8; Articles, (40), (43). 
(45) and (48), 9; Articles, (249). 
(252). (257), (258), (258.A) and 


(312), 7; Directive Principles of 
State Policy, 8; features of, 7; 
Fundamental Rights, 7-8; and 
Welfare State, 7-10 

Consumer goods industries, ex- 
pansion of, 21; First and Second 
Plans, investment on, 21 

Consumers’ stores, I71']72,- esta- 
blishment of, 172; membership 
of, 172, 182; role of, 181-183; 
total business, 182; working capi- 
tal of. 172 

Cooperation, administration of, 
188; principles of, 161 ; scope of, ’ 
161-162; Second Plan, 159. 161- 
162; training programme in, 
187-188 

Cooperative cold storages, develop- 
ment of, 172 

Cooperative credit societies: Act 
of 1904, 163; classification of, 
163; Committee of Directors on, 
164-165, 168; Committee’s 

(1960) proposals, the reorganiza- 
tion of, 174; development of, 
159; factors for the expansion 
of, 174-175; Fifteenth Con- 
Terence of Registrars of Coopera- 
tive Societies (1947), 164; godo- 
wns, rural (1970), de\'elop- 
ment of, 172; growth of, 169- 
170, t>pcs of, 171, membership 
of, 171; land development banks, 
role of, 175; loans advanced 
between 1950-51 and 1969-70, 
176; m^sare for the improve- 
ment of, 174-175; Mehta Com- 
mittee’s (1959), recommenda- 
tions. 167-168; policy. National 
Development Council Resolution 
on, I66-I67, 175; primary agri- 
cultural credit societies, decline 
in the number of, 174 primary 
non-credit sodeties, (1960-61 and 
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1968-69}, number of membership 
of, 171, 172; principles of, 
175, 180; Programme Evaluation 
Organization of the Planning 
Commission. 174-175; Pro- 
gramme for the reorganization of, 
168, size of, 166-167; Rayal- 
seema Cooperative Planning 
Committee, 164; Rural Credit 
Sun-ey, Committee's investiga- 
tions on, 165-166; rural societies, 
163; spinning mills, member- 
ship of, 173; State Partnership, 
principle and scheme of 165- 
166; sugar factories, 172; Third 
Plan stress on, 174; urban socie- 
ties, 163; Ventakappiah Commi- 
ttee Report on Rural Credit 
(1969), 168 

Cooperative Farming, Gadgil Com- 
mittee's recommendations on, 
184-185; labour and construction 
cooperatives, role of, 186-187; 
role of, 183-185; societies, (1969), 
membership of, 173, 185, total 
area under cultivation, 173 

Cooperative land development 
mortgage banks, 297 

Cooperative marketing, agricultural 
business, 172; composition of, 
172; committee on cooperative 
marketing, recommendations of, 
ISO; contribution of, 181; 
membership of, 172; societies, 
301 

Cooperative movement, 159-160: 
allocation in the Plans, 24; 
Central Co mmi ttee for Com- 
munity Development, composi- 
tion of, 15; Committee on Plan 
Projects, 190; Conference of 
Cooperators, recommendations 
of, 164; democratic decentra- 
lization (local democracj'), con- 


cept of, 191; development of, 
189-190; development blocks, 
191, budget, 192, number of, 
192; disparities in the levels of, 
176-177; Economic Progiammc 
Committee of the Indian Na- 
tional Congress (1948), 164; 

Edward Maclagan Committee 
Report on, 163; emphasis on 
training of personnel, 193; ex- 
penditure on, 173, 192; failure 
of, 163-164, 166; Ford Founda- 
tion interest in, 190; Gram Sabha 
(village assembly), role of, 195; 
Gram Sevikas, 193; legislation 
on, 163-164; Mtikhya Sevikas, 
193; National Development 
Council resolution on, 166-167, 
190; National Extension Blocks, 
295; National Institute of Co- 
operative Management (1967), 
establishment of, 181; National 
Cooperative Union, responsi- 
bih'ty of, 188; Nehru on, 190; 
Reserve Bank of India’s role, 
164, 170-171; review of, 163- 
169; Rural Extension . Service, 
189-190; spread of, 20; Rural 
Credit Survey, recommendations 
of, 164-165; State Ministers of 
Cooperation Conference, 168; 
statistics of development, 169- 
173; Vaikunth Mehta Commi- 
ttee on Cooperative Admim'stra- 
tion, recommendations of, 188 

“Core” Sector, 590; for the Fourth 
Plan, 523-524 

Corporate Sector, authorized 
capital of, 541 ; compam'es regis- 
tered and at work with India 
since 1900, 543; First Plan, 542; 
foreign companies working in 
India, 545; Government com- 
panies at work 1951-70, 544; 
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growth of, 541-544; number of 
companies and paid up capital 
since 1900. 543; use of funds in 596 
•Cotton, excise duty, abolition of, 
466; in the Second Plan, 76; 
position (1913-1914), 457-458; 
MCU-5, Indian varieties of, 272; 
mills in Katliiawar, setting up 
of, 464; piece-goods, changes in 
the tariff policy, 467-468, import 
duty on, 467 

Crop areas, future programme of, 
91 ; increase of, 48 ; projections of, 
45-46 

Crop diseases, 288; plant protec- 
tion, 288; potato disease, 1950- 
51 and 1957-58, 288 
Crop insects and pests, 288 
Crop loan, Bombay State Coopera- 
tive Bank, 173; Crop Loan 
Evaluation Committee, setting up 
of. 173; Karve Committee (1958), 
173; system, All-India Rural 
Credit Review Committee’s re- 
commendations on, 173-174 
Crops: double, practice of, 271; 
Farmers’ Trmning and Education 
(emphasis on practical sclentiRc 
demonstrations on farmers’ 
fields), 288; 'irrigation facilities, 
23, 45; mixed, practice of, 271, 
273-274; multiple, 271-273, 
321-322, 327, 329; non-food, 

production of, 329-330; produc- 
tion and yields, 46, 334-335; 
regional distribution of, 331, 334; 
rotation, practice of, 271 ; wheat, 
shift in the area (1964-65 lo 
1970-71), 328-329 

Currency: Babington Smith Com- 
mittee, recommendations of, 897, 
918-919; changes in the volume 
and composition of, 900-904; 
controversy over the choice of. 


895; Currency Act of 1927, 898; 
deposit component of money 
supply. 900-901; external value 
of, 912-916; factors affecting 
money supply with the public, 
901-902; Fixed Fiduciary system, 
895, 899; Fowler Committee, 
896; gold exchange standard, 
895; Herschell Committee, 896; 
Hilton Young Commission, 898; 
main features of, 896; ’managed’ 
inconvertible silver, 895; mixed 
standard, 895; money supply 
during the period (1951-52 to 
1969-70). 902-903; paper, 896; 
policy, before independence, 904- 
906, since independence, 906- 
912; Proportional Reserve sys- 
tem. 895, 899; silver standard, 
895; sterling exchange standard, 
895, 899; value of the rupee, 897; 
World War I, 897 

Dairy development, during the Five 
Year Plans, 363-364; financing 
of, 366; Indian Dairy Corpora- 
tion, setting up of, 367; milk 
plants, setting up of, 364; milk 
products plants, 365; pilot milk 
schemes, 364; poultry and 
fisheries cooperatives, number 
of membership, share-capital of, 
187; project for milk marketing 
366-367; UNICEF support for, 
367; World Food Programme, 
role of, 366-367 

Damodat Valley Corporation, 91, 
93, 244. 49B 

Dcccan Riots Commission of 1875, 
159 

Defence Budget (1939-40), 16, 23, 
25; rise of, 479 

Delhi, auxilliary industry in, 535; 
crop mixture in, 275; land tenure 
legislation, 255 
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Denmark, fish consumption in, 368; 
livestock population in, ^55, 
(1885-89 and 1949-51) yields per 
acre of ^\'heat in, 39 
Depression in 1930, 163, 409, 411, 
832; impact of, 716-717 
Devaluation of the Indian rupee, 
182, 499; result of, 527 
Digboi (Assam), oil industry at. 


115 

East Coast, water 
78-79 


resources of, 


Eastern Ghats, 77 
East India Company, 896 
Economic Commission for Asia 
and Far East, 842 
Economic situation of India, (19 
67), 996; (1974), 1213-1233; fea- 
ture of. 1213-1222; gross national 
products 1215-1216; low level of, 
P19.1220; per capita consump- 
tion of steel, 1218, 1220; per 
capita energy consumption of 
commodities, 1217-1218; size of, 

1214-1215 . 

Education, achievements during the 
Plans, 34; allocations in the First 
Plan 22, and in the Second Plan, 


24; compulsory, 9, 19 
Edward Law, 163 
Electricity; Bombay State Elec- 
tricity. Board, formation of, 103; 
Calcutta Electric Supply Cor- 
poration, 99: Central Electricity 
Authoritj', powers of, 101-102, 
104; Central Electricity Com- 
mission, 42, 58, 102; Electricit}' 
(Supply) Act of 1948, 100-104, 
basic approach of, 104; elec- 
tricity' supply undertakings, finan- 
cial resources of, 104; Central 
Water and Power Commission, 
Power wing of, 102; Central 
Water Power, Irrigation and 


Navigation Commission (1953), 
functions of, 102-103; Delhi Sate 
Electricity Board, formation 
of, 103; first hydro-power 
supply in India, 98; first major 
hydro-power plant, 99; first 
steam driven power plant, 99; 
Indian Electricity' Supply Syndi- 
cate, proposals for, 97; installed 
capacity in 1947, lOO, and in 
1970, 96; Jhelum Power Station, 
99; legislation. Electricity Act of 
Government of India 1887, 97, 
Calcutta Electricity Lighting Act 
of 1895, 97, Electricity Supply 
Act of 1903, 98, Electricity Supply 
Act of 1948, 101, Indian Elec- 
tricity Supply Act of 1910, 98; 
Madhya Pradesh Electricity 
Board, formation of, 103; Policy 
Committee (1945), recommenda- 
tions of, 101; rural, 90-91; Rural 
Electrification Corporation, 238 
Employment, 21 ; in the First Plan, 
23-24; in the Second Plan, 29; 
under-employment, 27 
Energy', per capita consumption of, 
55-56 

Energy sources, 35-60; non-con- 
ventional, 55-60 

Energy Surv’ey of India Committee 
(1965), 44, 56-58, 62 
Engineering Industry, 452-455; glut 
in, 472; number of w'orkshops 
capable of supply'ing (1939 and 
1945), 476; relaxation of store 
rules in, 453; Store Coi^ittee’s 
recommendations on, 45 j 
E xports, decline in the value of 
(1928-29 and 1932-33), 471-472; 
gold, 1971; in Second Plan, 26; 
of pig-iron to Japan, U.K. and 
U.S.A. 410 

Famines (drought), 50, 54, 198, 24 , 
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449; Famioe Commission report 
of 1880, 159, 447, 449; prone 
areas, problems of, 95; recur- 
rence of, I 

Fertilizers, chemical, intensive use 
of, 44, 47, 49, 284; Central Ferti- 
lizer Control Laboratory, 288; 
Fertilizer Promotion Council, 
288; Fourth Plan target, 282; 
manure, green, coverage of, 284, 
consumption of, 282-283; phos- 
phattc, 284 . 287; potassic, con- 
sumption of, 287; production, 
imports and distribution (1952 to 
1969-70) of, 285-586; promotion 
effort, 287-288; Sindri Fertilizers 
Projects, 284 

Fire-wood, increasing demand for, 
62 

Fiscal Commission (First), (1921- 
22), defects in the approach of 
470, findings of, 465-466, re- 
commendations of, 851; Second 
(1949-50), 850, appointment of. 
490, recommendations of, 491 
Fisher /Fisheries: boats, use of, 64; 
Central Institute of Fisheries 
Education, Bombay (1961), object 
of, 375-476; consumption of, 63; 
consumption in advanced coun- 
tries, 368; exploitation of, 65; 
harbours, 370; imports and ex- 
ports of, 64, 373, 377-378; Indo- 
Norwegian project, 64, 371; 
marine, limited development of, 
63; problems in the development 
of, 64; production of, 36&-369; 
progress under the Plans, 374- 
379; statistics on, 64; storage and 
transport of, 64; tardy develop- 
ment of, 367-368; types of, 371* 
372; vessels, 370 

Floods/Floods Control: achieve- 
ment of, 9!-92;advisory panel on. 


236 ; Central Flood ControlBoard, 
94; damage by, 92; data collec- 
tion for, 92; flood control, (pre- 
plan period), position of, 86; 
Flood Control Board, 93-94; 
Flood Control Organization, 93- 
94; future programme for, 92; 
inter-State river schemes for, 92; 
operation, 94: national pro- 
gramme, 91-95; North Bengal 
Flood Control Board, 93; policy 
for, 92-95 

Foodgrains production, 329, 331- 
334 

Foreign aid and investment, 21; 
during the Second Plan, 26, dur- 
ing the Third Plan, 29; Japan 
contribution, 660-661 ; prindpal 
sources of loans, 657; total exter- 
na! loans (1969-70), 657; U.K. 
contribution, 660-661; U.S.A. 
contribution, 660-661; West 
Germany’s contribution 660-661 

Foreign capital, External Central 
Committee (1924), 471; increase 
of. 470-473; problems created 
by. 471 

Foreign collaboration. 21, 502, 
509, 536; advantages of, 667; 
agreements, country-wise and 
industry-wise, 664; Govern- 
ment’s four-fold objectives of, 
666-667; (1957 and 1971), 662; 
policy on, 662-666; special 
incentives for foreign/non-resi- 
dent tax-payers, 666 

Foreign exchange reserves, 517, 
518; review of, 24; running down 
of 26 

Forest cooperatives, number of 
membership of, 187 

Forest Labourers* Cooperative 
Societies (1945-46), formation of, 
386 
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Forest, 61-63; area and distribu- 
tion of, 61 ; contribution to the 
national income of, 198; depart- 
ments, role of, 62; exports and 
imports of, 396-397, output of, 
936; Fourth Plan, 399-401; 
Government policj^ of, 402; im- 
portance of, 379-381; Indian 
Forest Statistics, 212; labour and 
employment, given by, 397; 
management of, 62, 394; Na- 
tional Forest Policy Resolu- 
tion (1952), 398-399; policy 

statement, 62; plantation pro- 
grammes for, 62; products, 
annual value of import and ex- 
port of all commodities, 395; 
protected, problems of, 62; re- 
served, scientific management in, 
62; statistics oh, 61; surs'cy of, 
types of, 61, 381-394; vegeta- 
tion, variety of, 61 
France, fish consumption, 368 
Fuels, Central Fuel Research 
Institute, 44; commercial and 
non-commercial, comparative 
use of, 56 
GATT, 200 

GNP, principal contributory fac- 
tors of, 41 

Gandhi, Mahatma, 160, 189 
Gandhi Centenary Year, purview 
of the Grain-Dan Movement, 259 
Ganga Basin, flood control com- 
mission for, 94 

Ganga-Cauvery link programme, 96 
Gangetic West Bengal, rainfall in 
1970-71, 220 

Geological map of India, 42 
Geological Surv'cy of India, 
achievements of, 42-43, 106, 415 
Germany, fish consumption, 368 
Ghatsila Copper Mine, 60 
Goa, fish production in, 369; iron 


ore production in, 425-426 

Gorakhpur, milk plants at, 364 

Gram-Dan movement, aim of, 259- 
260; Gram Sabhas , 259; Gram 
Swaraj, 260 

Granites, deposit of, 61 

Green Revolution, 30, 298, 302; 
impact of, 321, 327; new strategy 
of, 315 

Groundwater resources, exploita- 
tion of, 50 

Groundwater Survc}' of India, 43- 
44 

Gujarat, Agricultural Refinance 
Corporation, facilities in, 176; 
agricultural workers in, 306; al- 
luvial and black soils in, 207; 
area under high-yielding varie- 
ties, 279; discovery of oil in, 431; 
fish production in, 269; forest 
cooperatives societies in, 87; gas 
reserves in, 115; gas turbine 
unit, 115; grazing land in, 213; 
land ceiling in, 258; oil and 
natural gas discoveries in 43; oil 
reser\'es in, 58; progress of con- 
solidation of holdings,. 266; rain- 
fall in (1970-71), 220; reduction 
of land rent in, 256; sea salt 
recovery in, 61; sugarcane in, 
231; wheat production in, 231 

Gulbarga (Karnataka), milk plants 
at, 364 

Gulf of Cambay, offshore oil dis- 
coveries in, 58 

Gwalior (M.P.)> milk plants at, 364 

Handlooms and powerlooms Indus- 
try, All India Handicrafts Board, 
13, 21; Handloom Board, 14, 21; 
growth of, 538; production of, 
538 

Harappa, Archaeological excava- 
tions in, 219; ruins of, 240 

Haryana, agricultural workers in, 
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306; area under high-yielding 
varieties in, 279; cotton crops, 
in, 231; iron ores percenta^ of, 
426; irrigation works in, 83; 
level of land ceiling in, 26} ; pro- 
gress of consolidation of hold- 
ings in, 266; rainfall in (1970- 
71), 220; use of power-thresher 
in, 293 

Health and Family Planning, 
achievements during the Plans, 
34; allocation in the First Plan, 
22, and in the Second Plan, 24; 
Family planning programme. 1 9, 
193; impact of, 49 

High-yielding varieties, introduc- 
tion of, 218, 247. 270, 276, 
318-321,327 

Himachal Pradesh, area under high- 
yielding varieties in, 279; crop 
mixture in, 275; forests in. 61; 
forestry soils in, 209; hydro- 
electric project, 111 ; land ceiling 
in, 258; landless cultivators in, 
305 

Hindustan Aircraft Industry (1940) 
collaboration with Walchand 
Hiracliand, 482 

Hiroshima, nuclear explosions at, 
116 

Hong Kong, land utilization in, 217 

Housing and reliabilitation, allo- 
cation in the First Plan, 22, and 
the Second Plan, 24 

Hyderabad, Industrial Trust Fund 
in, 464; industries in, 517; 
Singareni Collieries (1920) in, 
482 

Import control (1942), 47S 

Import duties, abolition of, 456- 
457; raising of, 516 

Import licence, increase of, 529; 
value of, 530 

Imports of. machinery and mill 


work (1899-1939), Roger Mis- 
sion, recommendations of, 485 
India, classification of, 210; climate 
conditions of, 209; geographical 
area of, 44, 214; land utilization 
in, 217; physiographical condi- 
tions of, 221 ; trade relations 
with, Africa, 405, Egypt, 405, 
Persia, 405 

Indian Ocean, India's coast line, 
with, 75 

Indian tiger, threat of extinction of, 
63 

Indtgo cultivation, stoppage of, 41 
Indo-Oanga Plain, extent of, 76 
Indus Basin, water resources of, 77 
Indus Valley Civilization, location 
of. 75 

Industrial banks, history of, 592- 
593 

Industrial Commission, 455, 545, 
549, 759, 846; recommendations 
of, 459-463, 593 

Industrial cooperatives, role of. 
536; membership of, 536; num- 
ber of (1970), 536; role of, 536; 
types of assistance by, 536 ; work- 
ing capital of, 536 
Industrial Credit and Investment 
Corporation of India, 598. 
621-622; financial aid by, 624- 
625; management of, 623; 
openUions of, 623-624; sources 
of finance, 625 

Industrial Development Bank of 
India, 607, 872; functions of. 
648-652; operations of, 647- 
648; organization and manage- ' 
roent of, 648; role of, 645-646; 
setting up of, 516; sources of 
funds, 646-647 

Industrial finance, after the Second 
World War, 596-597; bank 
credit. 598-399; long-term, 595- 
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596; since 1951, 597-598; sources 
of, 591-592, 597; state aid to, 
593-594 

Industrial Finance Corporation of 
India (I.F.C.), 490. 521, 593. 
598, 607. 812; assistance. 617- 
618; foreign currency loans, 
sanctioning of, 609-612; Govern- 
ment control. 616; management 
of. 615-616; operations of, 616- 
617; ownership of, 614-615; 
role and functions, 609-612; sett- 
ing up of. 613-614; sources of, 
619 

Industrial financial institutions, 
functions of, 600-612; Industrial 
Credit and Investment Corpora- 
tion (I.C.I.C.I.). 609; Industrial 
Development Bank of India 
(I.D.B.L), 609; Industrial Finance 
Corporation (I.F.C.), 609; 

National Industries Development 
Corporation (N.D.C.), 609; State 
Financial Corporation (S.F.C.), 
609; State Industrial Develop- 
ment Corporation (S.T.D.C.), 
609 

Industrial investment, in the First 
Plan, 496; in the Third Plan, 
518; pace of, 484; tempo of, 495 

Industrial labour and employers, 
factory employment between 
1939 and 1945, expansion of, 
476; industrial policy state- 
ment on, 488-489; tripartite 
agreement, 488 

Industrial licensing, 515-516; Ad- 
ministrative Reforms Commis- 
sion on, 522: conditions of, 522- 
523; Government anriouncc- 
raent of, 520; Hazari report on, 
521-522; impact on the pace and 
pattern of growth, 519 

Industrial Licences Pob'ey Inquiry 


Committee (Dutt Committee), 
modification of, 523; need of, 
517-518; policy, 518-520; le- 
commendations of, 522, 588, 
612, 667; restrictions on, 518- 
519; role of, 588-589 
Industrial management, early liis- 
tor>' of, 545-547; forms of, 556; 
Industrial Commission, 545-546; 
sen'ice, 31; see also Managing 
Agency 

Industrial planning, need for, 590- 
591 

Industrial Policy Resolution, of 
11945), 3-4; of (1948), 487, 489- 
490, 517, 669-675, 683; of (1956), 
20, 415, 487, 500, 503, 512, 517, 
522, 589, 677-685 
Industrial production, after inde- 
pendence, 485-486; Five Year 
Plans, 511-525; index of, 476- 
477, 527-529, 687-688; major, 
statistics on, 486-487; National 
Industrial Development Cor- 
poration, 521 ; performance of, 
525-527; programme for expan- 
sion of, 595; remedial measures 
for, 530-531 ; targets and achieve- 
ments of, 507-508, 525-527; 

Second Fiscal Commission, 490- 
492; selected, 689-692 
Industrial Reconstruction Corpora- 
tion India (I.R.C.I.) 1971, role 
and functions of, 656-657 
Industrial Revolution, spread of, 
831 

Industrial Sector; acceleration of, 
86; acliievements during the 
Plans, 36; Act of 1951, 493- 
495; annual e-xports of British 
capital to India, 472-473; annual 
imports of machinery and mill- 
work 1899-1939, statistics on, 
485; Atkinson-Dawson Commi- 
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ttee, 458; banks assistance to, 
600-C0I; Bengal Iron Works at 
Barakar (1876), Tata’s role, 451- 
452; Chatfield Committee’s re- 
commendations of. 479; contri- 
bution of small scale sector in 
selected, 698-700; development 
councils, setting up of, 494; 
development in the I9th century, 
447; dividends as per cent of 
ordinary capital statistics on, 
474-475; effects of protection, 
470; emergence of, 181; em- 
ployment in protected, (1923 and 
1937), 470; evaluation of the 
post-independence policy of. 
517-525; expenditure during the 
Plans, 597; external capital, 470- 
471; failure of Heath’s pioneer 
attempt in 1 824, 45 1 ; Government 
purchases during the World War 
ir. 479; growth of, 33, 525-541: 
Imperial preference, suggestions 
on, 466; import control (1942). 
introduction of. 478; import 
duties, abolition of, 456-457. 
annual revenue of, (1909-1910) to 
(1913-14), 466, raising of (1964, 
1965), 516; import prices (1929- 
30 and 1936-37), index of, 484- 
485; Inchcape Committee on 
retrenchment, 462-463; Indian 
National Congress, Calcutta 
session (1901), resolution of, 
408 ; indigenous articles, 450-45 1 ; 
Industrial Trust Fund (1929) in 
Hjderabad, 464; Interim Tariff 
Board, setting up of, 480, re- 
commendations of, 481-484; 
list of protected industries, 
(1970), 686; machine tools pro- 
duction, 476; Mahalanobis Com- 
mittee Report (i960), observa- 
tions of. 520-521; major role. 


Bombay Industrialists Plan, 48S, 
Congress National Planning, 488, 
GandWan Plan, 488, report 
of the Advisory Planning Board, 
488, Rojist People’s Plan, 498, 
Visvesvarayya's pioneering essay 
on planning, 488; Montagu- 
Chelmsford Report, 464-465 ; 
Morison Committee Report, 
458; Morley Despatch of 1910, 
455; Monitions Boards, 458-459, 
479; other, protection to, 469; 
philosophy of laissez-faire in 
British India, 448-449; Plan 
outlay. 22, 24, 495-500, 503- 

5J4; policy. (1916-39), 458461; 
pre-Independence. 483484; since 
independence. 487-489, under 
the British Crown, 488489; 
policy of protection. 446. 449- 
452. 464469. 492; post-war 

difficulties. 461463; post-war 
industrial policy. 479482; 
PnneeJy States, 484, 517; pro- 
gress in the first two Plans, 525; 
revival of, 30; Resources Com- 
mittee, 479; Roger Mission of 
194041, 479; Second World 
War, 473474; setback in the 
growth, 527-528; State enter- 
prises. 463464, Tamil Nadu’s 
role, 455; stores purchase policy 
ofthc British, 449450; Swadeshi 
movement, 454; tariff policy, 
principles of, 456457, recom- 
mend^ions of, 468, 849-852; 

Tata’s role, 452; tempo of, 
197; unbalanced and inade- 
quate growth in 1939. 471478 
Inland water transport, canali con- 
necting Calcutta. 748-749; 
Daniodar Canal, role of. 749; 
Ganga W.atcr Transport Board, 
746-748; Godavari and Krishna 
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rivers’ role, 750-751 ; Gujarat 
and Maharashtra, 755-756; 
Hooghly, discussion on, 748; 
importance of, 86, 742-743; 

Indian Water Transport Con- 
ference (1951), 746; Inland 
Water Transport Committee, 
754, 756; Kerala Waterways, 
753-755; length of (1890-91), 
743 - 744 ; Mahanadi and Orissa 
canals, role of, 749-750; North- 
East India, 744-746; present 
state of, 756-757; Rajasthan 
canal, role of, 756; role of 
Buckingham Canal, 751-753; 
Sunderbans, 748; Vedarannij'am 
Canal, role of, 753 

Insurance, 889-892; early data on 
investments by, 598; Govern- 
ment’s total investment, 571- 
572; historical review of, 868; 
Insurance Act 1938, 891; Insu- 
rance Amendment Bill, 889; 
Life Insurance Companies Act, 
889; Life Insurance Corpora- 
tion of India, 871, capital under- 
written, 892, investment of, 602, 
889-890, nationalization of, 871, 
889, role of, 30, 31, 568, 571, 
889-590, 598, State-wise and 
sector-wise distribution, 603, total 
business of, 889, types of assets, 
891 

Intensive cultivation, development 
of irrigation for, 322-323; under 
the Plans, 322-323 
International Monetary Fund, 26, 
1000; India’s membership of, 
1001 

'Iraq, land utilization in, 217 
Iron and Steel, annual production 
of pig iron in 1901, 452; Bengal 
Iron Works at Barakar, Tata’s 
role, 451-452; East Indian Iron 


Works (1853 and 1876), failure 
of Heath’s pioneer attempt in, 
451 ; plants, Bhilai, Bokaro, Dur- 
gapur, Rourkela, 425, output 
of, 426; policy of protection, 466; 
production of, 20, 476; projects, 
Chittaranjan Locomotive Works, 
expansion of, 496; Raj Commi- 
ttee Report on steel prices and 
distribution, 516; Tariff Board 
verdict on, 467; Tata Iron & 
Steel Company (T.I.S.C.O.), esta- 
blishment of, 407, 425, role of, 
451-458 

Iron Ore, background of, 424-425; 
deposits of, 60, 426; expansion 
and modernization of, 425426; 
exports of, 427; Indian Iron & 
Steel Co. (I.I.S.C.O.), 425; mines, 
pattern of development, 428, 
resources of, 426; output of, 426 

Irrigation-advisory panel on, 236- 
237; allocation in the Plans, 22, 
24, 28; area under pre-PJan 
period, 85; Besnagar' (near 
Bhilsa in Gwalior), irrigation 
system in, 219; Bhakra Nangal, 
water rates in, 235; canals an 
tube-wells, progress in the con- 
struction of, 222; Central Water, 
and Power Research station at 
Poona, 237; Conference of 
Commissioners of Agricultural 
Production (1969), recommenda- 
tions of, 227; costs of, 231, 234, 
development of, 82-89; dug- 
wells, (1970-71), construction of, 
224; early history of, 218-219; 
electric pump sets (1970-71), 
installation of, 224; existing 
problems of, 235-236; functions 
of, 218-219; future programme 
for, 48, 91; Grand Anicut, 
construction of, 219; ground- 
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water resources, 222; Gronnd 
Water Board, 226^27; Hirakud 
Project, water rates in, 235; im- 
provement in quality of, 49-50; 
in (1950-51) and (1967-68), 220; 
Irrigation Commission (1901^ 
219, of (1903), 221, 239, of 
(1969-72), 42, 80; large-scale 
development of, 86; Minor 
Irrigation Corporation, 238; 
masonry dam, 219; Molian- 
jodaro, 219; Nagarjunasagar 
Project, costs of, 234; policy of, 
235; progress of, 222, 224, 226; 
potentiality of, 221-222; pro- 
gramme and scheme of, 224, 
226; projects, 53-54; proportion 
of, 46; rates, '234-235; research 
in, 237; source-wise. 225, 227- 
230; special fund for, 232-239; 
surface water, resources of. 54, 
221-222, uadcc the Plans, 221; 
221; system, 83-85, 219; tube- 
wells, installation (1970-71) of, 
224; Tungabhadra High Level 
Canal, 234; works, dassidoation 
of, 221 

Israel, land utilization in, 217 
Italy, fish consumption, 368 
Jainiia Garo, red soils in, 208 
Jammu and Kashmir, area under 
high-yielding varieties, 280; coal 
fields in, 421; crop diseases in, 
289; forests in, 61; hydro- 
electric project. 111; irrigation 
works in, 83; /and ceiling In, 
258; landless cultivators in, 305; 
progress of consolidation of 
holdings in, 266; rainfall in 
(1970-71), 220; rice in, 231 
Japan, /and utiliathn in, 2/7 
Jivandan (donation of life), 259 
Jogindenugar, role in power de- 
velopment, 100 


P “Joint” Sector, concept of, 524-525, 
\ 612 

Joint stock companies, encourage- 
ment of, 490; growth of, 867; 
(1921-22), paid-up Capital of, 867 

Joint Ventures, share capital of, 
570; significance of, 570 

Jute industry (post-war years), pro- 
fits in, 472 

Karnataka (Mysore)-Agriculture 
Refinance Corporation, facilities 
in, 176; auxilliary units in, 535; 
black soils in, 207; coastal and 
interior, rainfall in 1970-71, 220; 
crop mixture in, 274; fish pro- 
docrioo, 369; Hindustan Air- 
craft Factory, Bangalore, 482, 
720; hydel potential of, 112; 
hydro-electric project, 111; indus- 
tries in, 517; iron and steel 
works in (1923), 1182; iron ores 
percentage, 427; irrigation works 
in, 84; land ceiling in, 258; 
laterite soils in, 208; manganese 
ore in, 406; Mysore Tenancy 
Agricultural Land Committee, 
257; progress of consolidation 
of holdings in, 266; rainfall in 
(1970-71), 220; red soils in, 208; 
reroHing mills in, 507; sugar- 
cane in, 231 

Kathiawar, setting up of cotton 
mills in, 464 

Kautiiya, on minerals, 405 

Kerala-average size of agricultural 
holdings in, 264; fish production 
in, 64, 369; foodgrains in, 231; 
important crop mixture, 274; 
land ceiling in, 25S, 261 ; lateiitc 
soils in, 20S; monazite sands of 
117; power station at. 111; 
rainfall in 1970-71, 220; re- 
rolling mills in, 507; thorium 
reserves in, 59; topography and 
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climate of, 44 ; variety of forests, 
61 

Keynes, J.M., 869 

Khadi and Village industries, em- 
ployment, 537; growth of, 536- 
538; Khadi and Village Indus- 
tries Board, programme of, 536- 
537; Khadi and Village Indus- 
tries Commission, objectives of, 
537-538; total production of, 
537 

Kolar Gold Mines, 109; power 
supply for, 99 

Konkan, rainfall in 1970-71, 220 

Kotah, nuclear power station, at 55 

Kottayam (Kerala), milk plant at, 
364 

Krishna, alluvial soils in, 205 

Kuttand in Kerala, saline soil in, 
209 

Lacadive Islands, fish production 
in, 369 

Labour and Employment, and the 
Plans, 1094-1095; bank em- 
ployees, service conditions of, 
1106; Bonus Commission, re- 
commendations of, 1102-1103; 
Central Government employees 
1104-1106; coal mines, 1103- 
1104; code discipline in Indus- 
try, 1096-1127; Constitution of 
India on, 1081-1082; disputes, 
1092-1093; Disputes Act of 
1947, 1093-1094; Disputes Act 
of 1950, 1095; employees 

organization, 1097; Employees’ 
State Insurance Scheme, 1108- 
1109; employment pattern and 
policy, 1085-1088; employment 
seivdce 1090-1091 ; Factories Act 
of 1881 and 1891, 1076; Family 
Pension Scheme, 1109; gratuity, 
1125; housing facilities, 1115- 
1117; India and the I.L.O, 


1122-1125; Industrial Statistics 
Act of 1942, 1.L.O’s recommenda- 
tions of, 1078-1079; Industrial 
Truce Resolution, 1081; Inte- 
grated Social Security, 1110; lay- 
off and retrenchment benefits, 
1110; leave and holidays, 1112- 
1113; membership of the trade 
union organization, 1098; Na- 
tional Labour Commission, 
1085; policy before and after 
independence, 1076-1085; policy 
in • the Five Year Plans, 1083- 
1084; protective legislation of, 
1109-1110; Royal Commission’s 
recommendations of, 1077, 1111; 
Shops and Commercial Estabh’sh- 
ment Act and Labour Welfare 
Fund Acts in States, 1085; wage 
plans, 1100-1102; wages and 
social Security, 1099-1100; work- 
ers’ organizations of, 1098; work- 
ers’ participation in management 
and worker’s education, 1096- 
1097; working and living condi- 
tions of, 1110-1111; working 
hours, 1112; working joumaUsts, 
1106 

Land, 44-52; Bombay Land Im- 
provement Scheme Act, objec- 
tives of, 242-243; Central Land 
Development Bank, 238; cultiva- 
ble waste, 47-48, 50, 213; culti- 
vation, 49; current fallow, 213- 
214; District Land Improve- 
ment Committees, 242-243; 
grazing, 213; intermediaries, 
abolition of, 248, 250, compen- 
sation for, 250-251; Land Im- 
provements Loans Act of 1883, 
159; Land Improvement 
Schemes Act of 1942, 242; Land 
Management Legislation, 260- 
263; pattern, on the eve of inde- 



pendence, 248-249; policy of, 
249-250; reclamation operation, 
48, 214; redistribution of, 257; 
rent, regulation of, 255-256; re- 
venue policies, defects of, 1; 
settlement projects, 257; State 
Land Improvement Boards, 242- 
243; Survey Committee, 213; 
Survey Organization, 246 
Land ceiling legislation, 258 
Land reforms, 48; aspects of, 314; 
Central Land Reforms Conuni- 
ttee, recommendations of, 15, 
257, 261-262; Land Reforms 

Panel Committee, 265; in post- 
independence era, 249 
Land revenue administration, as- 
tern of, 42 

Land tenancy reforms, 252-254 
Land tenure reforms, ownership 
rights for tenants, 256; resump- 
tion of, 254 

Land utilization, 45-46, 48-50, 

210-213; (1950-51, 1968-69), 

data on, 211. 215; Agricultitral 
Ministry’s Working Group on, 
47 

Lignite, deposits of, 423; explora- 
tion of, 424; output of, 424; 
projects. Briquetting and Car- 
bonization plant, 424 
Limestone, 60, deposits of, 61 
Liquors, production of, 476 
Livestock, animal health, 362; 
breeds and breedings, 356, varie- 
ty of, 47; buffalo development, 
cattle bteftdins poUcy, 359’, 
cattle prices, 356-357; dairy 
animals, 354-355; details of the 
work animals, 354; develop- 
ment under the Plans, 357-358; 
feed and fodder development, 
361-362; growth of research 
institutes, 363; intensive cattle 


development, introduction of, 
357-362; marketing of, 362; 
piggery development, 361; poul- 
try development, 361 ; sheep and 
goaf development, 360-361; in 
urban and rural areas, 353; 
(1945-46), statistics on, 352- 
353 

Madhya Pradesh, area under high- 
yielding varieties, 280; bauxite 
deposits in, 60; coal fields in, 56, 
421; coal production in, 105; 
cotton crop in, 231; crop mix- 
ture in, 274; foodgrains in, 231; 
forests in, 61; industry in, 517; 
iron ore deposits in, 60; irriga- 
tion Worses in, 84; land ceiling 
in, 258; land management legis- 
lation in, 261; land tenure 
legislation in, 2S4; laterite soils 
in, 208; pilot projects in, 246; 
progress of consolidation of 
holdings, 266; prospects for 
aiuminiuffl production in, 60; 
rainfall in (1970-71), 220; red 
and black soils in, 207-208; re- 
rolling mills in, 507; resumption 
of land for penonat cultivation 
in 255; rice growing in, 331; 
trends in land utilization in, 48; 
weed infestation in, 51; yield of 
wheat in, 46-47 

Mahalonobis Committee on Distri- 
bution of Income and Levels of 
Living Report (1964), 578 

Maharashtra, alkali and saline soils- 
itt, 209; a^ea under 
varieties, 280; bauxite deposits 
in, 60; coal fields in, 421; cotton 
crop, 231; fish production in, 
369; foodgrains in, 231 ; forest 
cooperatives societies in, 187; 
grazing land in, 213; important 
crop mixture in. 274; irrigation 



1268 


THE GAZETTEER OF INDIA 


works in, 84; iron ore deposits, 
60; land ceiling in, 258; pro- 
gress of consolidation of hold- 
ings, 266; rainfall in 1970-71, 
220; red soils in, 208; rerolling 
mills in, 507; sugar-cane in, 231 ; 
use of iron-ploughs in, 293 

Managing Agency system, abolition 
of, 565-566; appraisal of, 562- 
584; drawbacks of, 549-550; 
Managing Agency Commission, 
549; mixed blessings of, 549; 
Monopolies Inquiry Commission, 
decision on, 565 

Managing agents, Bhabha Commi- 
ttee Report, 756; Compam'es 
Amendment Act, 551; Com- 
pany Law Advisory Commission, 
principles of the appointment of, 
554-555; control and remunera- 
tion of, 548-549; number of 
companies managed by (1970), 
566-567; over-all pattern of, 559; 
remuneration (1950-63), 560- 
561; responsibility of, 555; 
shareholdings on, 547-548; total 
number of, 556-557 

Managing directors, 551 ; principles 
for the appointment of, 554- 
555; remuneration to, 562 

Manipur, crop mixture in, 275; 
hydro-electric project, 112; land 
ceiling in, 258 

Marketing/Market, cash schemes 
for rural development, 313; 
cooperative, 301, 304; defects 
of, 302; functions of, 299; 
Marketing and Inspection 
Organization, 301 ; National 
and State Marketing Federa- 
tion, 304; National Level 
Consultative Committee, forma- 
tion of, 298; place and time of 
sale, 301-302; regulated, 300- 


301, legislation on, 303-304, 
total number of, 302; types of, 
299-300 

Mathura (U.P.,) milk plants at, 364 

Mettur Dam, 1 10 

Mexico, land utilization in, 216 

“Middle” sector, 590; investments 
of, 524 

Minerals, asbestos, deposits of, 437, 
production of, 473; purports of, 
438; aluminium, production of, 
20; antimonj'^ sulphide, installed 
capacity and utility of, 436, 
production of, 437; apatite and 
phosphate rocks, 437; bauxite, 
deposits of, 438, production and 
buyers of, 438-439; chromite, 
439-440; copper, production of, 
408; copper ore, 440-441; de- 
velopment and exploration of, 
416-417; exploitation by the 
State, 417-418; factors for the 
growth of, 406-407; Ferro- 
manganese, manufacturing of, 
407; fire-clay, 407; gold, 443- 
444; Kolar Gold Fields, 443, 
production from Kolar Gold and 
Hutti mines, 444; grading and 
marketing of, 413-414; import- 
export policies of, 414; impor- 
tant acts and rules of, 415-416; 
lead-zinc, 442-443; manganese, 
production of, 60, 406, 441-442; 
mica, chief producing centres, 
442, deposits of, 60; Mines and 
Metals, Department of, 57; 
Mines and Minerals (Regula- 
tion and Development) Act of 
1948, -41 5; Monbhandar, copper 
smelter at, 409 ; persons employ- 
ed, in, 406; policy, 414-415; 
produce, total value of, 406; 
resources, 60-61, 412-413; Rakha 
mines, closure of, 408; safety 
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and welfare of workers, 414; 
size and pattern of productioo. 
420 

Mining, expansion of technical 
departments, 415-416; history of, 
406-411; Indian Coal Mining 
Committee’s recommendations 
of, 409; Indian School of Mines, 
Dhanbad (1926), functions and 
progress of, 408-409; problems 
and policies since independence, 
411-418; Royal School of Mines 
in England, model of, 40S; 
Second World War, 409-410; 
survey of, 418-429; trained 
personnel for, 408-409 
Mixed economy, philosophy of 
industrial policy in. 495 
Monazite sands, thorium content 
in, 59 

Monopolies and Restrictive Trade 
Practices Act (1970), 587-88 
Monopolies Inquiry Commission 
Report (1965), 565 
Montague-Chelmsford Reforms. 

1, 98, 100, 464-465 
Multi-purpose Projects (1945-50), 
Bhadra, 85; Bhakra-Nangal, 85; 
Chambal, 85; Mani mutliar, 85; 
Mataiila, 85; Mayurakshi, 85; 
Tungabhadra, 85 

Muradaagar (U.P.), gas turbine 
at, 115 

Mussoorie, lighting installed at, 109 
Nagaland, landless cultivators in, 
305; red soils in, 208 
Naborkatiya, discovery of oil in, 
433 

National income, 23, 24, 26-28. 
30, 33, 56, 198, 487. 520, 528- 
529, 828 

National Paiks, establishment of, 
63 

National Planning Committee 
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(1940), Power and Fuel Sub- 
Committee of, lOl 
National resources, relative factors 
tor survey of, 4M4 
National Sample Survey, 46 
Nehru, Jawaharlal, 2, 7-8, 101, 
116, 520. 662 

Netherlands, land utilization in, 
216 

Ncwzealand, livestock population 
in. 353 

Newsprint production, development 
of. 62 

Neyveli (Tamil Nadu), coal re- 
serves at, 106; lignite deposits, 
56 

Non-agficultural land, 47-48; 
classification of, 47; total area 
of, 47 

North Assam (including NEFA), 
rainfall in 1970-71, 220 
North Bengal, flood control orga- 
nization for, 93 

NEFA, concentration of hydro- 
power at, 112 
North of Kutcb, 240 
Nuclear energy, commercial use of, 
55-56; Einstein’s Doctrine, 116; 
fuels, 55, 59; power generation, 
growth of, 105; resources of, 
116-120; strategy of develop- 
ment. ]J8-]]9 

Nuclear reactor, basic components, 
of, 118; development of, 116 
Nutrition, average Indian diet, 349; 
requirements of, 348-349; statis- 
tics on, 349 

Ordnance factories, expansion of, 
479; number of employees daring 
1939 and 1945, 476 
Orissa-area under high-yielding 
varieties of, 2SQ-, bauxite de- 
posits in 60; black and red soils 
in 207-208; crop mixture in, 60; 
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forests in, 61; hydel power pro- 
jects in. 111; Iron ore deposits 
in, 60; land ceiling in, 258; land 
tenure legislation in, 264; rain- 
fall in (1970-71), 220; rice 
growing in, 331 

Pakistan, land utilization in. 214, 
217 

Paper industrj', manufacturing, of, 
62; production of, 62, 476 

Per capita income, 2, 4, 16, 19, 26- 
30; doubling of, 33; during the 
inter-war period, 471 

Petroleum, 115; , Barauni, 435; 
birth and formation of Oil India 
Ltd., 434-435; Bombay, 435; 
Cocliin, 434; consumption of, 
58; crude, indigenous produc- 
tion of, 115; Digboi, 435; dis- 
covery of, 431, 433; expansion of, 
115-116; exploration of, 21, 
432-433; historical background * 
of, 429; Koyali, 435; number 
of deep wells drilled in Gujarat 
(1962), 431; offshore, discoveries, 
of, 58; ori^n of, 430; per capita 
consumption, 435; Petroleum 
Technolog}' Institute, Dehradun, 
436; refineries, agreement of 
1951-52, 494-495, capacity of, 
115; reserves of, 58; setting up of 
Oil and Natural Gas Com- 
mission, 43, 417, 430-431 

Planned economy, concept of, 1-5; 
need of, 495, 520 

Planning/Plans, Advisor}' Planning 
Board, appointment of, 5, objec- 
tives of, 5; £um and objectives of, 
19; All Party Parliamentary 
Committee, 17, 19; Committee 
on Plan Projects (1956), composi- 
tion and functions of, 32-33, 
setting up of, 32; Draft outline, 
17; evolution of, 16-18; features 


of, 7; National Development 
Council (1952), 33, establish- 
ment of, 15, composition and 
functions of, 15; National Plann- 
ing committee, aim, 2, composi- 
tion and constitution of, 2, 
w’orking of, 23; Planning and 
Development Department, aboli- 
tion of, 4, creation of, 3; priority 
and patterns of development, 18- 
21 ; Research Programmes Com- 
mittee (1953), functions of, 32, 
setting up of, 31-32 

Planning Commission, 49, 58; 
approval of schemes by, 58; 
composition and functions of, 
10-15, 30-33; setting up of, 5, 10 

Plant life of the sea, economic 
exploitation of, 64 

Pollution, and food supply, 343- 
347; forecasts of, 19; growth of, 
41, 49, 305,' 343-344. 517; Third 
Plan, 30, 37 

Ports, Anglo-American Sliipping, 
recommendations of, 772; 
characteristics of major and 
minor, 773-774; during the 
Second World War, 771-772; 
eflfects of partition, 773; Five 
Year Plans, 775-776; liistorical 
backgroxmd of, 770-771; im- 
portance of, 769-770; Interme- 
diate Ports Development Commi- 
ttee (1958), recommendations of, 
774-775; principal, Bombay, 
770, 771, 777, Calcutta, 770, 

776-777, -Cochin, 778, Madras, 
770, 777-778: Technical Com- 
mittee (1946), recommendations 
of, 772-773; trafiic, statistics 
on, 781-782; West Coast Major 
Port Development Committee 
(1946) on, 773 

Postal communications, agency 
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functions undertaken fay post- 
office, 811-812; commencement 
of railway mail service, 808; 
history of, 802;803; increase in 
number of post-offices since 
1951, 812-813; mails. 808-810; 
mobile post-offices, functions 
of, 813; Postal Act 1854, 
804; Postal Insurance (1883), 
functions of, 810; surplus 
or deficit in working, 814-815; 
Postal Savings Banks (1882), 
role and progress of, 807-808; 
progress of (1860 to 1947), 
808; services of, air mail, 
810-811, field post-officer, 810, 
stamps, 810; under the East 
India Company and later in 
the British period, 803-807; see 
also Telephones and Telegrams 
Power, 55, 58, 59; achievements 
during the Plans, 35; aggregate 
capacity during the First World 
War, 110; allocation in the Five 
Year Plans, 22, 24; annual ener- 
gy output of, 112; costs of, 113; 
development of, I09-II0; early 
background of, 109-110; electric 
power, conventional resources of, 
116; gas turbine power plant, 
disadvantages of, 115; Heavy 
Electricals, Bhopal, collabora- 
tion with Britain, 21; Hydro- 
electric plant (1902), commission- 
ing of, 449; Hydro-electric 
Survey of India, 113; impact of 
oil and gas on, 114; Nohara- 
katiya (Assam), gas turbine 
power plant at, 114-115; produc- 
tion during Second Plan, 20; 
rapid growth of installations 
since 1955, 111; resources, 99, 
100, 112; total electricity pro- 
duction since 1950 and in 1969- 


70, 109; total potential of, 112 
Power Stations, Balimela, power 
project at, 111; Beas-Sutlej Link 
Project, hydel capacity of, IIO; 
Bhakra Hydel Project, capacity 
of, 110; Bhira Hydel Station 
(1927), 110; Bhivpuri Hydel 
Station (1920), installation of, 
110; CANDU type, require- 
ments of, 120; Chola-Kalayan 
power generation, installed capa- 
city of, 107; coal-based, increase 
of, 57-58; Damodar Valley 
Corporation (DVC), 110, inaugu- 
ration of, 107; Godavari hydel, 
potential of, 112; Hirakud Dam 
Project, 110; Idikki Power Pro- 
ject, 111; Jhelum Station at 
Mohora hydel power genera- 
tion, inaugurated by the Kashmir 
Darbar, 109; Jog (Karnataka), 
hydel power station, IIO; 
Jogindernagar Hydel Station 
(H.P.). 110; Kalapakkam (Tamil 
Nadu), proposal for building an 
atomic power station, 119; Kan- 
pur (1906) power station, com- 
missioned at, 107; Khopoli 
Scheme, 109-IIO; Konar Dam 
Project, 110; Konya Power 
Station (Maharashtra), 111; 
Korba, 107; Kundah, HI; 
Loktak in Manipur, 111-112; 
Machkund Power Station 
(Andhra Pradesh), HI; Moyar 
Power capacity of, HI; Nari- 
amangalam Power Station, 
Scheme, 111; Obra Power 
Station, HI; Pallivasal Hydel 
Station, initial capacity of, HO; 
Pamba-Kakki and (Satiripri), HI; 
Papanasam Mettur, 100, HO; 
parambikulam Aliyar Project 
fTamil Nadu), HI; Penniar 
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Power Station, 111: Periyar 
(1958), 111; Pong Dam Scheme, 
hydel power, capacity of, 110; 
Poiingal Kuthu Power Station 
(1957), 111; Pyakra, 100, 110; 
Rana Pratap Sagar, 117, 119; 
Rihand (U.P.), HI; Sengulam 
(1954), capacity of, 1110; 
Sharavalhi Power Project, 111; 
Shillong Plateau, 112; Shimsha 
(1940), 110; Sholiar Power 
Scheme (1968-69), capacity of, 
111; Sileru Valley at Upper 
Sileru, 111; Sivasamudram, 
109-110; Tarapur Atomic 
Power Station, 119-120; Tilaj'a 
Dam Project, 110; Umiam- 
Barapani Power Project, capa- 
city of. 111; Umtru Power 
Station in Assam, capacity of, 
111; Yamuna Valley Power, 1 1 1 
Prices, Index of, 22, during 
the second Plan, 26; stabilitv, 
30 

Princely States, 463; industries in. 
482-484, 517 

Public and Private Sector, alloca- 
tion in the Plans, 22-28; de- 
marcation between, 487 ; distinc- 
tion between, 495; LIC invest- 
ments in, 602, 607; Plans for 
industries in, 17, 22; Production, 
and the First Plan, 495-497; 
recommendations of the Fiscal 
'Commission on, 491-495; role of, 
517, 525; total expenditure in, 
23 

Public Finance, allocation of finan- 
cial resources betwen the Centre 
- and the States, 931-932; capital 
expenditure of, 942-943; divided 


heads, 928, abolition of, 929; 
East India Company's expendi- 
ture of, 926; evolution of, 926- 
932; Finance Commission’s re- 
commendations of, 933-935; 
financial integration of princely 
States, 937-938; history of de- 
centralization of, 928-929; 
Meston Committee, 924-930; 
Montague-Chehnsford Reforms, 
929; organization and controls 
of, 964-967 ; problem of financial 
adjustments, 932-937; provin- 
cial share of, 929-934; revenue 
and expenditure of local bodies, 
944-947; Sir Otto Niemeyer 
recommendations of, 930-931, 
933; source of income, 926, 
Union and State budgets, growth 
of revenue and expenditure of, 
938-942; under the Crown, 
927-929, under Lord Lytton 
(1877), 927 

Public Financial Institutions, and 
Dutt Committee report, 589-590 

Punjab-Agricultural Refinance 
Corporation, 176; alkaline and 
saline soils in, 209; alluvial 
soils in, 205, 207; cotton crops 
in, 231; crop diseases in, 788; 
crop mixture in, 274; desert 
soils in, 209; first cooperative 
societj' in 1891, 159; foodgrains 
in, 231 ; irrigation works in, 84; 
land ceiling in, 258; level of 
ceiling in, 261 ; oil exploration 
in, 432; power stations, inaugura- 
tion of, 110; rice in, 231; use 
of chaff-cutters in, 293, use of 
power-threshers in, 293; water- 
log^ng in, 50; wheat produc- 
tion in, 231 ; yield of wheat, 
46-47 

Rents, agricultural rents, factor of, 
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1013- 1014; magnitudes of, 1018- 
1019; mechanism for, 1014- 
1016; share cropping rents, 
IOI6-IOI8; Revenue Courts, 

1014- 1015; urban machinery, 
1022-1023 

Rivers, Brahmaputra, 742; Cau- 
very, 77; Chambal, 111; Damo- 
dar, 77; Ganga, 77, 742, 744; 
Godavari, 77, 206, 742, 750; 
Hooghly, 742; Kaveri, 203, 742; 
Krishna, 742, 750; Mahanadi, 
111, 742; Narmada, 142, 205, 
755; nature of, 45; Roop- 
narayan, 749; systems and 
and basins, 77-82; Tapti, 77, 205, 
240, 742, 755 

Roads-Bordcr Roads, formation of 
Development Board, 735; classi- 
fication of, 729-730; develop- 
ment of, 729-730; during the 
British rule, 727-728; expendi- 
ture on, 740-741; factors in 
stimulating the construction of, 
728-729; increase in the surface 
and unsurfaced kilometrage of. 
(1951-1958), 734; Indian Road 
Development Committee of 1929 
(Jayakar Committee), recom- 
mendations of, 730-731; Idlo- 
metrage during the Plan periods, 
736; mileage in British India 
(1901-1902), 730; Nagpur Plan, 
recommendations of, 732-733; 
National Highways, discussion 
on, 733; procedure for financing 
of, 731-732; revenues from 741 ; 
Road Fund, 733; Road Wings, 
creation of, 733; transport, 736- 
738, Inter-State Transport Com- 
mission on, 739-740, policy for, 
738-739, progress under the 
Plan, 740-741 

Rourkela, sintering plants at, 429 


Rudrasagar, discovery of oil m 

433 

Rural and Urban household indus- 
try, gro>vth of, 539-541; workers 
engaged in, 539 

Salt-industry, recovery of by-pro- 
ducts m, 61 

Sampailidan, donations of money 
or other resources, 259 
Sandal-wood oil industry, m 
Mysore, 464 

Sandur, manganese ore in, 406 
Saurashtra, industry in. 517; rain- 
fall in, 220; use of iron-ploughs 
in, 297 

Scheduled Castes and Scheduled 
Tribes, emphasis on, 7-9; Sche- 
duled Tribes Commission (I960), 
397; welfare of, 31 
Science and Technology, advance- 
ment in, 8, 39, 203 
Sea, resources, potential exploita- 
tion, 63-64; water desalination 
of, 55 

Seeds, All-India Seed Certification 
Seminar, recommendations of, 
278: broadcasting of, 275; Cen- 
tral Seeds Certification Board, 
277-278; distribution of, 277- 
278; improvement of, 276-278, 
282; multiplication, 277; 
National Seeds Corporation, 277; 
Seed Review Team Report (1968), 
277; Seeds Act, 278; Tarai 
Development Corporation (1970), 
277; tillage practices, object of, 
278 

Settlemwit Reports, 42, 43, 203 
Slupping, British Indian Steam 
Navigation Company (BISN), 
760; Development Fund for, 
767, 768; discrimination against, 
759; during the inter-war period, 
759-760; historical background. 
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757-759; Indian Mercantile 

Marine Training Ship “Dufferin”, 
establishment of (1927), 762; 
Merchant Shipping Act of 1958, 
767; Persia Steam Navigation 
Company, 764; Post-War Poh'cy, 
762-764; Progress under the 

Five Year Plans, 765-766; 
Reconstruction Policy Sub- 
committee’s recommendations 
on, 763; SaiUng Vessels 
TrafBc Development Committee’s 
recommendations on, 766-767; 
Scindia Steam Narigation Com- 
pany Ltd., (1919), 759; Shipp- 
ing Corporation of India tad., 
764; Shipyard, construction of, 
768-769, Cochin, 769, Hindustan 
Shipyard Ltd., 768, at Visakha- 
patnam, 768; terms of financial 
aid to, 764-765; Tripartite 
Agreement between the BISN 
and Scindia and the Asiatic 
Companies, 761-762; Western 
Shipping Corporation, 764 
Sibsagar, discovery of oil in, 433 
Singhbhum, manganese ore in, 406 
Small farmers, problems of, 174; 
Small Farmers’ Development 
Agencies, 174, 313 
Small Scale Sectors, bank credit to, 
600-601; contribution of, 698- 
700; development of, 498-499; 
cottage industries, encourage- 
ment of, 2; employment given 
by, 532; exemption of, 524; 
exports, 534; financial assistance 
from NSIC and State Bank and 
State Financial Corporations, 
534; growth of, 21, 531-532; 
investment in, 532; socio- 
economic importance of, 532; 
hire-purchase assistance, state/ 
territory-wise, 533; impetus 


given during the Third Plan, 29- 
30; import licensing for, 530- 
531; items purchased by Govern- 
ment from, 533; National Small 
Industries Corporation, 21, 534; 
policy of, 524; promotion of, 
49; registered factory segment, 
progress of, 701-702; statistics 
on, 533 

Social Services, allocation in the 
Plans, 22, 24, 28 

Soil, alkali, 209; alluvial 45, 203, 
205-207; black, 45, 207; classi- 
fication of, 45, 203-207; desert, 
209; forests, covering area of, 
209; group of, 205-207, extent of 
area of, 206; laterite, 204, 208; 
ravine reclamation, objective of, 
246; red soils, problem of, 203- 
207, 244; saline, 209; Soil and 
Land Use Survey , 43 

Soil Conservation, All-India Soil 
Survey Scheme (1956), 204; 
American soil conservation spe- 
cialists, 241 ; Central Soil Con- 
servation Board, 204, 243-244; 
Central Soil Mechanics Concrete 
Research Station, Delhi, 237; 
Gusrow Walia'Fund, creation of 
242; early history of, 239-241; 
expenditure on, 245; Five Year 
Plan role, 242, 245; (Hydrology 
and Sedimentation), (1970), 
functions of, 247; Kotah, re- 
search and training programmes 
for soil conservation, 243; legis- 
lation on, 242-243; Model Soil 
Conservation Bill, on the lines of 
U.S., 242-245; research and 
traim'ng programmes for,243- 
244; Resources Inventory Centre, 
establishment of, 246-247 ; train- 
ing and education programmes 
in 241-242 
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Soil erosion, menace of, 241 ; 
Planning Commisson, recom- 
mendations of, 245; Watershed 
Work Plans, 245 

South Assam (including Nagaland, 
Manipur and Tripura) rainfall in 
1970-71, 220 

Sri Lanka, fish consumption in, 
368 

State Dans, 259 

State financial corporations, gene- 
sis of, 626-627; regional or 

branch offices of, 627; sources of 
finance of, 628-629; 

Stock exchanges, Ahmadabad and 
Stock Broker’s Association 

(1894), 892; Bombay (1887), 
867, 892; Calcutta Stock Ex- 
change Association (1908), 892, 
development duringthe First and 
the Second War, 392; classifica- 
tion of, 893; functions, 893-895; 
historical review of, 892; index 
number of variable dividend. 
894; Industry-wise composition 
of, 893-894; legislation, 892- 
893; market for, 894; paid-up 
capital of, 893; pattern of 
osvnersliip of, 894; securities, 
893 

Sugar industry, factories, 469, 
heavy import duty on, 469; 
policy of protection, 469; pro- 

- duction of, 469; in 1939 and 
1945, 477; Tariff Board’s re- 
commendations, 469 

Sulphur industry, abolition of im- 
port duty on, 469; deficiency, 
61; Tariff Board’s reconunenda 
tions, 469 
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Surat, commercial city of, 240; 

population of, 240 
Survey and mapping techniques, 
modern, need for greater use 
of-44 

Surv^s, of Bengal, 42; cadastral, 
42, 67; energy, 44, 55-60; of 
forests, 62; geological, 42, 68; 
groundwater, 43; of India, 42; 
of Indian agencies for, 42-44; of 
irrigation potential, 42; of 
modern techniques for, 43-44; of 
natural resources, 43; of soil 
erosion, 55; trignometric, 42; of 
topographic, 43; of water re- 
sources, 43 
Survey of India, 42-43 
Swadeshi movement, launching of, 
454 

Switzerland, fish consumption in, 
368 

Taccavi loans, procedures for distri- 
bution and recovery of, 297 
Taiwan, farmers of, 218 
Tamil Nadu (Madras), Agricultural 
Refinance Corporation, 176; area 
under high-yleldingvarieties,280; 
auxilliary units in, 535; black 
and red soils in, 207-208; con- 
centration ofhandlooms in, 538; 
Cooperative Societies Act 1932, 
398; crop mixture in, 274; finan- 
cial corporation in, 627; Firka 
development schemes, 160; fish 
production, 369; foodgrains in, 
231 ; iron-ore deposits, 60; irriga- 
tion works in. 84; land ceiling in, 
258; landless labourers in, 305; 
level of ceiling, 261 ; lignite dc- 
, posits in, 57; Ne)'veli lignite 
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deposits of, 424; power station, 
107; rainfall in (1970-71), 220; 
reduction of ceiling of land- 
holdings, 261 ; regulation of land 
rent in, 255; rerolling mills in, 
507; rice in (1967-68), 231; 
sugar-cane in, 231; uranium re- 
serves in, 59 

Tarapur, nuclear power stations 
located at, 55 

Tatas, role in power development, 
100 

Taxation Enquiry Commission 
(1953-54), 596 
Taxila, ruins of, 240 
Telangana, rainfall in 1970-71, 220 
Telegraphs, progress of, 816-817; 
role and functions of, 815-816; 
traffic, local and foreign, 816; 
under the Plans, 818 
Telephones, history of, 819-820; 
International Telex, 822; manu- 
facture of equipment, 822; over- 
seas communication, 823-824; 
“Phoncom” service, 821 ; progress 
under the Five Year Plans, 
820-821 ; “Shared Phone Service”, 
821 ; teleprinter exchanges 
(Telex), introduction of, 821-822; 
teleprinter production, 822 
Thermal power, 104, 105; average 
gross inefficiency of, 108; costs 
of, 108; development during the 
Plans, 107 

Thermal po\ver stations, Bandel, 
108; Barauni, 114; Bokaro, 107; 
Chandrapura, 108; Durgapur, 
108; Ennore (Madras), 114; 
Karanpura coal fields, 108; 
Kothagungam, 108; Neyveli, 


108; Obra, 108; Paner Valley 
Collieries, 108; Patratu, 108; 
Ramagundam, 108; Santaldih, 
108; Satpura, 108; Singrauli 
collieries, 108; Trombay, 114 
Thorium, nuclear fuel potential, 59; 
reserves of, 59 

Timber and other industry wood, 
statistics on, 62 
Toofan Gramdaji, 259 
Topography of India, 16-11 
Tourism and recreation industries, 
forest development plan, 63 
Trade and Commerce, account of, 
838-844; analysis of, 838-844; 
annual percentage increase of 
exports and imports of raw and 
manufactured materials, 832; 
direction of, 844-847; evolution 
before independence, 831-835; 
evolution after independence, 
835-837; exports and imports, 
835-836; Export Promotion 
Council, 839; impact of the Five 
Year Plans, 836-837; Imperial 
Trade Preference and the Trade 
Agreements with U.K., 834; in- 
land trade defects of 831, move- 
ment of commodities by rail, 
828-829, size and total value of, 
827-829 ; major agricultural com- 
modities, 201-203; percentage in- 
crease in, 831 ; policy of protec- 
tion of, 846, 849-852; with Paki- 
stan (1948-49), 835-836: value 
and quantum of, 838 
Transport and Communications, 
allocation in the Plans, 22, 24, 
28 

Travancore, industries in, 517 
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Trees and bushes, indiscriminate 
cutting of, 50; plantation of, 51 

Tripura, land ceiling in, 258 

UNCTAD, 200 

Union territories, agricultural work- 
ers in, 306 

Unit Trust of India (1964), role and 
functions of, 590, 607, 652-656, 
889 

United Kingdom, economy of, 
836; foreign collaboration with. 
21; fish consumption per capita 
per year, 368; land utilization in, 
214, 216 

Uranium, reserves of, 59’ 

U.S.A., consumption of natural 
materials, 39; cotton growing in, 
339; direct seed rice in, 275; 
extension services in, 190; fish 
consumption in, 368 ; hybrid 
corn, increase in, 39; inland 
trade in, 827; United States 
Agency for Infematioiial De- 
velopment, 238 

U.S.S.R., cotton growing in, 339; 
land utilization in, 216; livestock 
population in, 352 

Uttar Pradesh, Agricultural Uni- 
versity Experiment Station, 290; 
alluvial soils in, 205; cotton 
crops in, 231; crop disease in, 
288; crop mixture in, 274; 
forestry soils in, 209; forests in, 
61; hydro-electrical project, HI; 
industries in, 517; irrigation 
works in, 84; land ceiling in, 
261 ; land tenure legislation, 
255; landless cultivators in, 
305; National Extension Blocks 
in, 296; Pilot projects, 246, at 


Etawah, 160, 190; rainfall in 
1970-71, 220; ravine erosion 
widespread, 50; rice growing in, 
331; soil defects in, 51; uranium 
deposits in, 118; use of power- 
thresherin, 293; watcr-loggingin, 
50; wheat in, 23 1 ; yield of wheat 
in 47 

Vidarbha, rainfall in 1970-71, 220 
Vijayanagaram, production of 
manganese from, 406 
Villas industries, Plan outlay on, 
•497-499, 511, 514-515; produc- 
tion of. 498; setting up of State 
boards for handlooms, 493 
Vindhya range,river system in, 76 
Visakhapatnatn, milk plants at, 
364 

Wages, agricultural industrial, 
1023-1025; and the Second Plan, 
1029-1030; changes in money 
earnings, 1025-1027; changes in 
real wages, 1027-1029; composi- 
tion of earnings, 1043-1045; in 
relation to other factor payments, 
1031-1032 

Water, domestic and industrial 
heads of, survey of, 55; ground, 
53; surface, S3 

Water balance, statistics on, S3 
Water logging, problem of, 50-51 
Water power resources, assessment 
of. too 

Water resources, assessment of, 
52-53, 75-82; Central Water and 
Power Commission, study of, 
78; surface potential of, 79; 
utilization) of, 52-54, 80, 82 
Water supply, problem of, 54-55 
Welfare State, 1; definition of, 8; 
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duty of, 8; pattern of, 7-10 
West Asia, locust menace in, 291 
West Bengal-alluvial soils in, 205; 
area under high-yielding varie- 
ties in, 280; coal-fields in, 56, 
421; coking coal in, 57; crop 
mixture in, 275; first- colliery 
power station in, 419; irrigation 
works in, 84; jute industrj' in, 
742; land ceilings in, 258; land- 
less cultivators in, 305; oil ex- 
ploration in, 433; practice of 
drilling needs in, 292; rainfall in 
(1970-71), 220; red soils in, 208; 


rice growng in, 331 
West Germany, foreign collabora- 
tion with, 21 

Wheat, area-wise yields of, 47; 
destroyed by a big rust epidemic 
in 1947 and 1954, 288 
White marble, deposits of, 61 
Wild life, 61 ; protection of, 63 
Wild life sanctuaries, 63 
World Bank, 14, 59 
Yugoslavia, land utilization in, 214, 
216 

Zamindari and Jagirdari, abohtion 
of. 48 



